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to Sensex

Zee Entertainment Enterprises Reco: Buy

Stock Update

Strong show continues CMP: Rs284

Price target: Rs335

Market cap: Rs27,315 cr

52 week high/low: Rs301/194

NSE volume: 23.4 lakh
(no. of shares)

BSE code: 505537

NSE code: ZEEL

Sharekhan code: ZEEL

Free float: 54.7 cr
(no. of shares)

Key points

� The strong revenue growth of 26.6% was driven by an unexpected uptick in the

advertisement revenues by 34.3% to Rs684.3 crore. On the other hand, the

subscription revenues delivered a soft performance at a 11.4% Y-o-Y growth to Rs456.5

crore while the sports business revenues were up by 77.6% YoY to Rs191.5 crore.

� The concerning part is the jump in the losses of the sports business to Rs104.1

crore against Rs8.6 crore in Q3FY2013. The EBITDA margin ex sports business

improved by 710 basis points YoY to 39.6% (the blended margin at 24.5%).

We have broadly maintained our estimate for FY2015 and FY2016.

� ZEEL is well placed to benefit from the ongoing digitisation theme. Given its

growth predictability, strong balance-sheet and high return ratios, we

maintain our Buy rating on the stock with a price target of Rs335. Risk: a

significant increase in investments in the new channels would be a key risk

to our current margin assumptions and earnings estimates.

Results Rs cr

Particulars Q3FY14 Q3FY13 Q2FY14 YoY % QoQ %

Advertising revenues 684.3 509.38 583.3 34.3 17.3

Subscriptions revenues 456.5 409.76 458.1 11.4 -0.4

Other sales and services 47.6 19.68 59.9 141.7 -20.5

Total revenues 1,188.4 938.8 1,101.3 26.6 7.9

Programming and operating cost 609.5 418.5 504.1 45.6 20.9

Gross profit 578.9 520.3 597.2 11.2 -3.1

Staff cost 95.9 89.5 99.2 7.1 -3.4

Admin & selling expenses 192.3 169.7 187.5 13.3 2.5

Total expenditure 897.6 677.7 790.8 32.5 13.5

EBITDA 290.7 261.1 310.5 11.3 -6.4

Depreciation 13.5 9.0 9.1 49.7 48.3

Finance cost 3.2 1.6 3.4 105.8 -5.6

Other income 38.0 36.0 54.9 5.7 -30.7

PBT 312.1 286.6 352.9 8.9 -11.6

Tax provision 98.5 93.3 116.6 5.6 -15.5

PAT 213.6 193.3 236.3 10.5 -9.6

Minority interest 0.0 -0.8 0.0 NA NA

Net profit 213.6 194.1 236.3 10.0 -9.6

Equity capital (FV Re1/-) 96.0 96.0 96.0

EPS (Rs) 2.2 2.0 2.5 10.0 -9.6

Margin (%)

GPM 48.7 55.4 54.2

EBITDA margins 24.5 27.8 28.2

NPM 18.0 20.7 21.5

Tax rate 31.6 32.5 33.0

investor’s eye stock update
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Valuation

Given the increasing traction in the ongoing digitisation theme

and the expectation of a smooth completion of the phase-III

and -IV process, we believe that Zee Entertainment Enterprises

Ltd (ZEEL) is well placed to receive the incremental benefits

from the digital addressable system (DAS) regime. Further,

the company has smoothly made the transition to the new

Telecom Regulatory Authority of India (TRAI) advertisement

cap regime, which we believe will allay the concerns on the

advertisement growth front. We have broadly maintained our

earnings estimates for FY2015 and FY2016, we expect an EPS

compound annual growth rate (CAGR) of 17.6% over FY2013-

16E. The company will receive tax benefits from the deferred

tax assets of the consolidation of Diligent Media Corporation

Ltd (DMCL) to the tune of Rs314 crore over the next two to

three years, which will lower the effective tax rate (currently

the company’s effective tax rate is at 33%). Our current

estimate does not include any tax benefits from the DMCL

consolidation. Given its growth predictability, strong balance-

sheet and high return ratios, we continue to maintain our

positive stance on ZEEL. We maintain our Buy rating on the

stock with a price target of Rs335.

Valuations

Particulars FY13 FY14E FY15E FY16E

Revenues (Rs cr) 3,699.6 4,365.2 4,926.8 5,588.2

EBITDA margins (%) 25.8 27.3 28.2 28.0

Net profit (Rs cr) 719.6 899.5 1,036.2 1,170.0

EPS (Rs) 7.5 9.4 10.8 12.2

PE (x) 37.8 30.3 26.3 23.3

EV/EBITDA (x) 27.3 21.5 18.2 16.0

RoE (%) 19.6 21.3 21.7 21.6

RoCE (%) 28.6 31.9 32.2 32.1

Results highlights

� Stellar advertising numbers, despite TRAI

advertisement cap headwind: ZEEL has reported

another stellar set of numbers for Q3FY2014, the

revenues performance was ahead of our as well as the

Street’s expectations. The outperformance in the

revenues was led by a 34.3% Y-o-Y growth in the

advertisement revenues. The advertisement revenues

excluding the sports business was up by 23% YoY, which

was way ahead of the industry level growth of around

10%. Despite the TRAI 10+2 advertisement cap regime

that came into force from October 1, 2013, where the

advertisement inventory has declined (from 14-15

minutes per hour earlier to 12 minutes per hour), ZEEL

has managed to negate the impact with price hikes

and an improved market share in key channels.

� Subscription revenue growth tapers off, though

outlook remains promising: ZEEL’s subscription

revenues for the quarter were up by 11.4% YoY. The

domestic subscriptions were up by 12.2% YoY (the

lowest growth in the last nine preceding quarters),

whereas the international revenues were up by 9.4%

YoY. The delay in the renegotiation with the multi

system operators (MSOs) has impacted the growth in

the domestic subscription revenues for the quarter.

However, the management remains optimistic on the

growth outlook for the coming quarters, while

maintaining a growth corridor for the subscription

revenues at 15-19%.

� Margin ex sports business at 39.6%, positive surprise:

The operating profit margin (OPM) for the quarter was

at 24.5%, declined by 340 basis points YoY (our estimate

was at 26.5%). The higher than expected sports

business losses at Rs104.1 crore, led to the margin

underperformance at the blended level. Nevertheless,

excluding the sports business losses, the OPM improved

by 710 basis points YoY to 39.6%. The management has

indicated at increasing the investments in the new

channels and acquiring movies catalogues, while the

sports losses will decline in the coming quarters.

Overall, the management continues to maintain their

margin expectations of 22-26%. Currently, we have

assumed the margin of 28.2% and 28% in our earnings

estimates for FY2015 and FY2016.

Advertisement revenues: continues to outperform, delivers a
34.3% Y-o-Y growth

� The company reported a very strong performance in

the advertising revenue front. Its advertising revenue

grew by 34% YoY to Rs684.3 crore as against our growth

expectations of 7.6% on a Y-o-Y basis. The advertisement

revenues ex sports business was up 23% YoY, which was

way ahead of the industry level growth of around

10%.The better than expected revenue growth on the

advertising front was driven by four key factors:

Source: Company
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a) Growth in the overall growth in the viewership share

(Zee TV held a relative share of 18.5% overall, 21%

share in the prime time band, and was in the top

six Hindi GECs).

b) New channel launches (& Pictures and Zee Anmol)

c)  A 78% Y-o-Y rise in the sports business.

d) Highly successful movie premiers like Chennai

Express and Phata Poster Nikla Hero.

� The company has taken a reduction in the advertising

inventory, from 14 minutes per hour to 12 minutes per

hour, across all its channels. It has been able to negate

a reduction in the inventory with the requisite amount

of a price hike during the quarter. However, it must be

noted that a partial impact of the price hike is still to

be implemented and the full impact of which will be

visible in Q4FY2014.

� The company expects the advertisement revenues for

the industry to grow by 10-11%. The reduction in the

advertisement inventory will continue imply more

value increases in the future.

Other result highlights

� The revenue from the sports business came in at

Rs191.5 crore as against Rs155.8 crore in the previous

quarter. The losses from the sports business came in

at Rs104 crore vs Rs19 crore  in the previous quarter.

The company expects a significant drop in losses of

the sports business in the coming quarter due to a

light sports calendar. For FY2014, the sports business

losses are estimated to be about Rs150 crore (year-to-

date [YTD] the sports business losses stand at Rs133

crore).  The company currently does not have any India

specific cricket matches to be broadcasted in FY2015

and given that the sports business losses could be much

lesser as compared to FY2014.

� The net cash and cash equivalent at the end of the

quarter has been reported at Rs1,310 crore as against

the previous quarter’s cash balance of Rs1,390 crore.

The reduction in the cash balance is because of the

prepayment for the sports content, other investments

in new channels and dividend payouts. The debt on

13
2

13
8

14
5

15
0

16
0

17
5

18
1

20
2

20
8

19
5

22
2

29
7

25
0

28
1

29
6

33
7

31
7

33
5

33
2

10
9

10
6

10
1

10
1

10
1 99 10
1 10

8
98 96 10

4
10

5
11

4 11
4

11
4 11

7
10

7 12
3

12
4

0
50

100
150
200
250
300
350
400
450
500

Q
1F

Y
10

Q
2F

Y
10

Q
3F

Y
10

Q
4F

Y
10

Q
1F

Y
11

Q
2F

Y
11

Q
3F

Y
11

Q
4F

Y
11

Q
1F

Y
12

Q
2F

Y
12

Q
3F

Y
12

Q
4F

Y
12

Q
1F

Y
13

Q
2F

Y
13

Q
3F

Y
13

Q
4F

Y
13

Q
1F

Y
14

Q
2F

Y
14

Q
3F

Y
14

(in
 c

r)

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

30.0%

35.0%

40.0%

Domestic International YoY Grth (%)

Subscriptions revenues: delays in MSOs renegotiation restrict growth

25
28

30 28 28 26 27 28

22

29 29

18

28

23

28
25

30
28

24

37 36
39

31

37
41

39
37

35
37

34

30

34

30
32 33

35 35

40

15.0

20.0

25.0

30.0

35.0

40.0

45.0

Q
1F

Y
10

Q
2F

Y
10

Q
3F

Y
10

Q
4F

Y
10

Q
1F

Y
11

Q
2F

Y
11

Q
3F

Y
11

Q
4F

Y
11

Q
1F

Y
12

Q
2F

Y
12

Q
3F

Y
12

Q
4F

Y
12

Q
1F

Y
13

Q
2F

Y
13

Q
3F

Y
13

Q
4F

Y
13

Q
1F

Y
14

Q
2F

Y
14

Q
2F

Y
14

(in
 %

)

EBITDA  Margins  EBITDA  Margins  Ex  sports  

Strong margin performance, ex sport margin stood at 39.6%
(improved 710 basis points YoY)

8 -1
1914

-27

-5

-28

2

-35
-54

-103

-15

-57

-23
-10

-59

-21-17-9

-41

-10
-19

-104-120
-100

-80
-60

-40
-20

0
20

40

Q
1F

Y
09

Q
2F

Y
09

Q
3F

Y
09

Q
4F

Y
09

Q
1F

Y
10

Q
2F

Y
10

Q
3F

Y
10

Q
4F

Y
10

Q
1F

Y
11

Q
2F

Y
11

Q
3F

Y
11

Q
4F

Y
11

Q
1F

Y
12

Q
2F

Y
12

Q
3F

Y
12

Q
4F

Y
12

Q
1F

Y
13

Q
2F

Y
13

Q
3F

Y
13

Q
4F

Y
13

Q
1F

Y
14

Q
2F

Y
14

Q
3F

Y
14

(in
 c

r)

Sports Profit/loss

Sports business losses intensified to Rs104.1 crore, expected to
decline hereon

� The company reported an 11.4% revenue growth on

the subscriptions revenues which were below our

growth estimate of 18.6%. The domestic subscription

revenues grew by 12.2% YoY to Rs332 crore while

international revenues grew by 9.4% YoY to Rs124 crore

(largely contributed by the rupee’s depreciation).

� Delays in the renegotiation with the MSOs have

impacted the growth in the domestic subscription

revenues for the quarter. However, the management

remains optimistic on the growth outlook for the

coming quarters, while maintaining a growth corridor

for the subscriptions revenues at 15-19%. The company

expects some of the DAS related benefits to be accrued

in the coming March 2014 quarter.

Source: Company

Source: Company

Source: Company
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the book stood at Rs1.8 crore as against Rs1.9 crore in

the previous quarter.

� The company launched two channels in the USA–Zee

Bollywood and Zee Lamhe (also available in the UK),

Zee Alwan in the Middle East and Zee Boiskop in

Indonesia. The company will continue to invest in the

new channels.

� On the DMCL acquisition, the company has maintained

that given that all the regulatory approvals come on

time the acquisition will be implemented with effect

from March 2014 and tax benefits will be seen in FY2015

and FY2016 as DMCL has deferred tax assets worth

Rs314 crore on its balance sheet.

� The company in Q1FY2014 had arranged to issue 21

6% cumulative redeemable non-convertible preference
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Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.

shares as bonus preference shares of Re1 each for every

one equity share held by the investor. The company

has received all the requisite regulatory approvals and

the management will announce the record date by end

of January 2014.
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Company details

Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute -4.7 9.3 5.4 -1.7

Relative -5.5 7.2 -0.6 -8.6

to Sensex

Larsen & Toubro Reco: Buy

Stock Update

Healthy Q3; retain Buy  CMP: Rs1,005

Key points

� L&T reported a very healthy set of numbers in Q3FY2014, registering a net

profit (adjusted) growth of 22% YoY to Rs1,241 crore, backed by a 12% sales

growth and an improvement of 186 basis points in the OPM. The results are

adjusted for hiving off of its hydrocarbon business to a separate subsidiary with

effect from April 1, 2013 (base figures are also restated accordingly).

� But the negative takeaway is the lowering of its guidance on the order inflows.

The management expects to show a growth of 15% in the fresh order intake in

FY2014 (over FY2013) now as compared to the targeted 20% level earlier. The

order inflows in the first nine month has grown by 23%; thus the lowering of

guidance seems to be driven by the higher base effect (a surge in Q4 last year)

and the possible spill over of some large tenders into the next fiscal.

� We have fine tuned our estimate to factor in the transfer of the hydrocarbon

business and consequently valued it as part of the SOTP valuation now. It does

not make any material change to our price target of Rs1,165. We maintain our

Buy rating on the stock.

Price target: Rs1,165

Market cap: Rs93,070 cr

52 week high/low: Rs1,152/678

NSE volume: 25.0 lakh
(no. of shares)

BSE code: 500510

NSE code: LT

Sharekhan code: LT

Free float: 83.3  cr
(no. of shares)

Results Rs cr

Particulars Q3FY14* Q3FY13* YoY % Q2FY14* QoQ %

Net sales  14,388  12,869 11.8  12,308 16.9

Total expenditure  12,713  11,611 9.5  11,123 14.3

Operating profits  1,675  1,258 33.1  1,186 41.3

Other Income  447  560 -20.1  466 -4.0

PBIDT  2,122  1,818 16.7  1,651 28.5

Interest  291  234 24.4  238 22.3

PBDT  1,831  1,584 15.6  1,413 29.5

Depreciation  199  178 12.0  193 3.4

PBT  1,736  1,406 23.5  1,221 42.2

Tax  495  393 26.1  356 39.1

Reported PAT  1,241  1,122 10.6  865 43.5

Extra-ordinary Items  -  109  -

Adj. PAT  1,241  1,013 22.4  865 43.5

Adj EPS 13.4 11.0 22.4 9.4 43.5

Margins (%) bps bps

OPM  11.6  9.8  186  9.6  201

PATM  8.6  8.7  (9)  7.0  160

Tax Rate  28.5  27.9  59  29.2  (64)

*Numbers are regrouped excluding the hydrocarbon business

investor’s eye stock update
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investor’s eye stock update

Very healthy Q3FY2014 performance

Larsen & Toubro (L&T) reported a healthy set of numbers

during Q3FY2014. The results are adjusted for the hiving

off of its hydrocarbon business to a separate subsidiary

with effect from April 1, 2013. The base figures are also

restated accordingly. The net sales grew by 12% year on

year (YoY) and 17% quarter on quarter (QoQ) to Rs14,388

crore during this quarter.  The sales growth was supported

by a healthy growth (21% YoY and 23% QoQ) from the

infrastructure segment, despite the high base contributing

around 60% to the total revenue. However, the power,

machinery and industrial products (MIP) segment remained

tepid with a decline in sales.

L&T also registered the operating profit margin (OPM)

expansion of 186 basis points YoY and 201 basis points

QoQ to 11.6%. The margin of the infrastructure segment

and the heavy engineering segment improved which

supported  the above mentioned overall margin expansion.

Consequently, the operating profit grew by 33% YoY and

41% QoQ to Rs1,675 crore in Q3FY2014. The benefit of a

healthy OPM also percolated to the net profit level,

registering a growth of 22% YoY and 43% QoQ to Rs1,241

crore (adjusted profit after tax [PAT]). However, there

were extraordinary items related to the foreign exchange

(forex) loss and discontinued operations in the comparable

quarters. The reported PAT grew by 11% YoY and 43% QoQ

in Q3FY2014.

Order inflow remained strong YTD, though guidance

lowered

During Q3FY2014 L&T recorded a 21% year-on-year

(Y-o-Y) growth in the order inflow to Rs21,722 crore led

by the infrastructure segment. However, the weakness

and uncertainty in the macro environment has affected

the order inflow from the power and metals segments.

The order inflow saw a significant growth of 23% YoY to

Rs67,400 crore in 9MFY2014, mainly contributed by the

infrastructure segment (82%). Consequently, the healthy

order inflow has resulted in the order book growth of 13%

to R171,200 crore at end of Q3FY2014. This provides a

book-to-bill ratio of 2.8x on the FY2013 sales. In spite a

healthy order flow during 9MFY2014 and a sturdy backlog

the management has rationalised its order inflow guidance

to 15% from the earlier 20% for FY2014. The management

has also reiterated that the slow moving orders are around

10% of the total order book including that of GVK, GMR

and IDPL.

Hydrocarbon business transferred to subsidiary

During Q3FY2014, L&T transferred all assets and liabilities

of its hydrocarbon business into a wholly-owned subsidiary,

L&T Hydrocarbon Engineering (LTHE), as this business

offers a promising growth potential in the international

market. The business is transferred at the book value from

L&T for a total consideration of Rs1,760 crore which would

be paid by LTHE in cash.

As the hydrocarbon business demerged with effect from

April 1, 2013, the company has restated its respective

numbers accordingly.  The hydrocarbon business had

revenues of Rs9,615 crore in FY2013 and has an annual

profit of around Rs500 crore. We have revised our numbers

factoring the above.

Valuation: fine tuned our estimate to factor in the demerger

of Hydrocarbon business, but retain price target

Q3FY2014 results of L&T beat the Street’s estimate but

the lowering of the order inflow guidance by the

management from 20% in FY2013 to 15% in FY2014 was

negative. However, we believe that a large part of the

Street was estimating an order inflow growth of around

15%; hence we do not see any material revision in the

broad Street estimate. We had earlier built in a revenue

growth (compound annual growth rate [CAGR] from

FY2013-16) of around 13%. However, we have fine tuned

our estimate now factoring the demerger of the

hydrocarbon business and we value the hydrocarbon

business as part of the sum-of-the-parts (SoTP) valuation

now.  Consequently, we do not see any material change

in our price target. Therefore, we retain our price target

of Rs1,165 with a Buy rating on the stock.

Order inflow and order backlog trend

 *Q3FY2014 numbers are regrouped excluding the hydrocarbon business
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Segmental performance summary

Particulars Q3FY14-R Q3FY13-R YoY/bps Remarks

Infra  8,908  7,335 21.5%

EBITDA margin (%)  11.2  10.0  120

Hydrocarbon  -  -  -

EBITDA margin (%)  -  -  -

Power  1,212  1,738 -30.3%

EBITDA margin (%)  6.4  7.1  (64)

Metallurgical  1,556  1,648 -5.6%

EBITDA margin (%)  15.6  16.0  (34)

Heavy Engg.  1,049  859 22.2%

EBITDA margin (%)  16.9  14.2  265

E&E  1,003  887 13.1%

EBITDA margin (%)  13.0  12.4  56

MIP  440  593 -25.8%

EBITDA margin (%)  14.5  16.7  (215)

Others  574  424 35.5%

EBITDA margin (%)  18.5  13.9  454

Total Sales  14,743  13,483 9.3%

EBITDA margin (%)  12.2  11.2  99

*Numbers are regrouped excluding the hydrocarbon business

� Margin expansion due to execution efficiency. Strong growth mainly

contributed by urban infra, transportation infra, water and power

T&D

� Hived off as a separate subsidiary in Q3FY2014

� Revenues adversely affected by sectoral bottlenecks (including

coal / gas supply) and margin affected by capacity under-utilisation

and costs provisions.

� Drop in margins due to job mix and input costs provisions indicative

of the current gloomy business environment and delay in customer

clearances

� Strong revenue growth driven by execution progress in various

sub-segments. Volatility in margin profile mainly due to job mix

� Margins supported by better realisations and savings in input costs

by the company.

� Margins affected by lower level of operation. Revenue growth

impacted due to sluggish industrial demand and business

restructuring.

� Integrated engineering services contributed to growth while margin

growth contributed by both integrated engineering services and

realty.

Valuations (stand-alone)

Particulars FY2012 FY2013 FY2014E FY2015E FY2016E

Net sales 53,170.5 51,570.9 60,325.3 67,290.7 77,561.7

Growth YoY () 21 -3 17 12 15

OPM () 11.8 10.5 9.9 9.8 9.5

Adj Net profit 4,259.2 4,384.5 4,325.4 4,793.8 5,366.8

Adj EPS 46.1 47.5 46.9 51.9 58.1

Growth YoY () 25.1 2.9 -1.3 10.8 12.0

PER 21.8 21.2 21.4 19.4 17.3

P/B 3.7 3.2 2.8 2.5 2.3

EV/EBIDTA 12.3 12.5 10.3 9.4 8.5

RoCE () 19.1 15.9 17.3 17.1 18.3

RoNW () 18.1 16.1 14.0 13.8 13.9

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Company details

Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute  4.5 2.1 4.4 4.7

Relative 3.6 0.1 -1.6 -2.6

to Sensex

Housing Development Finance Corporation Reco: Hold

Stock Update

Spread rebounds on a sequential basis  CMP: Rs842

Key points

� In Q3FY2014 HDFC’s net profit of Rs1,278 crore (up 12.1% YoY) was driven

by a steady growth in the net interest income (up 14.5% YoY). The non-

interest income declined by 1% YoY, which pulled down the earnings growth.

� The spread improved by 6 basis points QoQ to 2.25%. The loan growth

remained healthy at 19.5% YoY especially in the individual segment (up

24.4% YoY).

� The asset quality remains stable though the rising competition in the

mortgage segment poses a challenge to the spread. We revise the price

target to Rs900 (after shifting the stock’s valuation to our FY2015 estimates).

Though the performance remains healthy, but we maintain our Hold rating

on the stock due to its premium valuation (3.5x FY2015 book value).

Price target: Rs900

Market cap: Rs131,340 cr

52 week high/low: Rs931/632

NSE volume: 35.3 lakh
(no. of shares)

BSE code: 500010

NSE code: HDFC

Sharekhan code: HDFC

Free float: 155.9 cr
(no. of shares)

Results Rs cr

Particulars Q3FY14 Q3FY13 YoY % Q2FY14 QoQ %

Interest earned  5,841.8  5,060.4 15.4  5,623.9 3.9

Interest expended  4,079.8  3,521.5 15.9  4,045.7 0.8

Net interest income  1,762.0  1,538.9 14.5  1,578.2 11.6

Non-interest income  189.1  190.0 -0.5  330.1 -42.7

Net total income  1,951.1  1,729.0 12.9  1,908.3 2.2

Operating expenses  168.4  143.9 17.1  172.0 -2.1

Pre-provisioning profit  1,782.7  1,585.1 12.5  1,736.3 2.7

Provisions  25.0  40.0 -37.5  15.0 66.7

Profit before tax  1,757.7  1,545.1 13.8  1,721.3 2.1

Tax  480.0  405.0 18.5  455.0 5.5

Profit after tax  1,277.7  1,140.1 12.1  1,266.3 0.9

Spread (%)  2.25  2.28 - 3 bps  2.19  6 bps

Gross NPA (%) 0.77 0.75  2 bps 0.79 - 2 bps

Loan book 191,734 160,434 19.5 184,886 3.7

investor’s eye stock update
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Gross NPA

2.15%

2.25%

2.35%
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Interest spread

Core income growth remains healthy

HDFC’s Q3FY2014 results were in line with our estimate

as the net profit increased by 12.1% year on year (YoY) to

Rs1,277.7 crore. The growth in the earnings was largely

driven by a healthy growth in the core income (the net

interest income), which grew by 14.5% YoY.  However, a

flattish trend in the non-interest income contributed to

the relatively slower growth in the profit.

Spread rebounds by 6 basis points QoQ to 2.25%

After showing a decline during Q2FY2014 (due to

exceptional tightening in the bond market which raised

the borrowing cost), the spread bounced back to 2.25% in

Q3FY2014. This was driven by an increase in the rates

and a decline in the cost of funds. During the quarter the

company replaced significant amount of its bank

borrowings with bonds which reduced the cost of funds.

Going ahead, the price war in the home loan segment

(State Bank of India, HDFC etc reduced their home loan

rates during the quarter) will pose a challenge for the

spread.

Lower profit on sale of investments affects non-interest

income growth

The non-interest income growth was largely flattish on a

year-on-year (Y-o-Y) basis at Rs189.1 crore mainly due to

a weaker treasury income, which declined by 64% YoY to

Rs34.6 crore. On the other hand, the fee income grew by

52.4% YoY (but remained flat on a sequential basis) due

to a relatively higher growth in the non-individual

segments. The dividend income grew by 68.9% YoY to

Rs76.3 crore in the same quarter.

Strong growth in individual loan sustains

The loan growth remained strong as the overall loan book

grew by 19.5% YoY largely contributed by the individual

loans (up 24% YoY, net of loans sold). Consequently, the

proportion of individual loans to corporate loans increased

to 68.1% of the book. About 89% of the incremental loans

given during the quarter were to the individual segment

whereas the non-individual loans showed a modest growth

of 10.1% YoY.

Asset quality improves on a sequential basis

The asset quality of HDFC improved on a sequential basis

as the gross non-performing assets (NPAs) declined to 0.77%

from 0.79% in Q2FY2014. The NPAs in the individual segment

declined to 0.57% (from 0.59% in Q2FY2014) while that in

the non-individual category declined to 1.18% (from 1.19%

in Q2FY2014). HDFC continues to carry surplus provisions

(provisions of Rs1,823 crore in Q3FY2014 vs the regulatory

requirement of Rs1,357 crore) which adds to our comfort.

Capital adequacy ratio improves

The capital adequacy ratio (CAR) improved to 19.1% (from

19.0% in Q2FY2014) mainly due to a reduction in the risk

weightage of the mortgages. The tier-1 CAR was 16.6% as

against a minimum requirement of 6%. However, if the

investment in HDFC Bank were to be reduced from the

tier-1 capital (instead of being treated as a 100% risk

weight), the adjusted CAR would be 15.8% and the tier-1

CAR would be 13.3%.

Valuation

HDFC’s performance was largely on expected lines and

the reversion of the spread was a key positive. The

company continues to grow loans at a healthy rate despite

strong competition in the individual home loan segment

(especially from banks). In addition, the asset quality has

remained stable against the concerns over the developer

book. We have revised our sum-of-the-parts based price

target to Rs900 as we have shifted the valuation to our

FY2015 estimates. We expect HDFC to sustain its superior

operating metrics (return on asset of 2.6%). But we

maintain our Hold rating on the stock due to its premium

valuation (3.5x FY2015E book value) and the rising

competition in the mortgage space.
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Profit and loss statement Rs cr

Particulars FY11 FY12 FY13 FY14E FY15E

Net interest income 4998 5927 6973 8303 10093

Non-interest income 1199 1329 1421 1561 1718

Net total income 6198 7257 8393 9864 11811

Operating expenses 431 515 670 760 897

Pre-provisioning profit 5766 6741 7723 9103 10914

Provisions 101 169 171 199 233

Profit before tax 5666 6573 7552 8904 10681

Tax 1543 1725 2039 2493 2991

Profit after tax 4123 4848 5513 6411 7690

Balance sheet Rs cr

Particulars FY11 FY12 FY13 FY14E FY15E

Liabilities

Equity capital 295 309 309 309 309

Reserves & surplus 18722 24691 30746 37332 44673

Borrowings 139128 158828 187712 222898 265280

Current Liabilities 9375 11703 12873 14160 15576

& Provisions

Total liabilities 167520 195531 231640 274700 325838

Assets

Loans 140422 169571 203994 244792 293751

Investments 12207 13613 13750 14368 15015

Deferred tax asset 628 631 726 835 960

Current assets, 14029 11477 12969 14500 15877

Loansand advances

Net block 234 238 201 204 235

Total assets 167520 195531 231640 274700 325838

Key ratios

Particulars FY11 FY12 FY13 FY14E FY15E

Per share data (Rs)

Earnings  27.9  31.3  35.6  41.4  49.7

Book value  128.8  161.7  200.8  243.4  290.9

Adj. book value  106.3  139.1  177.1  218.6  264.9

Dividend  9.8  12.5  12.5  14.5  17.4

Spreads (%)

Yield on funds  10.6  10.8  9.8  9.6  9.5

Cost of funds  8.8  9.3  9.0  8.8  8.6

Net interest margins  3.3  3.3  3.3  3.3  3.4

Operating ratios (%)

Interest expended/ 69.1  70.1  69.2  68.5  67.6

Interest earned

Cost to income  7.0  7.1  8.0  7.7  7.6

Non interest income/ 6.9  6.3  5.9  5.6  5.2

total income

Assets/Equity (x)  8.8  7.8  7.5  7.3  7.2

Return ratios (%)

RoE  21.7  19.4  17.8  17.0  17.1

RoA  2.7  2.7  2.6  2.5  2.6

Growth ratios (%)

Net interest income  17.7  18.6  17.6  19.1  21.6

PPP  16.3  16.9  14.6  17.9  19.9

PAT  16.6  17.6  13.7  16.3  20.0

Advances  19.9  20.8  20.3  20.0  20.0

Deposits  20.6  14.2  18.2  18.7  19.0

Valuation ratios (%)

P/E  30.2  26.9  23.6  20.3  16.9

P/BV  6.5  5.2  4.2  3.5  2.9

P/ABV  7.9  6.1  4.8  3.9  3.2

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Company details

Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute -1.3 10.7 7.0 33.6

Relative -2.2 8.7 0.9 24.3

to Sensex

Price target: Rs602

Market cap: Rs8,656 cr

52 week high/low: Rs533/496

NSE volume: 1.2 lakh
(no. of shares)

BSE code: 500420

NSE code: TORNTPHARM

Sharekhan code: TORNTPHARM

Free float: 4.8 cr
(no. of shares)

Key points

� Torrent Pharmaceuticals reported a strong performance for Q3FY2014. Its net

sales jumped by 29% YoY to Rs990 crore and adjusted PAT jumped by an

impressive 97% YoY to Rs178 crore on the back of a 543-basis-point Y-o-Y rise

in the OPM.

� The results of the Indian business (a Y-o-Y growth of 14.7% vs an industry

growth of 5%) and the Brazilian business (up 26% YoY) surprised us positively,

as these had witnessed a muted growth in the recent past. The US and European

businesses flourished on key product launches, viz generic Cymbalta in the

USA.

� We increase our price target by 24% to Rs602 due to the roll-over of the

valuation to the FY2016 estimates. Though we expect the acquisition of Elder

Pharma’s business (not factored in our estimates) to be earnings destructive

in FY2015, but strong traction in the base business and the long-term synergy

from the acquisition would trigger a re-rating of the stock. We upgrade the

stock to Buy.

Torrent Pharmaceuticals Reco: Buy

Stock Update

Strong Q3 performance, price target revised to Rs602 CMP: Rs508

Results Rs cr

Particulars Q3FY14 Q3FY13 YoY % Q2FY14 QoQ %

Net sales 990 769 28.8 936 5.8

Expenditure 780 647 20.5 757 3.0

Operating profit 210 121 73.1 179 17.3

Other operating income 25.0 17.9 39.8 36.0 -30.6

Other Income 10 9 12.7 10 0.0

EBITDA 245.0 148 65.5 225 8.9

Interest 16 7 137.7 15 6.7

Depreciation 21 20 2.8 22 -4.5

PBT 208 121 72.0 188 10.6

Taxes 30 31 (2.8) 39 -23.1

EO/forex (loss) gains (20.0) 22.0 (190.9) (36.0) -44.4

Adj.PAT 178 90 97.1 149 19.5

Reported PAT 158.0 112.3 40.7 113.0 39.8

EPS* 10.5 5.3 97.1 8.8 19.5

Margins (%) bps bps

OPM 21.2 15.8 543 19.1 209

EBIDTA 24.7 19.3 548 24.0 71

PATM 18.0 11.8 623 15.9 206

Tax 14.4 25.5 -1110 20.7 -632

*Adjusted for bonus shares
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Overall performance impressive

For Q3FY2014 Torrent Pharmaceuticals (Torrent) has

reported an impressive performance in most of the

geographies, including India and Brazil where it has been

witnessing a muted growth for the past few quarters.

While an improvement in the productivity of the field

force and new product launches are among the key

factors driving the Indian branded formulation business,

the Brazilian business was mainly driven by generic-

generic launches.

Besides, the company also reported a strong 61% year-

on-year (Y-o-Y) rise to Rs148 crore in the US business (a

41% Y-o-Y jump in constant currency terms) and a 59.5%

Y-o-Y rise in the European business to Rs248 crore on the

back of the launch of the key products.

Revenue break-up Rs cr

Particulars Q3 Q3 YoY Q2 QoQ
FY14 FY13 % FY14 %

Domestic formulations 296 258 14.7 297 -0.3

Contract manufacturing 76 75 1.3 100 -24.0

(insulin)

Others 5 14 (64.3) 2 150.0

International 638 450 41.7 573 11.4

Europe (+Heuman) 248 156 59.5 235 5.5

Brazil 147 117 25.6 125 17.3

Rest of World + Russia 95 86 10.9 97 -2.3

USA 148 92 60.9 115 28.7

Total revenues 1,015 797 27.3 972 4.5

US business boosted by launch of Cymbalta under

limited competition

Torrent launched generic Cymbalta (Duloxetine) on

December 11, 2013 under shared exclusivity with five other

generic players. The product fetched $6 million revenues

during the quarter. The company grabbed 7-8% market share

in the Duloxetine market in the USA during the first weeks

of the launch. However, as more players are expected to

join gradually (especially after June 2014), the pricing

pressure will continue to build in the  Duloxetine market.

However, the launch of the other generic products would

support the high growth in the US market.

The company currently has 46 abbreviated new drug

applications (ANDAs) approved (including six tentative

approvals), and a pipeline of 22 pending approvals and

30 products under development.

Margin improves 543 basis points YoY on better product

mix; base business’ margin may moderate going forward

During the quarter the operating profit margin (OPM;

excluding a foreign exchange [forex] loss or gain) of the

company improved by 541 basis points year on year (YoY)

to 21.2% on the back of a better product mix, viz a higher

proportion of Indian formulation and US businesses

(including the generic Cymbalta), which command

relatively better margins. However, as Cymblata would

see pricing pressure, the margin may tend to moderate

going forward. Also, the consolidation of the branded

formulation business of Elder Pharma will have a negative

impact on the margin of Torrent during the first year of

the acquisition (expected by the end Q4FY2013).

Lower tax rate boosts bottom line in Q3; no change in

annual tax rate guidance of about 20-22%

The effective tax rate stood at 14.4% in Q4FY2014 as

compared with 25.5% in Q3FY2013. This helped the

quarterly net profit to jump by 40.7% YoY to Rs158 crore.

However, if we exclude a forex loss of Rs20 crore during

the quarter (vs a forex gain of Rs11 crore in Q3FY2013),

the adjusted net profit jumped by 97% YoY to Rs178 crore

during the quarter.  The management has kept its tax

guidance intact at 20-22%, which indicates a higher

effective tax rate (nearly 25%) in Q4FY2014.

We fine-tune base business’ estimates and introduce

numbers for FY2016

Getting our cues from the performance of the company

in the nine months ended December 2013 and interaction

Revised estimates Rs cr

Particulars       Old New Var %
FY2014E FY2015E FY2014E FY2015E FY2016E FY2014E FY2015E

Net sales  3,709 4351 3868 4545 5307 4.3 4.4

Operating profit  668 805 774 886 1008 15.9 10.1

OPM (%) 18.0 18.5 20.0 19.5 19.0

EBIDTA  863 1023 950 1084 1229 10.1 6.0

PBT  737 859 801 897 1015 8.8 4.4

PAT  572 663 631 692 784 10.2 4.4

EPS  33.8 39.2 37.3 40.9 46.3 10.2 4.4
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with its management, we have increased our earnings

estimates by 10% and 4% for FY2014 and FY2015

respectively. We have also introduced the estimates for

FY2016 and rolled over the stock’s valuation to the

estimated earnings of FY2016.

Acquisition of Elder Pharma’s business to be earnings

destructive in first year; we do not factor the deal in

our estimates

We do not include the impact of the Torrent-Elder Pharma

deal, which is awaiting various regulatory approvals and

is expected to close by the end of FY2014. We will

incorporate the consolidated estimates after the closure

of the deal.

However, we are of the view that the acquisition would

be earnings destructive in its first year. The management

will be able to partially mitigate the impact by achieving

stronger traction in the base business in the subsequent

quarters. On the other hand, a strong synergy from the

acquisition would be visible from FY2016 onwards.

We revise price target up by 24% to Rs602; upgrade

stock to Buy

The stock is currently trading at 11x FY2016E earnings

per share (EPS). We revise our price target up by 24% to

Rs602 on rolling over the valuation to the estimates of

FY2016 (implies 13x FY2016E EPS). Though we expect the

consolidation of the domestic business of Elder Pharma

(not factored in our estimates) to affect the earnings in

FY2015, but strong traction in the base business including

the Indian and US businesses would partially mitigate the

impact in the short term.  The Elder Pharma business

would be synergetic in the long term.  We upgrade the

stock to Buy from Hold.

Valuations

Particulars FY12 FY13 FY14E FY15E FY16E

Net sales (Rs cr) 2594.4 3054.0 3868.4 4544.8 5306.5

Adj. net profit (Rs cr) 391.4 470.0 630.8 692.4 783.8

Shares in issue (cr) 8.5 8.5 16.9 16.9 16.9

EPS (Rs) 46.3 55.6 37.3 40.9 46.3

PER (x) 11.1 9.2 13.7 12.5 11.0

EV/EBIDTA (x) 9.6 8.0 10.9 9.2 7.8

Book value (Rs/share) 141.1 168.1 120.2 157.6 197.0

P/BV (x) 3.6 3.0 4.3 3.2 2.6

MCap/sales 1.6 1.3 2.1 1.8 1.5

RoCE (%) 29.1 33.8 34.1 28.9 27.7

RoNW (%) 35.3 35.9 36.5 29.5 26.1

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.



15Sharekhan Home NextJanuary 22, 2014

Promoter
50%

Foreign
19%

MF & FI
6%

Public & 
others
25%

280

320

360

400

440

480

Ja
n-

13

M
ar

-1
3

M
ay

-1
3

Ju
l-1

3

S
ep

-1
3

N
ov

-1
3

Ja
n-

14
Company details

Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute 2.0 12.5 23.5 51.7

Relative 1.1 10.3 16.4 41.1

to Sensex

Supreme Industries Reco: Buy

Stock Update

Healthy Q2; growth to pick up further in H2  CMP: Rs449

Key points

� Supreme Industries reported a strong revenue growth of 19.6% YoY, due to the

higher price realisation while the sales volume remained flat. The OPM improved

by 50 basis points YoY on the back of lower raw material costs and other

expenditure. The net profit (before adjusting for share of profit/loss from

associates) increased by 14.4% YoY.

� The management has guided a volume growth of 9-10% and revenue growth of

20-22% for FY2014 (commissioning two new projects in H2FY2014). The OPM

remains in the 15-16% range. The management expects to get an approval for

the composite gas cylinder in the next few months.

� Given the better than expected results of Q2FY2014, we are marginally revising

upwards our FY2014 and FY2015 earnings estimates and believe that the growth

would pick up in the second half of the current year (June ended fiscal). We

maintain our Buy rating with a price target of Rs570.

Price target: Rs570

Market cap: Rs5,801 cr

52-week high/low: Rs479/282

NSE volume: 0.2 lakh
(No of shares)

BSE code: 509930

NSE code: SUPREMEIND

Sharekhan code: SUPREMEIND

Free float: 6.4 cr
(No of shares)

Results* Rs cr

Particulars Q2FY14 Q2FY13 YoY % Q1FY14 QoQ %

Revenues 975 815 20 705 38

Expenditure 829 696 19 613 35

COGS 651 538 21 457 42

Employee cost 34 29 18 32 5

Other expenses 144 129 11 124 16

EBITDA 146 119 22 92 59

Depreciation 25 19 30 24 4

Interest 23 14 64 17 36

Other income 1 0 1

PBT 99 87 15 53 89

Tax 33 28 15 18 86

Tax rate (%) 33 33 1 33 -2

MI/Share of associates 4 -8 -8

PAT 63 66 -6 43 46

Adjusted PAT 67 58 14 35 90

Adjusted EPS 5.3 4.6 14 2.8 90

Margin (%) bps bps

EBITDA 15.0 14.6 40 13.0 200

Adj. PAT 6.8 7.2 -40 5.0 180

*June ended Fiscal

investor’s eye stock update
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Segmental performance

� Plastic piping division: The company reported a

volume growth of 3% year on year (YoY; 42,388 Metric

Tonne [MT] vs 41,304MT) and a revenue growth of 19%

YoY. The operating profit margin (OPM) came at 13.5%

during the quarter. Despite the decline in the Indian

polyvinyl chloride (PVC) industry by 8.3% in H1FY2014,

Supreme Industries (Supreme) managed to report a

volume growth of 4-5% over the same period. The

chlorinated polyvinyl chloride (CPVC) segment

continued with its robust performance, which grew

by 25% YoY in H1FY2014. Further, it has commissioned

a piping project at the end of Q2FY2014, which is likely

to add a significant volume growth (15-16% in

H2FY2014). In addition, a revival in the housing and

residential segment is expected to pick-up the demand

for its PVC piping as well as CPVC product segment.

� Packaging product division: During Q2FY2014, the

volume grew by 16% to 12,125MT while it reported a

revenue growth of 26% YoY to Rs246 crore. The OPM

stood at 17.6% vs 18.3% in the corresponding previous

quarter. The management continues to remain

optimistic on its cross laminated film products (high

margin products) and expects a volume of 23,000MT

in FY2014 (a volume of 8,573MT vs 6,575MT).

� Industrial product division: The company reported a

decline in the volume by 21% YoY while the revenues

declined by 12% YoY to Rs134 crore in Q2FY2014. The

slowdown in the auto segment and the consumer

durable segment continued to pressurise the volume

growth in FY2014. The OPM stood at 8.95% vs 11.5% in

Q2FY2014.

� Consumer furniture: The consumer furniture business

revenues declined by 11% YoY, mainly due to a decline

in the volume by 15% while it reported an OPM of 7%

vs 12% in the corresponding previous quarter. However,

the improving consumer sentiments and a revival in

the economy are expected to fuel the growth in

H2FY2014.

Other key highlights

� Value added products: The share of the value added

products increased from 32.4% in Q2FY2014 to 33.3%

in Q3FY2014. The company introduced its high margin

products during Q2FY2014. The company continues to

maintain its target to increase its share in the value

added products upto 35% by FY2016.

� Composite cylinder: The regulatory approval will take

place in H2FY2014 and the company will start supplying

composite cylinders in Q4FY2014. Currently, it has an

order to export 5,000 cylinders to Europe.

Segmental volume growth MT

Particulars Q2 Q2 YoY Q1 QoQ
FY14 FY13 % FY14 %

Sales volumes 66,318 66,382 0 49,978 33

Break-up

Plastic piping 42,388 41,304 3 32,337 31

packaging 12,125 10,460 16 6,915 75

Industrial 7,747 9,827 -21 7,486 3

Consumer products 4,058 4,791 -15 3,240 25

Concall highlights

� The company sold 26,286 square feet area of its real

estate project and realised Rs38.50 crore during the

quarter. It is planning to reduce the debt during

H2FY2014, which will reduce the interest outgo upto Rs30

crore in remaining period (vs Rs38 crore in H1FY2014).

� The management also added that the capacity

expansion plans are on track and two projects are ready

for commissioning (piping and cross laminated film

segments). The benefit is likely to be accrued in

H2FY2014 in terms of the better volume and earnings.

� It has also launched bathroom fittings during the

quarter. At present, 50 customers were added in the

list and are expected to generate revenues of Rs200

crore over the next five years. These products would

be high margin products, which will help to improve

the OPM going forward.

Share of value added products
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� Out of total planned capital expenditure (capex) of

Rs230 crore for the current year, it has already spent

Rs80 crore in H1FY2014.

� It has declared interim dividend of Rs2 per share.

Valuation

The company’s commanding position across all business

divisions, diversified product portfolio and the

commissioning of two new projects are likely to improve

the volume growth in H2FY2014. Despite the muted PVC

industry performance in H1FY2014, it managed to report

a decent volume growth and increased the prices across

all the product ranges. We believe the revival in the

housing segment, the company’s continuous effort to

introduce high margin value added products, will help to

improve the margin in the next couple of years.

Considering a strong Q2FY2014 result and a pick up in the

growth in H2FY2014, we upgrade our earnings for FY2014

and FY2015 by 5% and 2% respectively. However, we

broadly maintained our earning estimate for FY2016.  At

the current market price, the stock is trading at a price-

earnings (P/E) ratio of 15.2x to its FY2015 earnings and

12.6x to its FY2016 earnings. We maintain a price target

of Rs570 (implies 16x FY2016E earnings per share) with

our Buy recommendation on the stock.

Valuations

Particulars FY12 FY13 FY14E FY15E FY16E

Revenues (Rs cr) 2,928 3,404 4,015 4,793 5,576

EBITDA (Rs cr) 472 536 618 743 862

EBITDA margin (%) 16.1 15.7 15.4 15.5 15.5

Adj. net income (Rs cr) 232 268 302 373 448

Adj. net income margin (%) 7.9 7.9 7.5 7.8 8.0

Adjusted EPS (Rs) 18.3 21.1 23.8 29.4 35.3

RoCE (%) 35.3 31.5 29.3 31.3 32.8

RoE (%) 33.4 30.5 26.8 27.7 27.4

P/E (x) 24.5 21.2 18.9 15.3 12.7

D/E (x) 0.5 0.5 0.5 0.4 0.3

P/BV (x) 7.7 6.1 4.9 4.0 3.2

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Ashok Leyland Reco: Hold

Stock Update

Recovery some time away; maintain Hold  CMP: Rs17

Key points

� A double-digit decline in the sales volumes in the MHCV as well as the LCV

space severely dented the operational performance of Ashok Leyland in

Q3FY2014. The situation was further aggravated by higher price discounts in

the MHCV space and an unfavourable product mix leading to a loss at the

operating level.

� Given the low base of FY2014, new product launches and economic cyclical

upswing, the volume sales are expected to recover in FY2015. The margins are

also expected to move to the positive territory on the back of volume growth,

reduction in discounts and cost-control initiatives.

� Though the valuation on EV/EBITDA basis is close to the levels seen at the time

of the previous economic slowdowns and the recovery in FY2015 could result in

an expansion of the valuation multiples, but we remain cautious due to the

continued pressure on the margins and the expectation of a weak financial

performance for another six months. We retain Hold recommendation and

maintain price target of Rs18 for the stock.

Price target: Rs18

Market cap: Rs4,589 cr

52 week high/low: Rs26/12

NSE volume: 88 lakh
(no. of shares)

BSE code: 500477

NSE code: ASHOKLEY

Sharekhan code: ASHOKLEY

Free float: 157.2 cr
(no. of shares)

Results Rs cr

Particulars Q3FY14 Q3FY13 YoY % Q2FY14 QoQ %

Net sales 1,953.2 2,406.4 -18.8 2,549.6 -23.4

Operating profit -96.9 103.4 -193.7 56.3 -272.2

OPM (%) -5.0% 4.3% 2.2%

Depreciation 88.3 93.1 -5.1 90.1 -1.9

Interest 115.3 107.1 7.6 124.4 -7.4

Other income 15.4 14.1 9.3 23.1 -33.3

PBT -285.1 -82.7 NA -135.1 NA

Tax -25.6 -1.7 NA -66.3 NA

Adjusted PAT -259.5 -81.1 NA -68.8 NA

Exceptional items 92.3 155.2 - 43.8 NA

Reported PAT -167.2 74.1 NA -25.1 NA

Recurring EPS -1.0 -0.3 -0.3

investor’s eye stock update
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Demand pressures to remain in the near term, expect

recovery in FY2015

The medium and heavy commercial vehicle (MHCV)

volumes have been declining over the last two years on

account of a subdued economic growth and a decline in

the availability of freight. With not much improvement

in the macro-economic scenario, we expect the MHCV

sales of Ashok Leyland Ltd (ALL) to remain under pressure

in the near term. We expect a recovery in the volumes in

FY2015 on the back of an economic recovery and a low

base created by the current slowdown.

Margins deteriorate further, reports loss at the operating

level

ALL’s margins have been under pressure in the last three

quarters, given the decline in the MHCV volumes and

higher discounting. For the third quarter ALL reported a

loss at the operating level with the margin declining to

-5%. Apart from the operating deleverage, an unfavourable

mix (a higher proportion of the traded light commercial

vehicles [LCVs]) put further pressure on the profitability.

Focus shifts to cost reduction; margins to recover in

FY2015

Given the pressures on the profitability due to the

slowdown, ALL is focusing on controlling costs. It has

trimmed the workforce across factories offering voluntary

retirement schemes which would curb the employee cost.

Further, ALL is focusing on reducing the fixed cost structure

(across manufacturing, selling and administrative

functions) to rein in the costs. The company is planning

to bring down the break-even levels by 25 to 30% over

the next one year by controlling the costs. We believe

the margins have bottomed out at the current levels and

expect a margin recovery in FY2015.

Working capital reduction and sale of non-core assets

to reduce debt

ALL has planned a reduction in the working capital by

controlling the inventory and payment to the vendors.

Recently, the company reduced the inventory levels from

7,500 vehicles to 4,200 vehicles and reduced the working

capital need by Rs750 crore. Further, ALL divested its stake

in the non-core investments and sold a parcel of land

realising a gain of Rs100 crore during the quarter. The

company’s debt declined from Rs6,100 crore in Q2FY2014

to Rs5,400 crore currently and the company plans to

reduce the debt further.

New launches to enhance product portfolio; to focus

on boosting exports

ALL recently introduced intermediate commercial vehicle

(ICV) Boss in the 9-to-12 tonne range which would boost

the product profile. Apart from the MHCV range, ALL plans

to introduce products in the LCV space. It plans to

introduce a variant of the existing Dost. It also plans to

introduce a new LCV goods carrier, Partner, in the higher

tonnage LCV segment.

Apart from the new launches, ALL plans to focus on

increasing exports. It is targeting new markets in the

Middle-East, South-East Asia and Africa to boost volumes.

It has set up a separate team to focus on the exports and

aims to increase the share of exports from 10% currently

to about 30% over the next two to three years.

Outlook and valuation

Given the pressures on the profitability due to higher

discounting and a higher fixed cost, we expect ALL to

report a loss in FY2015. The next fiscal, ie FY2016, is

likely to see a strong recovery in the margins on the back

of improving volumes, cost-control initiatives and reduced

discounting levels. We estimate earnings per share (EPS)

of Rs1.7 for FY2016. Though the valuation on EV/EBITDA

basis is close to the levels seen at the time of the previous

economic slowdowns and the recovery in FY2015 could

result in an expansion of the valuation multiples, but we

remain cautious due to the continued pressure on the

margins and the expectation of a weak financial

performance for another six months. We retain Hold

recommendation and maintain price target of Rs18 for

the stock.

Valuations

Particulars FY12 FY13 FY14E FY15E FY16E

Net sales (Rs cr)  12,904.3  12,481.2  10,572.7  13,755.3  17,998.6

Growth (%) 15.5 -3.3 -15.3 30.1 30.8

EBIDTA (Rs cr) 1256.1  876.5  -66.7  321.2  1,255.9

OPM (%) 9.7 7.0 -0.6 2.3 7.0

PAT (Rs cr)  566.0  148.2 -675.5 -351.7  459.8

Growth (%) -10.3 -73.8 -556.0  NA -230.7

FD EPS (Rs)  2.1  0.6 -2.5 -1.3  1.7

P/E (x)  7.6  30.5  NA  NA  9.8

P/BV (x)  1.1  1.0  1.2  1.3 1.2

EV/EBITDA (x)  6.0  10.1  NA  28.9  7.2

RoCE (%)  11.6  5.3 -4.8  -0.2  10.5

RoE (%)  13.4  9.7 -17.9 -10.3  12.6

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Thermax Reco: Hold

Stock Update

Price target revised to Rs675; upgraded to Hold CMP: Rs654

Price target: Rs675

Market cap: Rs7,793 cr

52 week high/low: Rs718/526

NSE volume: 51,036
(no. of shares)

BSE code: 500411

NSE code: THERMAX

Sharekhan code: THERMAX

Free float: 4.5 cr
(no. of shares)

Key points

� For Q3FY2014, Thermax reported a 3% (YoY) decline in sales to Rs1,014 crore

and with a lower OPM (declined by 171 basis points to 9%) and operating profit

declined by 19%. However, due to a better other income, adjusted PAT declined

by only 12% YoY while it grew by 6% sequentially.

� There are two silver linings in the Q3 result: (1) order book grew by 23%; (2)

amidst the weak margin in the environment business (loss in the water business

which could turn positive next year), Thermax managed to sustain a 9% OPM.

Moreover, there is some optimism reflected in the tone of the management

from the previous few quarters.

� With a healthy growth in the order book and likely improvement in the margin

of the water business in the next year, the earnings could grow after two

consecutive years of decline. We introduced our FY2016 estimate and rolled

over our valuations to the revise price target of Rs675 (21x FY2016); consequently

we upgrade our rating from Reduce to Hold.

investor’s eye stock update

Results Rs cr

Particulars Q3FY14 Q3FY13 YoY % Q2FY14 QoQ %

Net sales 1,014 1,047 -3 1,043 -3

Net raw material 680 698 -3 672 1

Employee exp 104 98 6 101 3

Other expenses 139 139 0 177 -22

Operating profit 91 112 -19 94 -3

Other income 23 12 85 8 204

Interest 2.3 2.0 15 1.9 21

Depreciation 15 13 11 14 5

PBT 97 109 -11 85 13

Tax 30 33 -8 55 -45

Adjusted PAT 67 76 -12 63 6

Reported PAT 67 76 -12 30 121

EPS 5.6 6.4 -12 5.3 6

Margin (%) bps bps

OPM 9.0 10.7  (171) 9.0  (2)

PATM 6.6 7.3  (70) 6.0  56

Tax rate 31.1 30.0  112 64.6  (3,349)
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Q3 performance

For Q3FY2014, Thermax (stand-alone) reported a 3%

decline in sales for Q3FY2014 on a year-on-year (Y-o-Y)

as well as quarter-on-quarter (Q-o-Q) bases. This was 12%

lower than our estimate. Both the energy and environment

segments witnessed lower sales during this period. The

energy segment, which accounts for 76% of the total

revenues, fell by 4% year on year (YoY) while the sales of

the environment segment declined by 3% YoY during

Q3FY2014.  However, there is a stable revenue generation

in its subsidiaries at Rs204 crore cumulatively in Q3FY2014,

against nil sales in Q3FY2013 and Rs190 crore in Q2FY2014.

Below the operating line, the higher other income (which

positively surprised us too) helped the company to contain

the net profit decline at 12% YoY on an operating profit

decline of 19% YoY. Moreover, sequentially, due to a better

other income, the profit after tax (PAT) grew by 6%,

despite a 3% sequential decline in the operating profit.

Consequently, the PAT was reported at Rs67 crore, which

is 11% below our estimate.

9MFY2014 performance

During 9MFY2014, Thermax reported total revenues of

Rs2,920 crore, a decline of 9% YoY. This decline is mainly

due to the poor performance of the energy segment

(contribute 75% to the total revenues) which declined by

13% YoY. The other segment (the environment segment)

contributed 25% of the total revenue,  declined by 2% YoY

in 9MFY2014. The OPM which was under pressure recorded

at 9.1% (a 100-basis-point decline till year-to-date [YTD]).

Hence, along with the revenues decline and the margin

pressure the operating profit dropped by 19% to Rs266

crore. Below the operating line, the other income which

usually is a savior also declined by 34% till 9MFY2014.

Hence, the adjusted PAT reported a decline of 23% to

Rs180 crore. However, there was an exceptional item

related to the excess tax liability and a foreign exchange

(forex) loss of Rs32.5 crore in Q2FY2014, hence the

reported PAT declined by 37% YoY to Rs147 crore in

9MFY2014.

Conference call highlights

� The order inflow during the quarter on a stand-alone

basis stood at Rs1,365 crore, which is a growth of 6% YoY

and 78% QoQ, mainly due to sectors like food processing,

Trend in margin

The operating profit declined by 19% YoY and 3% quarter

on quarter (QoQ), as the company reported an operating

profit margin (OPM) of 9% in Q3FY2014, which is 171 basis

points lower YoY but similar to the Q2FY2014 level. Over

the last year, there is clearly a continued pressure on the

margin with a weak demand environment and tough

macro-economic conditions; however with the

management’s efforts (apparently in the energy segment),

the company managed to retain its OPM sequentially at

9%. During this quarter, it is noteworthy that the energy

segment was managed well as it exhibited a healthy profit

before interest and taxes (PBIT) margin of 10.9%, which

is similar to the earlier level. However, due to a loss in

the water business, the PBIT margin of the environment

segment slipped to 2.3% against 9-10% in the comparable

quarter. Consequently, the overall PBIT margin remained

at 8.8% for Q3FY2014 and we believe if the company could

manage to regain its historical margin in the environment

segment (to 9-10%), it could touch its targeted double-

digit OPM level for FY2014.
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chemicals, oil and gas, and to some extent from the metal

sector. The decent order inflow remains the silver lining

during the quarter. The stand-alone backlog stood at

Rs5,699 crore, a 23% Y-o-Y growth, while on a consolidated

level it stood at Rs6,445 crore, a growth of 24% YoY. The

book-to-bill ratio stands at 1.2x on a consolidated level.

The exports business is showing a better traction on the

decent order inflow. Moreover, the service business has

grown by 20% during the quarter and the management

expects to focus on this as it is recurring in nature and

sustainable in the long run.

Order inflow break-up  (stand-alone) Rs cr

Particulars Q3FY14 Q3FY13 YoY %

Energy 1,189 1,018 17

Environment 176 265 -34

Total 1,365 1,284 6

Order backlog break-up (stand-alone) Rs cr

Particulars Q3FY14 Q3FY13 YoY %

Energy 4,822 3,537 36

Environment 877 1,112 -21

Total 5,699 4,649 23

� The management has shared that the water solution

business in this quarter has run into losses due to cost

overrun and the company has provided for the same in

this quarter. They also guided that the cost escalation

is to continue in Q4FY2014 after which they see an

improvement in the business. They also shared that the

overall order from this segment is less than Rs500 crore.

� During the quarter the company has reclassified Rs22

crore forex loss in the un-allocable expenses. For

9MFY2014 the forex loss was around Rs48 crore; the

net impact of Rs9 crore is been provided in the other

un-allocable expenses.

� The working capital requirement has increased in the

environment segment while it has decreased in the

energy segment due to the completion of large

projects. The net working capital of the company

stands at Rs90 crore while the cash and cash equivalent

stand at Rs822 crore at the end of Q3FY2014.

� The performance of subsidiaries has been respectable

on the top-line of Rs204 crore, however on the profit

before tax (PBT) level there were loss of Rs8 crore

due to its subsidiaries Thermax Instrumentation and

Thermax (Zhejiang). On an optimistic note Thermax

(Zhejiang) is close to turning cash positive. Dankstoker

was marginally positive during the quarter, while the

Thermax Babcock Wilcox (TBW) joint venture had made

a loss to the tune of Rs12 crore in Q3FY2014.

� During the conference call, the management sounded

relatively optimistic compared to the previous two

quarters. While the concerns related to large projects

due to the macro headwinds exist, the management

believes some of the recent steps taken by the

government in the form of the fast track clearances

would eventually start showing some result in the

coming time. Therefore, the management of Thermax

expects a neutral to positive outlook should come from

the next year, compared to the recent negativity

around the sector. Moreover, due to recent

developments management is motivated to negotiate

with customers. On the competitive environment, the

management currently feels that there is neither

mourning nor celebration in the market.

Revision and valuation

Considering the 9MFY2014 numbers, we have lowered our

FY2014 earnings estimates by 5% but largely retained our

FY2015 estimate. After several quarters, we found that

the management is spelling out positive expectations in

the overall outlook. We also agree with the management

that the recent steps taken by the government by clearing

several crucial projects could trigger an investment cycle.

Moreover, the silver lining in the YTD numbers maintained

a healthy order book growth of 23% YoY which improves

the revenues visibility. Therefore, Thermax could record

a positive growth in sales in FY2015 after two consecutive

years of negative growth. Further, as shared by the

management that the loss in the water business could

continue for another one quarter but it could turn positive

in FY2015. The better revenues could be supportive for

the margin revival and one should consider that some

benefit with the ongoing cost cutting attempts should

continue in FY2015 too. On this backdrop, we expect some

improvement in the earnings estimate during FY2015,

against a decline in the last two years consecutively.

Moreover, any improvement in the outlook (as a result of

a change in the political leadership) in the macro-economy

and investment cycle would play as a positive trigger for

the sector and especially for companies like Thermax

having a strong cash flow, balance sheet and execution

capability, would regain the confidence among investors

in this sentiment. We have introduced our FY2016 estimate

in this note and rolled over our target multiple to FY2016

earnings. Consequently, we upgrade our rating from

Reduce to Hold with a revised target price of Rs675 (21x

FY2016E).
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Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.

Valuations

Particulars FY2012 FY2013 FY2014E FY2015E FY2016E

Net sales (Rs cr) 5,304 4,691 4,418 4,816 5,297

Growth YoY % 8.6 (11.6) (5.8) 9.0 10.0

Operating profit (Rs cr) 584 507 421 483 558

OPM (%) 11.0 10.8 9.5 10.0 10.5

Net profit (Rs cr) 407 350 250 329 379

Fully diluted EPS (Rs) 34.1 29.4 23.7 27.6 31.8

Growth YoY % 6.4 (14.0) (19.3) 16.6 15.2

PER (x) 19.2 22.3 27.6 23.7 20.6

P/B (x) 4.9 4.2 3.9 3.5 3.1

EV/EBIDTA (x) 10.4 11.7 13.9 12.0 10.1

RoCE (%) 39.1 28.8 21.6 22.0 22.7

RoNW (%) 28.4 20.3 14.6 15.5 15.9

Div yield (%) 1.1 1.1 1.1 1.1 1.1
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betaken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this document should make such investigations as it deems necessary to arrive at an independent
evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an investment. The investment
discussed or views expressed may not be suitable for all investors. We do not undertake to advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach different
conclusion from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or
use would be contrary to law, regulation or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all
jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.

SHAREKHAN & affiliates may have used the information set forth herein before publication and may have positions in, may from time to time purchase or sell or may be materially interested in any of the securities mentioned or related
securities. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates
or any third party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. Any comments or statements made herein are those of the analyst and do not necessarily reflect those
of SHAREKHAN.

Automobiles

Apollo Tyres

Ashok Leyland

Bajaj Auto

M&M
Maruti Suzuki India

Banks & Finance

Allahabad Bank
Andhra Bank
Axis (UTI) Bank
Bajaj Finserv
Bank of Baroda
Bank of India
CanFin Homes
Capital First
Corp Bank
Federal Bank
HDFC
HDFC Bank
ICICI Bank
IDBI Bank
Punjab National Bank
SBI
Union Bank of India
Yes Bank

Consumer goods

Bajaj Corp
GSK Consumers
Godrej Consumer Products
Hindustan Unilever
ITC
Jyothy Laboratories
Marico
Mcleod Russel India
TGBL (Tata Tea)
Zydus Wellness

IT / IT services

CMC

HCL Technologies

Infosys

NIIT Technologies

Persistent Systems

Tata Consultancy Services

Wipro

Capital goods / Power

Bharat Heavy Electricals

CESC

Crompton Greaves

Greaves Cotton

Kalpataru Power Transmission

PTC India

Thermax
V-Guard Industries

Infrastructure / Real estate

Gayatri Projects

ITNL

IRB Infra

Jaiprakash Associates

Larsen & Toubro

Pratibha Industries

Punj Lloyd

Unity Infraprojects

Oil & gas

Oil India

Reliance Ind

Selan Exploration Technology

Pharmaceuticals

Aurobindo Pharma

Cadila Healthcare

Cipla

Dishman Pharma

Divi's Labs

JB Chemicals & Pharmaceuticals

Glenmark Pharmaceuticals 

Ipca Laboratories

Lupin

Sun Pharmaceutical Industries

Torrent Pharma

Agri-Inputs

Tata Chemicals

UPL

Building materials

Grasim

India Cements

Orient Paper and Industries

Shree Cement

The Ramco Cements

UltraTech Cement

Discretionary consumption

Eros International Media

Indian Hotel Company

KKCL

Raymond

Relaxo Footwear

Speciality Restaurants

Sun TV Network

Zee Entertainment Enterprises

Diversified / Miscellaneous
Aditya Birla Nuvo
Bajaj Holdings
Bharti Airtel
Bharat Electronics
Gateway Distriparks
Max India
Ratnamani Metals and Tubes
Supreme Industries

To know more about our products and services click here.


