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Larsen & Toubro Reco: Buy

Stock Update

Elephant ready to dance; tune with it  CMP: Rs1,549

Key points

� In Q4FY2014 the stand-alone revenues of Larsen and Toubro (L&T) grew by 11%
YoY backed by a 10% growth in the infrastructure segment. The OPM expanded
by 267BPS to 14.4% due to better margin in the power and infrastructure
segments. After adjusting for a one-off item relating to a gain of Rs484 crore
from divestment in a subsidiary, the adjusted PAT grew significantly (by 41%
YoY), much ahead of our estimate. For FY2014, the adjusted PAT grew by 19% to
Rs4,905 crore backed by a 9% sales growth and an 11.8% OPM.

� The order inflow grew by 15% YoY in FY2014 and the management has guided
for a 20% growth in the order inflow in FY2015, considering the improved
environment in the domestic economy, post-election. The order book grew by
13% YoY to Rs162,952 crore (3x FY2014 sales) despite the removal of the slow
moving orders worth Rs15,000 crore. The management believes there are several
projects which are stuck at several stages but which are expected to start
rolling in the next six to nine months. Strategically, the company is taking a
major push to enhance its focus in the Gulf region. Besides listing six of its road
BOT projects in Singapore and selling stake in IDPL, it intends to hit the capital
market for L&T Infotech.

� We have fine-tuned our estimates and we share the management’s optimism
that the domestic opportunity could grow with a pro-reform government at the
center which could significantly benefit a company like L&T, as it is most suitably
placed among its peers for such a task. Considering this, we have revised our
price target to Rs1,840, primarily upgrading our valuation multiple for the stand-
alone entity in an SOTP calculation, and retained Buy on the stock.

Price target: Rs1,840

Market cap: Rs142,988 cr

52 week high/low: Rs1,623/678

NSE volume: 22.5 lakh
(no. of shares)

BSE code: 500510

NSE code: LT

Sharekhan code: LT

Free float: 92.3  cr
(no. of shares)

Results Rs cr

Particulars Q4FY14 Q4FY13 YoY % Q3FY14 YoY %

Net sales 20,079 18,076 11.1 14,388 39.6

Total expenditure 17,178 15,946 7.7 12,713 35.1

Operating profits 2,901 2,129 36.2 1,675 73.2

Other income 495 389 27.2 447 10.9

PBIDT 3,396 2,519 34.8 2,122 60.1

Interest 305 263 15.8 291 4.8

PBDT 3,091 2,255 37.1 1,831 68.9

Depreciation 214 197 8.6 199 7.4

PBT 2,877 2,059 39.8 1,632 76.4

Tax 638 467 36.5 495 28.8

Reported PAT 2,723 1,788 52.3 1,241 119.5

Extra-ordinary Items (484) 197 (104)

Adj. PAT 2,239 1,591 40.7 1,136 97.1

Adj EPS 24.3 17.2 40.7 12.3 97.1

Margins (%) BPS BPS

OPM 14.4 11.8 267 11.6 281

PATM 13.6 9.9 367 8.6 494

Tax Rate 22.2 22.7 (53) 30.4 (818)

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

Healthy performance of infra segment led to stand-

alone top line growth

The stand-alone top line of L&T grew by 11% year on year

(YoY) mainly due to a healthy growth of 10% in the

infrastructure segment, which contributed almost two-

third of the total revenues in Q4FY2014. Moreover, the

heavy engineering segment showed a robust growth of

42% YoY on a low base while the metallurgical, power and

MIP segments declined by 11%, 29% and 39% respectively

on a year-on-year (Y-o-Y) basis. The top line was broadly

in line with our estimate.

Margin improvement across segments except metallurgical

and MIP segments

The company showed a tremendous improvement on the

operational front. The operating profit margin (OPM)

expanded by 267 basis points (BPS) to 14.4% due to high-

margin orders executed in the power segment coupled with

efficient operation and stable commodity prices in the

infrastructure segment. Hence, the operating profit grew

by 36% YoY to Rs2,901 crore in Q4FY2014. On the back of a

healthy operational performance and a higher other income

the reported profit after tax (PAT) stood at Rs2,723 crore,

a growth of 52% YoY. Importantly, the reported PAT includes

a one-off item relating to a gain of Rs484 crore realised on

divestment in a subsidiary. Even if we adjust this, the

adjusted PAT shows a significant growth (of 41% YoY) and

seems much ahead of our estimate.

Order inflow remained healthy

During Q4FY2014, L&T bagged orders worth Rs26,737

crore. The infrastructure segment recorded a robust

growth of 64% to Rs21,290 crore due to significant orders

from the Middle-East. The international orders constituted

one-third of the total order inflow in FY2014. However, a

weak macro environment and a stagnant capital

expenditure (capex) cycle affected the order inflow for

the power and metal segments.

The order inflow saw a considerable growth of 15% YoY to

Rs94,108 crore in FY2014, mainly contributed by the

infrastructure segment and export orders. Consequently,

the healthy order inflow resulted in a growth of 13% in

the order book to Rs162,952 crore at the end of Q4FY2014

even though it removed slow moving orders worth

Rs15,000 crore from its books. This provides a book-to-

bill ratio of 3x on the FY2014 sales. On a consolidated

basis, the order inflow stands at Rs127,000 crore vs

Rs102,900 crore in FY2013.

Annual FY2014 performance

In FY2014, the top line grew by 9% YoY to Rs56,599 crore

mainly due better execution. The operating profit margin

(OPM) improved significantly to 11.8% on the back of an

improvement in the infrastructure and automation

segments. Thus, the operating profit grew by 22% YoY to

Rs6,667 crore.  The reported PAT showed a growth of 25%

YoY on a one-time gain on divestment in a subsidiary.

Adjusting for this, the profit grew by 19% to Rs4,905 crore

in FY2014.

View—elephant is ready to dance; tune with it

We found the management of L&T very optimistic during

the analyst meet as it sees huge opportunities on the

domestic front after the positive change in the current

political system. It believes there are enough low hanging

fruits (pending projects) which are stuck for environmental

clearances (around 80,000 crore projects including those

in the road, power and metal & mining sectors) or are

stuck at some other stages. Hence, the management

expects that with some policy action the opportunity could

flow significantly; an indication of the same could come

in Q3FY2015. We believe L&T is most suitably placed

among its peers to grab such an opportunity. Moreover,

we found the management very optimistic about the

potential opening up of the defence sector which could

be a big opportunity for L&T as it is virtually ready with

capacity and expertise to grab such opportunities.

On the international opportunity and on its ambition the

management shared that there is a major push towards

the Gulf region as the company is strategically relocating

its key talents to the Gulf. The L&T management intends

Healthy order inflow momentum continues
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to enhance its focus on the region with its physical

presence. Significant orders bagged by the company in

the recent past from the Gulf give out encouraging signals

for the company to enhance focus on the Gulf region;

nevertheless, the huge hydrocarbon opportunities also

remain main attraction  in the Middle-East.

The management also shared its plan to list six of its road

build-operate-transfer projects in Singapore, sell stake

in IDPL and hit the capital market for its technology

subsidiary, L&T Infotech. We believe all these

developments are likely to reduce its incremental

investment from the stand-alone balance sheet which, in

turn, would help to improve the return on equity (RoE).

Valuation—Buy; price target revised to Rs1,840

We have fine-tuned our estimates and like the company’s

management we too are optimistic about the opportunities

that could flow in the domestic market after the pro-reform

government at the center. Apart from the ambitious

programmes to improve infrastructure, road and power,

the new government is keen to build 100 cities, which could

be significant opportunity for a company like L&T that is

most suitably placed among its peers for such a project.

Further, the plans to unlock value from its investments

would augur well and add the overall valuation of the

company. Considering this, we have revised our price target

to Rs1,840, primarily upgrading our valuation multiple for

the stand-alone entity in a sum-of-the-parts (SOTP)

calculation. We retain a Buy rating on the stock.

SOTP valuation

Particulars Remarks Value (Rs cr) Per share

L&T’s core business (stand-alone) At 20x FY2016 estimates 134,354 1,455

Subsidiaries

L&T Infotech At 12x FY2016E earnings 10,665 116

L&T Finance Holdings--82.6% stake At 2x FY2016E book value 13,604 147

IDPL 1x book value 7,200 78

Hydrocarbon subsidiary At 15% premium to book value 2,024 22

Other subsidiaries 10% discount to book value 1,724 19

Associates and others 10% discount to book value 142 2

Total subsidiary valuation 35,359 384

Fair value 169,712 1,840

Valuation (stand-alone)

Particulars FY2012 FY2013 FY2014 FY2015E FY2016E

Net sales (Rs cr)  53,171  51,611  56,599  67,269  77,546

Growth (%) 21.1 -2.9 9.7 18.9 15.3

OPM (%)  11.8  10.6  11.8  12.0  12.5

Adj. net profit  4,259  4,137  4,905  5,619  6,718

EPS (Rs)  46.1  44.8  53.1  60.9  72.8

Growth (%) 25.1 -2.9 18.6 14.6 19.6

PER (x)  33.6  34.6  29.2  25.4  21.3

P/B (x)  5.7  4.9  4.2  3.9  3.5

EV/EBIDTA (x)  19.6  18.2  15.4  13.8  11.5

RoCE (%)  19.1  17.8  18.0  18.1  20.8

RoNW (%)  18.1  15.2  15.6  16.0  17.4

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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(%) 1m 3m 6m 12m

Absolute -8.3 -9.0 2.6 10.6

Relative -15.1 -20.9 -12.5 -9.6

to Sensex

Sun Pharmaceutical Industries Reco: Buy

Stock Update

Strong performance continues in Q4; growth to moderate in FY2015  CMP: Rs607

Key points

� Sun Pharmaceutical Industries reported a 56.9% jump in the net profit in

Q4FY2014 on the back of a 314-BPS expansion in the OPM during the last quarter

of FY2014. The net sales jumped by 31.6% during the quarter mainly driven by

the US business, which grew by 22% (in constant currency terms), and the Indian

formulation business, which grew by 21% during the quarter.

� Though the integration process of Ranbaxy Laboratories may take longer than

expected and the ban on the Karkhadi unit by the USFDA and the follow-up

inspections at the other sites keep us cautious, but we maintain a positive

stance on the company owing to multiple growth elements and the strong track

record of its management in dealing with complex situations. The management

has guided for a 13-15% revenue growth in FY2015 after a 42% growth in FY2014.

�  We have broadly maintained our earnings estimates and price target of Rs680

(which implies 23x FY2016E EPS) along with our Buy recommendation on the

stock.

Price target: Rs680

Market cap: Rs125,805 cr

52 week high/low: Rs653/423

NSE volume: 23.4 lakh
(no. of shares)

BSE code: 524715

NSE code: SUNPHARMA

Sharekhan code: SUNPHARMA

Free float: 75.3  cr
(no. of shares)

Results Rs cr

Particulars Q4FY2014 Q4FY2013 YoY % Q3FY2014 QoQ %

Net sales 4,043.6 3,071.5 31.6 4,286.6 -5.7

Expenditure 2,257.8 1,811.6 24.6 2,311.5 -2.3

Operating profit 1,785.8 1,259.9 41.7 1,975.1 -9.6

Other income 208.9 117.4 78.0 160.2 30.4

EBITDA 1,994.6 1,377.3 44.8 2,135.3 -6.6

Interest 3.9 7.2 -45.3 6.7 -41.8

Depreciation 106.1 88.7 19.6 105.0 1.1

PBT 1,884.6 1,281.4 47.1 2,023.6 -6.9

Taxes 119.9 177.3 -32.4 243.8 -50.8

Minority interest 177.4 92.5 91.7 248.7 -28.7

Adj. PAT 1,587.3 1,011.6 56.9 1,531.1 3.7

Reported PAT 1,587.3 1,011.6 56.9 1,531.1 3.7

EPS 7.7 4.9 56.9 7.4 3.7

Margins (%) BPS BPS

OPM 44.16 41.02 314 46.08 -191

EBIDTA 49.33 44.84 449 49.81 -48

PATM 39.26 32.93 632 35.72 354

Tax rate 6.4 13.8 -747 12.0 -568

investor’s eye stock update
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US business continues to boost performance

Sun Pharmaceutical Industries (Sun) reported a 22% growth

in revenues from the US market at $403 million (a 39%

growth in rupee terms) during the quarter. In FY2014, the

revenues from the US market jumped by 43% to $1,620

million. The growth during the year was mainly

contributed by the newly acquired entities, like Dusa

Pharma, the generic business of URL Pharma and the

launch of premium products like Doxil and Doxycycline.

Besides, Taro Pharmaceuticals (Taro) also reported an

impressive growth during the year.

Going forward, while the company is likely to maintain

the pace of product filings and introduction of key

products in the US market, the advantages of low

competition scenario in Docxil, Doxycycline and some of

the products of Taro may not continue. Nevertheless, a

strong product pipeline (134 abbreviated new drug

applications [ANDAs] pending approval from the US Food

and Drug Administration [USFDA]) keeps alive the strong

prospects in the US market.

Indian market reports strong numbers despite pricing

related issues

During the quarter, the company reported a 21.4% jump in

the revenues from the domestic formulation business to Rs947

crore, despite the industry facing a slow offtake due to the

implementation of a new pricing policy and trade-margin

related issues. In FY2014, the domestic formulation business

grew by 17% (on a like-to-like basis) to Rs3,692 crore.

We expect the base business’ growth in the domestic

market to sustain in the subsequent year as well. However,

the integration of Ranbaxy Laboratories and the follow-

up re-organisation of the business may temporarily disturb

the trade for part of the year.

Revenue break-up (Rs cr)

Particulars Q4 Q4 YoY Q3 QoQ
FY14 FY13 % FY14 %

Domestic formulations 947 780 21.4 947 -0.1

Exports formulations 2931 2182 34.3 3200 -8.4

US formulations 2486 1788 39.1 2679 -7.2

Taro Pharma 1155 895 29.1 1318 -12.4

Row 445 394 12.9 521 -14.6

API 222 170 30.9 174 27.6

Others 1.5 -13.0 -112 10.9 -85.9

Gross consolidated revenues 4101 3119 31.5 4332 -5.3

US revenues (ex Taro) 1,331 893 49.0 1,360 -2.1

OPM expands by 314BPS in Q4; high margin may not sustain

The company witnessed nearly a 60-BPS expansion in the

gross profit margin to 83.4% and a 314-BPS expansion in

the operating profit margin (OPM) to 44.2% in Q4FY2014.

The growth in margin can mainly be attributed to an

improved product mix and premium pricing in the key

products in the US market. In FY2014, the OPM improved

by 80BPS to 44.5%.

Though, a similar level of margin may not sustain in the

subsequent quarter, but we expect OPM of 42.5% and 41%

in FY2015 and FY2016 respectively.

A few stumbling blocks for FY2015 keep us cautious;

yet we maintain a positive stance

Though the company has multiple growth drivers to sustain

the strong performance in the future, but the USFDA’s

actions on the Karkhadi unit (a cephalosporin active

pharmaceutical ingredient [API] manufacturing unit)  and

follow-up inspections at the other facilities keep us

cautious. Moreover, the company has made a provision of

$400 million for the third-party supply deal of a product

at a discounted price. Besides, the integration process of

Ranbaxy Laboratories is likely to involve a major business

restructuring and a legal tangle (related to insider trading)

may elongate the time of the integration.

Nevertheless, we maintain a positive stance on the

company on the following grounds: (1) a strong product

pipeline in the USA (134 ANDAs pending approval and a

run rate of 20-25 ANDA filings per year); (2) strong growth

prospects in the Indian and emerging markets after the

integration of Ranbaxy Laboratories; (3) a continual

stronghold on the Doxil market in the USA, as the innovator

company (Johnson and Johnson) is yet make a strong

comeback; and (4) a cash-rich balance sheet of the

company keeps alive the prospects of further acquisitions.

Besides, the strong execution track record of the

management keeps us optimistic.

Guidance of a 13-15% growth in FY2015

The management guides for a moderate 13-15% revenue

growth in FY2015 from a high base in FY2014 (a 42% growth

in FY2014 on inorganic expansions), research and

development expenses of 6-8% (6.2% in FY2014) and 25

ANDA filings in the US market (27 ANDA filings in FY2014).

During Q4, the company made a provision of $400 million

related to a third-party supply deal, which is to be

provided at a discounted price.

We maintain estimates, price target of Rs680 and Buy

rating

We have broadly maintained our earnings estimates and

price target of Rs680 (which implies 23x FY2016E earnings

per share [EPS]) along with our Buy rating on the stock.
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Valuation (consolidated)

Particulars FY2012 FY2013 FY2014 FY2015E FY2016E

Net sales (Rs cr) 8,005.7 11,238.9 16,004.4 18,255.0 20,726.2

PAT (Rs cr) 2,587.3 3,591.6 5,721.8 5,683.2 6,149.3

Shares in issue (cr) 103.6 103.6 207.1 207.1 207.1

EPS (Rs) 25.0 34.7 27.6 27.4 29.7

PER (x) 24.3 17.5 22.0 22.1 20.5

Cash EPS (Rs) 27.8 37.9 29.6 29.8 32.2

Cash PER (x) 21.9 16.0 20.5 20.4 18.9

EV/EBIDTA (x) 18.4 12.0 17.0 14.9 13.0

Book value (Rs/share) 117.5 136.6 90.8 108.2 133.8

P/BV (x) 5.2 4.4 6.7 5.6 4.5

Mcap/sales (x) 7.9 5.6 7.9 6.9 6.1

RoCE (%) 27.2 34.4 34.2 32.3 29.5

RoNW (%) 21.3 25.4 30.4 25.4 22.2

Revised estimates Rs cr

Particulars       Old New Var %
FY2015E FY2016E FY2015E FY2016E FY2015E FY2016E

Net sales 18,151 20696 18,255 20,726 0.6 0.1

Operating profit 7,805 8589 7,758 8,498 (0.6) (1.1)

OPM (%) 43.0 42 42.5 41.0 (1.2) (1.2)

EBIDTA 8,470 9421 8,488 9,410 0.2 (0.1)

PBT 8,017 8927 7,965 8,847 (0.6) (0.9)

Effective tax rate (%) 19.0 20 18.0 19.0

Minority interest 923 1107 848.2 1,017.8 (8.1) (8.1)

PAT 5,571 6035 5,683 6,149 2.0 1.9

EPS 26.9 29 27.4 29.7 2.0 1.9

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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Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute 10.2 20.8 24.5 24.3

Relative 2.0 5.0 6.3 1.6

to Sensex

Price target: Rs1,400

Market cap: Rs72,403 cr

52 week high/low: Rs1,253/742

NSE volume: 9.7 lakh
(no. of shares)

BSE code: 500520

NSE code: M&M

Sharekhan code: M&M

Free float: 46.0  cr
(no. of shares)

Key points

� Mahindra and Mahindra (M&M) reported margin of 10.4% for Q4FY2014; the

margin was affected due to the merger of the low-profitability truck business

and hence is not comparable on Y-o-Y basis. Removing the impact of the merger,

the EBITDA margin was at 14% as compared with 15% in the preceding quarter

as the contribution of the higher-profitability tractor business was lower. Without

the impact of the merger the company would have reported a net profit of

Rs975 crore. Adjusting for the one-time gain on sale of investments the net

profit stood at Rs922 crore as against our estimate of Rs939 crore.

� A stable government at the centre and a revival in the economy are expected to

spur a growth in the auto division’s volumes. However, the impact of El Nino on

the monsoon remains a key overhang for the tractor division, which could witness

a decline in the near term, though the long-term fundamentals remain strong.

� The merger of the loss-making truck business would have an impact on the

margin estimates for FY2015-16 (40-50BPS). Even after the merger of the truck

business we remain positive on the stock. We roll forward our estimates for the

core business to FY2016 and value it at 13.5x earnings. We maintain a Buy

recommendation on the stock with an SOTP based price target of Rs1,400.

Mahindra & Mahindra Reco: Buy

Stock Update

Results hit by merger of truck business; adjusted profit in line with expectation  CMP: Rs1,231

investor’s eye stock update

Results  (Including merger of truck business) Rs cr

Particulars* Q4FY14E Q4FY13  YoY % Q3FY14  QoQ %

Revenues  10,214.4  9,983.0 2.3  10,241.6 -0.3

EBIDTA  1,060.4  1,435.1 -26.1  1,532.5 -30.8

EBIDTA margins (%)  10.4  14.4  15.0

Depreciation  320.0  227.9 40.4  223.5 43.2

Interest  107.8  78.4 37.4  88.3 22.0

Other Income  107.3  101.7 5.5  97.5 10.0

PBT  739.9  1,230.4 -39.9  1,318.2 -43.9

Tax  (175.0)  358.1 -148.9  318.1 -155.0

Adjusted PAT  914.9  872.3 4.9  1,000.1 -8.5

Reported PAT  967.7  962.9 0.5  1,000.1 -3.2

Adjusted Diluted EPS (Rs)  14.9  14.2  16.3

*M&M+MVML
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Auto division continues to struggle; tractors continue

to grow

M&M’s auto division continued to struggle given the weak

consumer sentiment. The utility vehicle segment in which

M&M is the market leader declined by 15.5% year on year

(YoY). The decline was despite a healthy 11.5% year-on-

year (Y-o-Y) growth in Scorpio volumes. The pick-up and

three-wheeler segments’ volumes were flat YoY. Auto

exports during the quarter grew by 7.3% YoY.  The domestic

tractor segment continued to witness traction on the back

of a good monsoon last year and rising income levels and

the domestic tractor volumes were up 14.4% YoY in

Q4FY2014.  However, domestic tractor exports declined

by 24% YoY. The net revenues for the company were up

2.3% YoY.

Merger of truck business affects margins

During the quarter M&M merged the truck business, ie

Mahindra Truck & Bus Ltd (MTBL), with itself. The full

year’s impact of the merger was taken in the Q4FY2014

results. The truck business has been incurring losses and

hence the reported margins for Q4FY2014 contracted by

400 basis points (BPS) YoY (458BPS quarter on quarter

[QoQ]) to 10.4%. Removing the impact of the merger the

EBITDA margin contracted by 40BPS YoY (100BPS QoQ) to

14.0%. The drop in the margin was primarily on account

of a lower contribution of the tractor business, which is

more profitable.

Tax credit on account of losses in the truck business

Pursuant to the merger the unabsorbed tax losses were

available to M&M and hence it received a tax credit of

Rs175 crore for the quarter. The company also had a gain

of Rs52.8 crore on sale of long-term investments. Hence,

the company reported a net profit of Rs967 crore. Without

the impact of the merger the company would have

reported a net profit of Rs975 crore. Adjusting for the

one-time gain on investment, the net profit stood at Rs922

crore as against our estimate of Rs939 crore.

Results (Excluding merger of truck business) (Rs cr)

Particulars* Q4 Q4 YoY Q3 QoQ
FY14 FY13 % FY14 %

Revenues  10,015.7  9,983.0 0.3  10,241.6 -2.2

EBIDTA  1,400.5  1,435.1 -2.4  1,532.5 -8.6

EBIDTA margins (%)  14.0  14.4  15.0

PBT  1,255.8  1,230.4 2.1  1,318.2 -4.7

Adjusted PAT  922.8  872.3 5.8  1,000.1 -7.7

Reported PAT  975.6  574.2 69.9  524.7 85.9

Adj. Diluted EPS (Rs)  15.0  14.2  16.3

*M&M+MVML

Analyst meet highlights

� The management stated that in the utility vehicle (UV)

segment the compact UVs (UV1) were witnessing a

strong growth with the introduction of new products

by competition (Ford Ecosport, Renault Duster).

Currently M&M is virtually absent in this segment and

will be launching a product next year.

� In the large UV segment (UV2) M&M remains the market

leader and does not foresee any rise in the competitive

intensity in the near future. The Bolero and Scorpio

continue to witness strong demand.

� M&M’s tractor segment grew by an impressive 21% in

FY2014. The company managed to consolidate its

leadership in the segment by increasing the market share

by 50BPS to 40.6%. However, the recent disruptions due

to rain and hailstorm have dampened the spirit in some

parts and the expected El Nino impact on the monsoon

is an overhang. The management is cautious, but it is

still expecting a growth of 8% for the industry.

� The tractor segment’s exports were weak in FY2014

and declined by 15.6%. The management stated the

weakness was due to a fall in the volumes in two key

markets, Sri Lanka and Bangladesh, where the volumes

declined by 40% and 20% respectively.

� The management stated with the merger of the truck

business with M&M, the truck business will have synergy

benefits which will aid in reducing the operating losses.

The company has recently added a tipper to its

portfolio which will aid volumes.

� The management stated that the contribution of the

non-tractor business to the farm equipment division’s

revenues was at 10%, which included the genset and

agriculture machinery businesses.

� The management has given a guidance of capital

expenditure of Rs7,500 crore and investments in group

companies to the tune of Rs2,500 crore over the next

three years. Out of the above expenditure Rs2,500

crore is earmarked for capacity expansion and the rest

predominantly for product development.
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Valuations

Particulars* FY12 FY13 FY14 FY15E FY16E

Net sales (Rs cr) 31,370 38,357 38,817 44,370 50,133

Growth (%) 33.1 22.3 1.2 14.3 13.0

EBITDA (Rs cr) 4,150 5,329 5,248 6,005 6,710

EBITDA margin (%) 13.2 13.9 13.5 13.5 13.4

PAT (Rs cr) 2,889 3,544 3,852 4,115 4,627

Growth (%) 12.4 22.7 8.7 6.8 12.4

FD EPS (Rs) 49.0 60.0 65.3 69.7 78.4

P/E (x) 25.1 20.5 18.9 17.7 15.7

P/B (x) 5.9 4.8 4.2 3.6 3.0

EV/EBITDA (x) 18.1 14.0 14.0 12.1 10.5

RoE (%) 25.6 26.0 23.8 21.8 20.9

RoCE (%) 22.6 24.5 20.0 21.0 20.8

*M&M+MVML

SOTP  valuation

Particulars Remarks

Core business (MM+MVML)* 993 At 13.5x FY16E earnings

Key Subsidiaries

Tech Mahindra 189 Market cap

M&M FSL 143 Market cap

Mahindra Lifespace 15 Market cap

Mahindra Holiday Resort 29 Market cap

Systech 24 Price offered to CIE

M&M Treasury Stocks 104 Market cap

Ssangyong 78 Market cap

Value of subsidiaries before discount 582

After holdings 30% discount 407

Price target 1,400

* Core EPS excludes dividend from subsidiaries

Outlook and valuation

We expect the auto division’s volumes especially in the

UV category to pick up with an improvement in sentiments.

A stable government at the centre and a revival in the

economy would be the drivers of growth. However, the

tractor division could witness a decline in the near term,

given the possibility that El Nino may affect the monsoon.

However, the long-term fundamentals of the sector remain

strong. The merger of the loss-making truck business would

have an impact on the margin estimates for FY2015-16

(40-50BPS). Even post-merger of the truck business we

remain positive on the stock. We roll forward our estimates

for the core business to FY2016 and value it at 13.5x

earnings. We maintain a Buy recommendation on the stock

with a sum-of-the-parts (SOTP) based price target of

Rs1,400.

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 3.3 39.2 43.7 88.0

Relative -4.5 21.0 22.6 53.6

to Sensex

Price target: Rs225

Market cap: Rs11,407 cr

52-week high/low: Rs208/72

NSE volume: 36.0 lakh
(no. of shares)

BSE code: 500093

NSE code: CROMPGREAVE

Sharekhan code: CROMPGREAVE

Free float: 35.9 cr
(no. of shares)

Key points

� For Q4FY2014 Crompton Greaves Ltd (CGL) reported a net profit of Rs64 crore,
in line with our estimate as the overseas business is on the path of recovery and
adding steady momentum to the domestic business. The stand-alone net profit
grew by 17% in Q4FY2014 despite flat sales due to a better margin in the consumer
durable and power system segments; however, the industrial segment remains
sluggish. The performance of the overseas business (subsidiaries) was
encouraging as it reported a marginal profit of Rs3 crore at the operating level
against a loss of Rs64 crore in the same quarter of the previous year.

� The numbers reported by CGL for FY2014 are largely in line with our estimates
and it is important to note that the overseas business is on recovery path.
During the post-results analyst meet the management shared that the recovery
process in Europe is satisfactory while the challenges in the Canadian business
and in the power system business in the USA remain. We expect the European
business to stabilise in FY2015 post-recovery and move from earning profit at
the operating level in FY2015 to earning profit at the net level in FY2016.

� The restructuring pain is behind us and now the market is looking ahead to
positive developments in the domestic environment where the power and
industrial sectors could pick up. CGL is favourably placed to capitalise on the
emerging opportunities. We have fine-tuned our estimates but retained the
subdued estimates for its industrial segment, which could surprise positively if
the industrial outlook improves earlier than expected. Given the improved
domestic outlook, we retain our Buy recommendation on CGL with a revised
price target of Rs225, based on 20x its FY2016E earnings. It is our preferred

pick in the capital goods space.

Crompton Greaves Reco: Buy

Stock Update

Overseas pain to subside; domestic opportunity to rise  CMP: Rs182

investor’s eye stock update

Results Rs cr

Particulars Q4FY14 Q4FY13  YoY % Q3FY14  QoQ %

Total income from operation 3,766 3,387 11.2 3,352 12.4
Total expenditure 3,578 3,309 8.1 3,185 12.4

Operating profits 188 78 141.4 167 12.6
Other income 84 5 1,534.2 40 108.0

EBIDTA 272 83 227.6 207 31.2
Interest 30 21 46.4 27 14.1

Depreciation 71 45 57.5 72 (0.7)

PBT 170 17 905.7 109 56.4
Tax 90 (8) NA 49 82.0

PAT before MI 81 25 225.9 60 35.1
Minority interest 1 1 -

Shares of profits 17 (0) (2) NA

PAT after MI (Adj.) 64 25 152.6 62 2.9
EO. - - -

Reported PAT 64 25 152.6 62 2.9

Ratios (%) bps bps
OPM 5.0 2.3 269 5.0 1

PAT M 1.7 0.7 95 1.9 (16)

Tax rate 52.7 -45.9 9,862 45.3 743

Promoters
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FII
19%

DII
24%

Others
15%

60
80

100
120
140
160
180
200
220

M
ay

-1
3

A
ug

-1
3

N
ov

-1
3

F
eb

-1
4

M
ay

-1
4



12Sharekhan Home NextMay 30, 2014
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Stand-alone margin expansion in consumer and power

system segments drive the profitability

The stand-alone net profit grew by 17% year on year (YoY)

in Q4FY2014 despite flat revenues as the operating profit

margin (OPM) expanded by 220 basis points (BPS) YoY to

9.1%. The power system and consumer durable businesses

witnessed margin expansion in the range of 200BPS YoY

while the margin of the industrial segment contracted.

An overall improvement in the profit led by margin

expansion in the power system and consumer durable

businesses pushed the overall operating profit higher

despite a decline in the industrial system’s profit. The

sales remained largely flat for the quarter as the power

system’s sales grew by 2% and compensated for a decline

of 8% in the sales of the industrial segment. The sales of

the consumer segment remained flat.

Segment (stand-alone) Rs cr

Particulars Q4 Q4 YoY Q3 QoQ

FY14 FY13  (%) FY14  (%)

PBIT

Power systems  81  59  35.9  69  16.2

Consumer products  91  74  22.5  76  19.4

Industrial systems  31  52  (40.9)  42  (25.8)

Others  1  (2)  (168.2)  2  (36.9)

Total  204  184  10.8  189  7.6

PBIT margins (%)

Power systems 9.4 7.1  233 9.4  1

Consumer products 12.1 9.9  221 11.7  45

Industrial systems 8.4 13.2  (478) 10.6  (218)

Others 1.7 -2.1  381 2.1  (34)

Subsidiaries—well on path of recovery; marginal profit

at operating level

All the overseas businesses (subsidiaries) have shown an

improvement and are recovering well after the

restructuring set-back last year. During Q4FY2014, the

operating performance was marginally positive at Rs3

crore against a loss of Rs64 crore in Q4FY2013. The

revenues grew by 30% YoY with the stabilisation of its

European business. Consequently, at the net level the loss

declined from Rs82 crore in Q4FY2013 to Rs62 crore in

Q4FY2014.

Subsidiary’s margin reversing from deep negative

Consolidated numbers in line with estimates, supported

by reduction in loss in subsidiaries and growth of stand-

alone business

The net profit of the consolidated entity grew manifold

YoY in Q4FY2014 to Rs81 crore due to a reduction in the

loss at the subsidiary level apart from a healthy growth

at the stand-alone level too. The OPM improved to 5% in

Q4FY2014 against 2.5% in Q4FY2013. Also, a healthy growth

of 11% in the top line (backed by a revenue growth of 30%

YoY) was supportive during this period.

Segment results (consolidated) Rs cr

Particulars Q4 Q4 YoY Q3 QoQ

FY14 FY13  (%) FY14  (%)

Total income 3,766 3,387 11.2 3,352 12.4

from operation

Total expenditure 3,578 3,309 8.1 3,185 12.4

Operating profits 188 78 141.4 167 12.6

Other income 84 5 1,534.2 40 108.0

EBIDTA 272 83 227.6 207 31.2

Interest 30 21 46.4 27 14.1

Depreciation 71 45 57.5 72 (0.7)

PBT 170 17 905.7 109 56.4

Tax 90 (8) NA 49 82.0

PAT before MI 81 25 225.9 60 35.1

Minority interest 1 1 -

Shares of profits 17 (0) (2) NA

PAT after MI (Adj.) 64 25 152.6 62 2.9

EO. - - -

Reported PAT 64 25 152.6 62 2.9

Ratios (%) bps bps

OPM 5.0 2.3 269 5.0 1

PAT M 1.7 0.7 95 1.9 (16)

Tax rate 52.7 -45.9 9,862 45.3 743
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Segment analysis—power system grew on overseas re-

covery, consumer margin improved

The power system segment remained the driving force

behind the profitability and growth in this quarter led by

a recovery in the European business (post-restructuring)

apart from a healthy growth exhibited by the consumer

durable segment. The revenues of the power system

business grew by 21% YoY and its margin expanded too.

The consumer durable business witnessed margin

expansion due to a better margin in the lighting and fan

segment.

Annual—subsidiaries are virtually about to break even

at operating level

The numbers reported by CGL for FY2014 are largely in

line with our estimates but it is important to note that as

expected the subsidiary business bounced back by the

end of FY2014 from the huge set-back suffered due to

the restructuring of the European business. At the

operating level, against a loss of Rs197 crore in FY2013

CGL managed to bring down the loss to just Rs5 crore in

FY2014. More importantly, the improvement is gradual

and progressing well and we expect the numbers to be

much better in FY2015.

However, at the net level, the subsidiaries are yet to be

positive, though the loss of the business has come down

to Rs262 crore in FY2014 against Rs362 crore in FY2013.

We expect the loss to drop further in FY2015 and the

business may earn a marginal profit in FY2016. In the

meanwhile, the stand-alone business remained stable and

showed an improvement in the margin as the consumer

durable and power system businesses supported with a

better margin and more than compensated for the decline

in the profit in the industrial segment (due to a lower

margin and weak sales). Overall, the industrial segment

faced challenging times with a poor demand outlook and

a margin squeeze. However, we find the power system

bounced due to a recovery in the international business

and a better margin in the consumer durable segment

which is encouraging. We believe the restructuring

hangover will ease further going ahead.

Annual results Rs cr

Particulars FY14 FY13 YoY %

Net sales 4030 3388 19.0

Total expenditure 3948 3280 20.4

Operating profit 82 108 -24.1

Other income 15 8 99.0

Interest 78.3 59.7 31.1

Depreciation 25 14 71.3

PBT -6 44 -113.5

Tax -1 18 -103.7

Adj. PAT -5 26 -120.1

Rep PAT -5 26 -120.1

Adj. EPS -0.5 2.7 -120.0

Margin (%) bps

OPM 2.0 3.2 (115)

PATM -0.1 0.8 (91)

Tax rate 10.9 40.2 NA

Order inflow

The consolidated order inflow stood at Rs2,488 crore, a

decline of 17% YoY, mainly due to a dismal performance (a

51% decline YoY) in the domestic market despite the benefit

of a stronger currency during the quarter. However, on the

subsidiaries front, the order inflow grew substantially by

54% YoY to Rs1,517 crore in Q4FY2014.  Moreover, the

consolidated order backlog was flat at Rs9,293 crore while

it declined by 6% to Rs3,585 crore on a stand-alone basis.

The management has guided that it has already sent

quotation to the tune of $550 million in the Middle-East

and expects to finalise some of the orders soon.

Order inflow and backlog
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Analysts meet highlights

1. The management was shy in giving guidance due to a

bleak domestic environment and consolidation (GE’s

takeover of Alstom) seen in the overseas market.

However, it expects the order inflow to improve in the

domestic market in H2FY2015 that too mostly in

Q4FY2015. At the international front, it expects a

recovery in South-East Asia and the Middle-East but

no significant improvement in Europe and the

Americas. However, it broadly expect the top line to

grow in double digits and the margins to be maintained

in FY2015.

Trend in order booking 2. CGL expects the newly expanded capacity in Hungary

(which operates at 70% utilisation ratio) to stabilise in

one year after which it will operate at its peak capacity

whereas the Belgian factory operated at 79% in FY2014.

The management guided that the restructuring at the

plant in Canada and the downsizing of the workforce

in the US systems plant are on track.

3. The capital expenditure plan for FY2015 is around

Rs275-295 crore for the consolidated entity.

Valuation

Particulars FY12 FY13 FY14 FY15E FY16E

Net sales (Rs cr)  11,249  12,094  13,481  14,823  16,499

Op. profit (Rs cr)  810  383  682  998  1,220

OPM (%)  7.2  3.2  5.1  6.7  7.4

Adj PAT (Rs cr)  380  85  244  538  706

Adjusted EPS (Rs)  5.9  1.3  3.9  8.6  11.3

Growth YoY (%)  (59.0)  (77.8)  195.7  120.2  31.3

PER (x)  30.7  138.1  46.7  21.2  16.2

P/B (x)  3.2  3.3  3.1  2.8  2.5

EV/EBIDTA (x)  13.7  31.5  18.3  12.2  9.5

RoCE (%)  14.7  5.5  10.4  14.5  17.0

RoNW (%)  10.5  (1.0)  6.7  13.4  15.6

Div yield (%)  0.8  0.7  0.5  1.2  1.5

Result snapshot Rs cr

Performance YoY Standalone Subsidiaries (derived) Consolidated

Q4FY14 Q3FY13 Grwth (%) Q4FY14 Q3FY13 Grwth (%) Q4FY14 Q3FY13 Grwth (%)

Net sales 2,037 1746 16.6 1,730 1,226 41.1 3,766 2,972 26.7

Operating profits 185 133 39.7 3 (131) -102.3 188 2 NA

Other Income 25 26 -3.0 59 4 1242.9 84 30 176.8

Interest (4) (3) 18.0 34 24 40.0 30 21 43.4

Depreciation 25 18 36.2 47 39 21.4 71 57 26.1

PBT 190 144 31.9 (19) (189) -89.8 170 (45) LTP

Tax 63 38 69.0 26 (15) -277.9 90 23 LTP

Adj. PAT 126 106 18.8 (62) (175) -64.4 64 (189) LTP

EPS 2.0 1.7 18.8 1 (1) LTP

OPM (%) 9.1 7.6 150 0.2 -10.6 1,082 5.0 0.1 493

NPM (%) 6.2 6.1 11 -3.6 -14.3 1,066 1.7 -6.4 807

Tax Rate (%) 33.5 26.1 735 -135.9 7.8 LTP 52.7 -50.1 NA
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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.
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Company details

Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute -6.1 -12.6 17.6 31.7

Relative -13.1 -24.1 0.3 7.6

to Sensex

Price target: Rs919

Market cap: Rs9,952 cr

52 week high/low: Rs907/581

NSE volume: 84,284
(no. of shares)

BSE code: 524494

NSE code: IPCALAB

Sharekhan code: IPCALAB

Free float: 6.8  cr
(no. of shares)

Key points

� Ipca Laboratories reported a 76% rise in the adjusted net profit during Q4FY2014

on the back of a 370-basis point jump in the operating profit margin and a

lower effective tax rate (due to a high base effect). However, the net sales

grew moderately by 12.3% to Rs740 crore on the back of a 16% growth in the

formulation business while the bulk drug business inched up by 1.7%.

� Though the management sounds optimistic about a better revenue growth in

FY2015 (an improvement in the domestic and US businesses on five to six new

product launches) and about sustaining the gross profit margin (near 64.5%

levels), but the renewal of a key tender (due on June 10, 2014) is crucial for

the company.

� We have fine-tuned our estimates for FY2015 but maintained the numbers for

FY2016. We maintain our Buy rating on the stock with a price target of Rs919.

Ipca Laboratories Reco: Buy

Stock Update

Gross margin improves in Q4; outlook remains positive  CMP: Rs788

investor’s eye stock update

Results Rs cr

Particulars Q4FY14E Q4FY13  Y-o-Y % Q3FY14  Q-o-Q %

Net sales 739.8 658.6 12.3 815.2 -9.2

Expenditure 567.3 529.4 7.2 615.6 -7.9

Operating profit 172.5 129.3 33.5 199.5 -13.5

Other income 16.0 15.6 2.6 14.2 12.7

EBIDTA 188.6 144.9 30.2 213.8 -11.8

Interest 6.3 5.5 14.0 5.4 15.4

Depreciation 26.0 21.6 20.1 25.6 1.5

PBT 156.3 117.7 32.8 182.7 -14.5

Tax 37.5 50.1 -25.2 50.2 -25.4

Adjusted PAT (ex-forex) 118.9 67.7 75.7 132.5 -10.3

Forex loss/(gain) -18.2 -7.8 134.1 2.4 -851.7

EO 0.0 0.0 9.0

Net profit (reported) 137.1 75.4 81.7 130.1 5.3

EPS (Rs) 9.4 5.4 75.6 10.5 -10.3

Margin (%) BPS BPS

OPM 23.32 19.6 370 24.48 -115.7

EBIDTA margin 25.5 22.0 349 26.2 -73.4

Net profit margin 16.1 10.3 579 16.3 -19.3

Tax rate 21.5 42.5 -2106 27.5 -600.0
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Domestic business to improve in FY2015

Ipca Laboratories (Ipca) reported a 10.2% rise in the

revenues from its domestic formulation business in

Q4FY2014, despite the impact of a new pricing policy and

trade-margin related issues during the quarter.  The

revenues from the Indian formulation business grew by

10% in FY2014 as well. The company has taken a price

hike of about 6% on select products falling under the price-

controlled drug list in April this year which will help

improve the performance in FY2015. The management

expects the growth from the domestic formulation

business to be in the range of 15-18% depending on the

incidence of malaria during the next season.

International business grows 21% in FY2014, new

tender holds the key for future growth

During the quarter, the revenues from the export of

formulations jumped by 19% to Rs373 crore including

Rs115.8 crore from the tender business. During FY2014,

the revenues from the export of formulations jumped by

21% to Rs1,448 crore including Rs437 crore from the tender

business (a growth of 16.5%).  As one of the tenders (which

accounts for nearly 40% of the institutional sales for Ipca)

is due to for renewal on June 10, 2014, the growth

prospects hangs on the outcome of the results of the

tender. As per the protocol, the best winner is awarded

with a 40% of the tender business (a tender size of Rs1,000

crore to be executed in two years) while the second winner

gets 25-27% of the business. While the management of

Ipca sounds confident of getting the largest market share,

we have assumed a 27% market share for the new tender.

US market is in process of ramping up; expect 5-7 new

product launches in FY2015

The company has got the approvals for 18 products, 11 of

which are already commercialised. The management

expects to launch at least five to six products in FY2015

which will generate $5-10 million each.  The number of

new launches may go up depending on the new approvals

in the US market.

Indore facilities to be fully optimised by next year;

expect Rs500 capex in FY2015

The Indore special economic zone (SEZ) facility, which

mainly caters to the US market, is expected to be optimised

by the next year. Therefore, capacity expansion would be

one of the priorities for the management. The company

has budgeted a Rs500-crore capital expenditure (capex)

for FY2015 after spending nearly Rs500 crore in FY2014.

Revenue break-up (Rs cr)

Particulars Q4 Q4 YoY Q3 QoQ
FY14 FY13 % FY14 %

India 233.1 216.0 7.9 288.2 -19.1

Formulations 196.6 178.4 10.2 246.3 -20.2

API 36.5 37.6 -2.8 41.9 -12.8

International 506.7 442.7 14.5 526.9 -3.8

Formulations 373.2 313.1 19.2 381.8 -2.3

Tender business 115.8 72.1 60.6 136.0 -14.8

API 133.5 129.6 3.0 145.1 -8.0

Total sales 739.8 658.7 12.3 815.2 -9.2

Total API 170.1 167.2 1.7 187.0 -9.1

Total formulation 569.7 491.5 15.9 628.1 -9.3

Cost rationalisation, integration and better product mix

help OPM; GPM to sustain in subsequent quarter as well

The company recorded a 646-basis point (BPS) expansion

in the gross profit margin (GPM) to 67.3% in Q4FY2014. In

FY2014, the GPM expanded by 440BPS to 64.6%. The

improvement in the OPM can be attributed to the

optimisation of the Indore SEZ facilities and a better

product mix. The management has indicated the GPM

would sustain at this level in the subsequent year.

Cost analysis (Rs cr)

Particulars Q4 Q4 YoY Q3 QoQ
FY14 FY13 % FY14 %

Adjusted RM cost 242.1 258.1 -6.2 278.1 -12.9

% of sales 32.7 39.2 34.1

Employee expenses 118.4 88.9 33.2 124.3 -4.7

% of sales 16.0 13.5 15.3

Other expenses 206.7 182.4 13.4 213.2 -3.1

% of sales 27.9 27.7 26.2

Higher OPM and lower effective tax rate boost adjusted

PAT by 76% in Q4

During the quarter, the OPM jumped by 370BPS to 23.3%

while the effective tax rate declined to 21.5% from 42.5%

in Q4FY2014. The tax rate in Q4FY2013 was unusually

higher due to an additional provision for a change in the

tax policy. As a result, the adjusted net profit jumped by

75.6% to Rs118.9 crore during the quarter. In FY2014, the

net profit jumped by 21% to Rs477 crore.

Outlook remains positive; we maintain Buy rating on

the stock with price target of Rs919

The growth in FY2015 would be mainly driven by: (1) an

improvement in the domestic business; (2) new product

launches in the USA (at least five to six new products to

be launched); and (3) new product launches in the
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emerging market. The GPM is also likely to remain firm

at 64-65% which will drive the earnings. We expect the

revenues and profit to grow at a compounded annual

growth rate (CAGR) of 17% and 23% over FY2014-16

respectively.

We have fine-tuned the estimates for FY2015 mainly to

factor in the higher capex guidance and tax rate. However,

we maintain our estimates for FY2016 and Buy rating on

the stock with a price target of Rs919, which implies 16x

FY2016E earnings per share (EPS).

Valuation  (stand-alone)

Particulars FY2012 FY2013 FY2014 FY2015E FY2016E

Net sales (Rs cr) 2,329.4 2,738.8 3,181.8 3,644.8 4,382.5

PAT (Rs cr) 333.0 394.7 477.4 592.2 724.2

Shares in issue (cr) 12.6 12.6 12.6 12.6 12.6

EPS (Rs) 26.6 31.3 37.8 46.9 57.4

Change YoY  % 10.0 17.6 21.0 24.1 22.3

Consolidated EPS (Rs) 26.4 0.0 0.0 0.0 0.0

PER (x) 29.7 25.2 20.8 16.8 13.7

Cash EPS (Rs) 27.4 32.9 45.8 57.4 70.1

Cash PER (x) 28.8 24.0 17.2 13.7 11.3

EV/EBIDTA (x) 20.4 17.9 13.7 12.0 9.8

Book value (Rs/share) 100.1 124.4 157.0 200.9 253.7

P/BV (x) 7.9 6.3 5.0 3.9 3.1

Mcap/sales 4.3 3.6 3.1 2.7 2.3

RoCE (%) 23.0 24.0 27.3 28.1 28.6

RoNW (%) 24.2 23.4 26.9 26.2 25.2

Revised estimates Rs cr

Particulars       Old New Var %
FY2015E FY2016E FY2015E FY2016E FY2015E FY2016E

Net sales 3,779.2 4,428.4 3,645 4,382 -3.6 -1.0

Expenditure 2,910.0 3,432.0 2,806 3,357 -3.6 -2.2

Operating profit 869.2 996.4 838 1,025 -3.6 2.9

Other income 77 89 78 83 2 -6

EBIDTA 946.3 1085.0 917 1108 -3.1 2.2

Interest 17.8 11.9 20 14 11.3 17.0

Depreciation 119.4 138.7 133 160 11.0 15.4

PBT 809.1 934.5 764 934 -5.6 0.0

Tax 182.0 210.3 172 210 -5.6 0.0

Reported PAT 450.6 627.0 405 592 -10.1 -5.6

Extraordinary items 0.0 0.0 0 0

Net profit (adjusted) 627.0 724.2 592 724 -5.6 0.0

EPS (Rs) 49.7 57.4 46.9 57.4 -5.6 0.0

OPM (%) 23.0 22.5 23.0 23.4

EBIDTA margin (%) 24.7 24.5 25.1 25.3

Net profit margin (%) 13.8 14.1 11.1 13.5

Tax rate (%) 21.0 22.5 22.5 22.5

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 27.0 21.4 54.3 78.5

Relative 17.5 5.5 31.7 45.9

to Sensex

Price target: Rs645

Market cap: Rs7,247 cr

52 week high/low: Rs657/271

NSE volume: 3.9 lakh
(no. of shares)

BSE code: 500084

NSE code: CESC

Sharekhan code: CESC

Free float: 6.0  cr
(no. of shares)

Key points

� For Q4FY2014, CESC reported a net profit of Rs243 crore, which includes a tariff

adjustment of around Rs120 crore in the bottom line for a prior period. The

profit was on expected lines. The power generation volume was 1,937MU and

1,806MU of power was sold in the quarter. Due to a one-off item, it would be fair

to compare the financial performance on a yearly basis. In FY2014, the net profit

grew on expected lines by 6% YoY to Rs652 crore backed by a 4% sales growth.

� The performance of the subsidiaries was satisfactory; the store-level EBITDA of

Spencer’s remained around 4.5% in FY2014 against 4% in FY2013. However, the

same-store sales growth of Spencer’s dropped to below 10%, which is lower than

our estimate. FirstSource Solutions, on the other hand, is on a strong traction (its

FY2014 earnings grew by 32% YoY) with a healthy operational performance, having

comfortably addressed the scheduled debt repayment. While the execution of

the Haldia power plant is on schedule, the remaining untied capacity of 400-MW

Chandrapur plant remains a concern in the medium term.

� We retain our estimates for FY2015 and FY2016, and closely watch its progress

in breaking even at the operating level in FY2015. We expect positive policy

actions in the power sector from the new government which could reduce the

risk of its untied power capacity. However, initial indications suggest that the

new government is not in favour of foreign direct investment in multi-brand

retailing which could be dishearting for CESC’s troubled retail business. We

revise our price target to Rs645 by marginally tweaking the valuation multiple

for its existing power business to 0.9x FY2016E book value and retain Buy on it.

CESC Reco: Buy

Stock Update

In line performance; price target revised to Rs645  CMP: Rs577

investor’s eye stock update

Valuations (stand-alone)

Particulars FY2012 FY2013 FY2014E FY2015E FY2016E

Net sales (Rs cr) 4,680.5 5,317.0 5,849.5 6,232.9 6,656.3

EBITDA (Rs cr) 1,157.3 1,324.6 1,424.0 1,473.1 1,547.2

Net profit (Rs cr) 554.3 618.5 645.2 659.9 694.7

EPS (Rs) 44.1 49.2 51.4 52.5 55.3

EPS growth (%) 13.5 11.6 4.3 2.3 5.3

EBITDA margin (%) 24.7 24.9 24.3 23.6 23.2

PER (x) 13.0 11.7 11.2 10.9 10.4

P/BV (x) 1.2 1.1 1.0 1.0 0.9

Price/sales(x) 1.5 1.4 1.2 1.2 1.1

EV/EBITDA (x) 7.7 7.2 7.0 6.8 6.5

Dividend yield (%) 0.9 1.2 1.2 1.2 1.2

RoCE (%) 8.1 8.7 8.5 8.2 8.1

RoE (%) 9.6 9.9 9.6 9.1 8.9
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SOTP valuation

Particulars Rs /share Valuation method

Existing power business 590 0.9x FY16 BV

Chandrapur power plant 19 75% discount to equity invested

Haldia power plant 50 30% discount to equity invested

CESC property 17 On equity invested

Spencer’s & other retail -104 Discount for loss-making retail business

FirstSource acquisition 73 35% holding discount to our target value for FirstSource

Total 645

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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Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute -1.6 6.6 0.0 5.9

Relative -8.9 -7.4 -14.7 -13.5

to Sensex

Price target: Rs135

Market cap: Rs9,214 cr

52 week high/low: Rs170/128

NSE volume: 22.4 lakh
(no. of shares)

BSE code: 500800

NSE code: TATAGLOBAL

Sharekhan code: TATAGLOBAL

Free float: 40.1 cr
(no. of shares)

Key points

� Q4FY2014 was yet another quarter of a dismal operating performance by Tata
Global Beverages Ltd (TGBL) whose revenues grew by 3% and OPM contracted
by 209BPS YoY to 10.1% leading to a 27% decline in the adjusted PAT. The revenues
of the tea segment (accounts for 70% of the overall business) grew by 5% while
that of the coffee segment declined by 2.5% during the quarter. Barring India
(it maintained its leadership position in the domestic branded tea segment),
the other key international markets (including the USA and Europe) delivered a
mute performance despite several pro-growth initiatives undertaken in the past
three years (due to a slowdown in the economy and enhanced competition).

� We have revised downwards our earnings estimates for FY2015 and FY2016 by
10% and 13% respectively to factor in the lower than expected revenues of Tata
Coffee (consolidated) and the other key geographies. We have also trimmed
our margin expectation in view of the persistently high advertisement and
promotional spending in the near term.

� We like TGBL’s global strategy to transform itself from a commodities (tea and
coffee) business into a high-margin beverage business. In the past three to four
years the company has taken several initiatives in this regard (a strategic tie-
up with PepsiCo, launch of specialty tea products and introduction of premium
variants of tea in various markets). But these initiatives are not yielding the
desired results of better profitability and improved return ratios. Hence, in
view of the near-term growth concerns we downgrade our rating on its stock
from Hold to Reduce with a revised price target of Rs135 (17x FY2016E earnings).
Any improvement in the OPM or the trending of the return ratios to high teens
would be a key re-rating factor for the company.

Tata Global Beverages Reco: Reduce

Stock Update

Dismal performance continues; downgraded to Reduce  CMP: Rs149

Results (consolidated) Rs cr

Particulars Q4FY14 Q4FY13 YoY % Q3FY14 QoQ %

Net sales 1,909.9 1,849.5 3.3 2,080.7 -8.2

Total expenditure 1,719.3 1,626.2 5.7 1,884.5 -8.8

Operating profit 190.7 223.3 -14.6 196.3 -2.9

Other income 16.2 16.0 1.2 15.0 8.5

EBIDTA 206.9 239.3 -13.6 211.2 -2.1

Interest 20.2 28.5 -28.9 27.8 -27.2

Depreciation 36.6 30.5 20.3 32.2 13.9

PBT before extraordinary item 150.0 180.4 -16.9 151.3 -0.8

Tax 39.0 27.8 61.5

PAT before MI, SPA and extraordinary items 111.0 152.6 -27.3 89.8 23.6

Minority interest (MI) -10.4 -19.2 - -19.0 -45.0

Share of profit from associates (SPA) -19.5 -38.2 - 11.8 -

Adjusted profit after minority interest 81.0 95.3 -14.9 82.6 -1.9

Extra ordinary item -11.7 0.5 - 36.9 -

Reported net profit 69.3 95.8 -27.6 119.6 -42.0

Adjusted EPS (Rs) 1.3 1.5 -14.9 1.3 -1.9

GPM (%) 53.8 54.9 -110 BPS 53.7 -

OPM (%) 10.0 12.1 -209 BPS 9.4 55 BPS

investor’s eye stock update
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TGBL: standalone—continues to perform well

TGBL’s stand-alone revenues (about 35% of the

consolidated business) grew by 9.4% year on year (YoY) to

Rs632.8 crore in Q4FY2014. We believe the sales volume

growth must have stood in mid single digits during the

quarter. The company maintained the market leadership

position with the volume market share of 20.1% and value

market share of 22.3% in Q4FY2014. Despite a 130-basis

point (BPS) decline in the gross profit margin (GPM), the

operating profit margin (OPM) stood flat at 10.5% mainly

due to a lower employee cost. The operating profit grew

by about 10% to Rs66.3 crore. However, a lower interest

cost, a higher other income (due to dividend from

subsidiaries) and a lower depreciation charge led to a

146% year-on-year (Y-o-Y) growth in the profit after tax

(PAT) to Rs105.1 crore. The domestic tea consumption is

growing in the range of 3-4% in volume term and since

most of the consumers are shifting to branded tea, we

expect the revenues of TGBL’s stand-alone business to

grow in low teens in the coming years.

Performance snapshot of Tata Tea (stand-alone) and Tata Coffee
(consolidated)

Particulars Q4 Q4 YoY Q3 QoQ
FY14 FY13 % FY14 %

Net sales

TGBL (stand-alone) 632.8 578.4 9.4 718.6 -11.9

Tata Coffee (consolidated) 397.3 387.8 2.4 391.9 1.4

Operating profit

TGBL (stand-alone) 66.3 60.5 9.6 89.6 -26.0

Tata Coffee (consolidated) 58.2 74.6 -21.9 64.4 -9.5

OPM (%) BPS BPS

TGBL (stand-alone) 10.5 10.5 - 12.5 (199)

Tata Coffee (consolidated) 14.7 19.2 (457) 16.4 (177)

Tata Coffee: consolidated—disappointment continues

Tata Coffee continues to disappoint with its dismal

operating performance. The revenues grew by just 2.4%

YoY to Rs397.3 crore in Q4FY2014. The Eight O’ Clock

(EOC) business (contributes around 56% of Tata Coffee’s

consolidated revenues) declined by about 10%. This is

mainly because of heightened competition and a shift from

traditional coffee to pods (where the company only gets

royal income and not the entire sale value). On the other

hand, the stand-alone coffee business performs strongly

with a 30% growth in the revenues. The GPM at the

consolidated level declined by about 300BPS, largely on

account of a surge in the green coffee prices. This along

with higher other expenses led to a 547-BPS decline in

the OPM. The operating profit declined by 22% and the

profit after tax (PAT) declined by 16%. The company is

planning to re-negotiate the royalty agreement with

Keurig. We don’t expect Tata Coffee’s consolidated OPM

to improve in the coming quarters.

Highlights of region-wise performance

� South Asia: South Asia continues to perform on the

back of a strong performance of the Indian operations.

The company maintained its leadership position in the

Indian tea market.

� CAA: The brokers model restructuring has been

completed in Canada. The company will start to see

an improvement in the sales of Canada. In the USA

EOC K-cups are gaining good acceptance. However,

the same is a small part of the overall EOC business.

In Australia the company continues to witness an

improvement in the profitability.

Segmental performance Rs cr

Particulars Q4FY14 Q4FY13 YoY % FY2014 FY2013 YoY %

Segment revenues

Tea 1,440.5 1,366.6 5.4 5,701.2 5,327.4 7.0

Coffee and other produce 447.8 459.5 -2.5 1,947.5 1,946.6 0.0

Others 21.6 23.4 -7.9 88.9 77.0 15.5

Total income 1,909.9 1,849.5 3.3 7,737.6 7,351.0 5.3

Segment results

Tea 168.4 188.8 -10.8 630.2 597.28 5.5

Coffee and other produce 32.6 71.9 -54.7 214.58 289.7 -25.9

Others -3.7 -4.7 -21.2 -32.23 -33.62 -4.1

Total 197.2 256.0 -23.0 812.6 853.4 -4.8

Segment margins (%) BPS BPS

Tea 11.7 13.8 -212 11.1 11.2

Coffee and other produce 7.3 15.6 -838 11.0 14.9 -386
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� EMEA: In the UK the overall tea category gas declined

by single digits affecting Tetley’s black tea sales. Also,

Yorkshire Tea (the third largest player in the UK) has

heightened the investment in its brands giving tough

time to the investors. The Czech Republic and France

(a small contributor to the Europe, the Middle-East

and Africa [EMEA] business) have seen an improvement

in the operating performance.

Water business and Tata Starbucks JV performing well,

but will not add significantly to bottom line in near term

� TGBL’s water business continues to perform well with

a sustained strong growth in the revenues. The

Himalayan water business continues grow in double

digits with an increase in the key accounts. With a

continued improvement in the sales at the institutional

level the company is promoting the brand at the retail

level. Tata Gluco Plus and Tata Water Plus continue to

gain acceptance in Tamil Nadu and Andhra Pradesh.

During Q4FY2014 the company entered the Gujarat

market as well. TGBL has added grape and cinnamon

flavours under the Tata GLuco Plus brand.

� Tata Starbucks is scaling up in the key urban markets.

The joint venture now has 46 stores between Mumbai,

Delhi, Bangalore and Pune. The profitability of the

stores (launched one year back) continues to improve.

The company will continue to add new stores in the

key tier-1 cities of India. The focus, going ahead, would

be on improving the average ticket size per customer,

increasing the footfalls and continuing the search for

strategic locations to open new stores.

Region-wise sales performance

Particulars Q4FY14 Q4FY13 YoY % FY14 FY13 YoY %

Canada, America and Australia (CAA) 490.0 498.0 -1.6 1,928.0 2,012.0 -4.2

Europe, Middle East and Africa (EMEA) 587.0 617.0 -4.9 2,344.0 2,342.0 0.1

South Asia 616.0 555.0 11.0 2,611.0 2,231.0 17.0

Total brands 1,693.0 1,670.0 1.4 6,883.0 6,585.0 4.5

Total non-branded operations 188.0 147.0 27.9 736.0 680.0 8.2

Other and eliminations 29.0 33.0 -12.1 119.0 86.0 38.4

Total operating income 1,910.0 1,850.0 3.2 7,738.0 7,351.0 5.3

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

Outlook and valuation

We like TGBL’s global strategy to transform itself from a

commodities (tea and coffee) business into a high-margin

beverage business. In the past three to four years it has

taken several initiatives in this regard but the same are

not yielding the desired results of better profitability and

improved return ratios. We expect TGBL’s top line and

bottom line to grow at a compounded annual growth rate

(CAGR) of about 10% and 8% over FY2014-16. Hence, in

view of the near-term growth concerns we downgrade

our rating on the stock from Hold to Reduce with a revised

price target of Rs135 (17x its FY2016E earnings). Any

improvement in the operating profit margin (OPM) or the

trending of the return ratios to high teens would be a key

re-rating factor for the company. The stock is currently

trading at 22.2x FY2015E earnings per share (EPS) of Rs6.7

and 17.7x FY2016E EPS of Rs8.0.

Valuations

Particulars FY12 FY13 FY14 FY15E FY16E

Net sales (Rs cr) 6640.1 7351.0 7737.6 8388.2 9292.6

Net profit (Rs cr) 339.3 391.5 421.0 415.2 492.5

EPS (Rs) 5.5 6.3 6.8 6.7 8.0

EPS growth (%) 36.8 15.4 7.5 -1.4 18.6

P/E (x) 27.2 23.5 21.9 22.2 17.7

EV/EBITDA (x) 14.1 11.7 12.3 10.8 9.4

RoNW (%) 8.0 8.4 7.9 6.9 7.8

RoCE (%) 8.3 10.0 8.4 8.2 9.3
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Company details

Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute 1.3 7.2 1.6 4.9

Relative -6.3 -6.9 -13.3 -14.2

to Sensex

Price target: Rs210

Market cap: Rs1,577 cr

52 week high/low: Rs195/107

NSE volume: 2.6 lakh
(no. of shares)

BSE code: 533261

NSE code: EROSMEDIA

Sharekhan code: EROSMEDIA

Free float: 2.3 cr
(no. of shares)

Key points

� Eros International Media’s revenues for Q4FY2014 grew by 48.2% YoY to Rs314.6
crore driven by a couple of big releases like “Jai Ho” and “One Nenokkadine”
(Telugu). It had 28 releases during the quarter as against 17 films released in
Q4FY2013. The revenue performance of the company was driven by the stand-
alone entity, which reported an 83% increase in the revenues to Rs281 crore.
The company’s subsidiary, Ayngaran International, reported a 43% Y-o-Y decline
in revenues as there was no significant movie release during the quarter.

� The EBIT margin for the quarter improved by 409BPS YoY to 23% driven by the
high-margin television syndication business and catalogue sales during the
quarter. The net income of the quarter grew by 30% YoY to Rs41.4 crore.

� The earnings visibility for FY2015 looks promising, led by an impressive movie
slate. The company will continue to pick up 5 to 7 “A” star movies each year
with a slightly higher focus on the mid-budget high-content movies. We maintain
our positive stance on the stock and retain our Buy rating with a price target
of Rs210.

Eros International Media Reco: Buy

Stock Update

Impressive show CMP: Rs171

Results Rs cr

Particulars Q4FY14 Q4FY13 YoY % Q3FY14 QoQ %

Net sales 314.6 212.3 48.2 432.7 -27.3

Direct costs 220.4 151.2 45.8 282.1 -21.9

Gross profit 94.2 61.2 54.0 150.6 -37.4

SG&A 20.7 19.5 5.8 15.0 37.6

EBITDA 73.6 41.7 76.6 135.6 -45.7

Depreciation 1.3 1.5 -18.8 1.3 -1.6

EBIT 72.3 40.1 80.3 134.3 -46.1

Other income -4.3 1.6 NA 1.0 NA

Interest expenses 14.5 1.8 712.3 7.4 96.8

PBT 53.5 39.9 33.9 127.9 -58.2

Tax provision 14.3 9.0 59.0 37.4 -61.8

PAT 39.2 30.9 26.6 90.5 -56.7

Minority interest -2.2 -0.9 161.2 -1.5 44.2

Net profit 41.4 31.8 30.2 92.0 -55.0

Equity capital (FV Rs10/-) 92.0 92.0 92.0

EPS (Rs) 4.5 3.5 30.2 10.0 -55.0

Margin (%)

GPM 29.9 28.8 34.8

EBITDA 23.4 19.6 31.3

EBIT 23.0 18.9 31.0

NPM 13.2 15.0 21.3

Tax rate 26.7 22.5 29.3
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Valuations

Particulars  FY13  FY14  FY15E  FY16E

Revenues (Rs cr)       1,068.0 1,134.6       1,308.5 1,494.7

Net profit (Rs cr)          154.4 199.7 239.4      276.4

Y-o-Y growth (%)              4.4 29.3          19.9         15.5

EPS (Rs)            16.8 21.7 26.0          30.1

EV/EBITDA (x)              8.0           6.0            4.9           4.0

P/E (x)            10.2 7.9 6.6 5.7

RoE (%)            16.8 18.1 18.0 17.4

RoCE (%)            15.4 17.9 18.4 19.2

Result highlights

Revenue growth ahead of estimates driven by a robust

increase in film releases

� For the quarter, Eros International Media Ltd (EIML)
has reported a robust 48.2% year-on-year (Y-o-Y)
growth in its top line to Rs314.6 crore (which was ahead
of our estimate of Rs297 crore for the quarter). The
strong revenue performance by the company was
despite a 43% Y-o-Y decline in the revenues in its
subsidiary, Ayngaran International. The performance
of the subsidiary was subdued due to a lack of any
major release during the quarter.

� The company released 28 films during the quarter as
against 17 films in Q4FY2013. Two movies (“Jai Ho”
and “One Nenokkadine”) were big budget movies while
the rest were medium to small budget films. In FY2014
the company released 69 films (against 77 in FY2013).

Second consecutive quarter of impressive margin per-

formance

� The company has reported a 409BPS Y-o-Y jump in its
(EBIT) margin to 23% for the quarter. It has reported a
significant improvement in its stand-alone operating
performance. The stand-alone operating profit margin
improved from 11% in Q4FY2013 to 25.3% in Q4FY2014.
The company’s robust margin performance can also
be attributed to a larger contribution from catalogue
sales. In FY2014, the contribution of catalogue
revenues went up to 15% of the total revenues from
12.5% in FY2013.

Earnings upside restricted due to higher interest cost

and other income loss

� The PAT of the company came in at Rs41.4 (a 30%
Y-o-Y growth); it was marginally lower than our
estimate of Rs43 crore largely due to two reasons.
Firstly, during the quarter there was an eight-fold Y-o-
Y increase in the interest cost to Rs14.5 crore from
Rs1.8 crore in Q4FY2013. There has been a 13% Y-o-Y
increase in the company’s short-term borrowings from

Rs254 crore in March 2013 to Rs286 crore in March
2014. Secondly, the company incurred an other income
loss of Rs4.3 crore during the quarter against a profit
of Rs1.6 crore in Q4FY2013.

Other highlights

� Although the management has indicated that it will
look to release five to seven high-budget movies in a
year, yet the focus remains on medium-budget movies
with a relatively high quality content as these are
expected to give higher returns. The company expects
the contribution of the regional films to the overall
business to go up from the current 20-25% to 30-40% in
the foreseeable future.

� EIML remains upbeat about the prospects of Eros Now
and the HBO alliance, and the management is betting
on the rapidly evolving consumer patterns driven by
digitisation.

� The catalogue revenues contributed 15% of the total
revenues in FY2014. The share is expected to increase
in the longer term as other monetisation initiatives
like Eros Now and the HBO alliance will begin to
contribute significantly.

� The company expects to incur capital expenditure
(largely content capex) of around Rs900-1,000 crore
for FY2015, which is similar to FY2014 levels.

� For “Kochidaiyaan” the company has given the headline
numbers. The cost of production was Rs110 crore (EIML
bearing about 50-55% of the cost while having the first
right to the revenues). The theatrical revenues (largely
from the southern region stood at Rs70 crore, the
satellite revenues stood at Rs40 crore while Rs15 crore
came in from other commercial revenue streams like
merchandise, CD/DVD sales etc.

� The company reported Rs60 crore of free cash flow in
FY2014 and expects to report much higher free cash
flow in FY2015.
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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.

Film name Star cast (director) Tentative release

Lekar Hum Dewaana Dil Armaan Jain, Divya Parmeswar (Arif Ali) FY2015

Happy Ending Saif Ali Khan, Ileana D'Cruz (Raj and DK) FY2015

NH 10 Anushka Sharma (Navdeep Singh) FY2015

Action Jackson Ajay Devgan, Sonakshi Sinha (Prabhu Deva) FY2015

Tevar Arjun Kapoor, Sonakshi Sinha, Manoj Bajpayee (Amit Sharma) FY2015

Untitled Varun Dhawan, Nawazuddin Siddiqui (Sriram Raghavan) FY2015

Untitled R Balki FY2015

Tanu Weds Manu Season 2 R. Madhavan, Kangana Ranaut (Anand Rai) FY2015

Untitled (Rahul Dholakia) FY2016

Shivay Ajay Devgan FY2016

Ankhen 2 Amitabh Bacchan (Apoorva Lakhia) FY2016

Bajirao Mastani Ranvir Singh, Deepika Padukone (Sanjay Leela Bhansali) FY2016

Dr. Cabbie Vinay Virmani, Kunal Nayar, Adrianne Palicki (Jean Francois) FY2016

Untitled (Rohit Dhawan) FY2016

Ticket to Bollywood Pulkit Samrat, Aditi Rao Hydari, (Viki Bahri) FY2016

Banjo (Ravi Jadhav) FY2016

Rana (Tamil) Rajnikanth (KS Ravi Kumar) FY2016

Untitled (Tamil) Vikram FY2016

Untitled Saif Ali Khan FY2016

Untitled (Sohaib Mansoor) FY2016

Source: Company
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Cement

Sector Update

Re-rating begins on the cusp of cyclical uptick expectations

Key points

� Improving business dynamics: The domestic cement industry has suffered due to the commissioning of huge new

capacities in a demand environment weakened by the economic slowdown of the past two years. The rising cost

pressures added to the margin pressure resulting in severe erosion of earnings. However, the situation is changing

for better now. The cement prices are stabilising (in fact, prices are firming up in certain regions) and the demand

outlook is also improving, given the cyclical upturn in the economy and the expected policy push to drive investments

in the infrastructure sector by the new pro-development government at the centre. Quantitatively, cement volume

sales growth was only at 0.75x of the gross domestic product (GDP) growth (average of three years) as against 1.1-

1.2x historically; this indicates a huge pent-up demand that could manifest itself once the macro environment

turns favourable.

� Better demand = uptick in realisations: Even in the weak demand environment the cement industry has shown a

fair amount of pricing discipline, at least in some of the regions. Thus, the blended realisations could look up once

the demand environment improves and the volume growth picks up, resulting in a better capacity utilisation level

(75% currently).

� Cost pressures could sustain but better realisation to support margins: Given the possibility of an increase in

diesel prices (monthly revisions to start again now that general election is over), the freight cost pressure would

sustain (though the potential appreciation of the rupee against the dollar could cushion part of the adverse impact).

However, the margins would be boosted by better realisations and benefits of operating leverage due to improving

utilisation.

� South region could surprise positively: Southern players like The Ramco Cements and India Cements have suffered

due to Telangana issue severely affecting the demand from Andhra Pradesh (a key cement user market in south

India) with over-capacity looming large. The political stability in Andhra Pradesh (following the creation of two

new states of Seemandhra and Telangana) is expected to revive some of the large infrastructure projects in the

two new states and significantly improve the demand environment, thereby pushing up the capacity utilisation

levels from 60-65% currently and boost the realisations. The Ramco Cements is best placed to gain from a demand

revival in south India.

� Re-rating triggers in place; factoring in early cycle multiples: The current valuation of the cement stocks under

our coverage is 50% below their peak valuations in the last two business cycles. We believe that this leaves scope

for a re-rating and have accordingly assigned target multiples of 35-40% below peak valuations (in line with the

early cycle multiples seen historically). Consequently, we upgrade our recommendation to Buy on UltraTech Cement,

Shree Cement and The Ramco Cement; we retain our Buy recommendation on Grasim Industries. We also have a

positive view on JK Lakshmi (which we advise accumulating on declines).

investor’s eye sector update
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investor’s eye sector update

Cement cycle–on the cusp of growth

Over the last ten years, we have witnessed two broad

cement cycles of five years each where we have seen

peak volume growth and profitability (earnings before

interest, tax, depreciation and amortisation [EBITDA]/

tonne) getting valued at almost 2x and 1.5x USD enterprise

value (EV)/tonne for the pan-India and regional players

respectively. We believe we are on the cusp of another

business cycle in which the industry expects the volume

growth would improve (led by fresh investments in the

infrastructure and housing sectors) and the profitability

will increase over the next two to three years.

Valuation

Particulars CMP Price Rating EPS EV/EBIDTA EV/tonne Average 1 year 1 year
Rs cr target  forward forward Peak

Rs cr FY15 FY16 FY15 FY16 FY15 FY16 EV/tonne EV/tonne

UltraTech 2385 2868 Buy 102.9 118.3 13 11 172 170 140 312

Grasim 3180 3941 Buy 277.5 333.9 4 3 NA NA NA NA

Shree Cement 6803 7800 Buy 297.6 375.8 14 11 193 154 110 279

Ramco Cement 265 310 Buy 9.5 13.8 12 10 112 112 90 185

JK Lakshmi 190 NR NR 11.1 16.3 9 7 68 65 43 120

India Cements 100 NR NR 4.4 6.4 6 6 55 55 84 225

EV/tonne trend ($/tonne)

Volume growth trend (%)

EBITDA/tonne trend (Rs/tonne)

Realisation trend (Rs/tonne)

Current valuations provide 50% more  room for

appreciation

The current valuation of the cement stocks under our

coverage is 50% below their peak valuations in the last

two business cycles. We believe that this leaves scope for

a re-rating and have accordingly assigned target multiples

of 35-40% below peak valuations (in line with the early

cycle multiples seen historically). Consequently, we

upgrade our recommendation to Buy on UltraTech Cement,

Shree Cement and The Ramco Cement; we retain our Buy

recommendation on Grasim Industries. We also have a

positive view on JK Lakshmi (which we advise

accumulating on declines).
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Peak discount valuation

Particulars CMP Price Rating EV/tonne Average 1-year 1-year forward  Price target Discount
(Rs cr) target forward peak EV/tonne to peak

(Rs cr) FY15 FY16 EV/tonne EV/tonne valuation

UltraTech 2,385 2,868 Buy 172 170 140 312 205 -34%

Grasim 3,180 3,941 Buy NA NA NA NA NA NA

Shree Cement 6,803 7,800 Buy 193 154 110 279 179 -36%

Ramco Cement 265 310 Buy 112 112 90 185 124 -33%

JK Lakshmi 190 NR NR 68 65 43 120 NA NA

India Cements 100 NR NR 55 55 84 225 NA NA

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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investor’s eye viewpoint

TV 18 Broadcast

Viewpoint

Betting on the change CMP: Rs35

Key points

� Putting an apt end to the swirls of events in the last two years, the Network 18 group is finally being acquired by

Reliance Industries with the conversion of its zero coupon optionally convertible debentures issued in 2012. If the

consequent open offer in both Network18 Media and Investments (at Rs41) and TV18 Broadcast (at Rs30.2) goes

through successfully, which seems very unlikely at the current offer price, Reliance Industries’ stake will be 95%

and 81% in the two companies respectively.

� Despite having a rich presence and a strong boutique of offerings across broadcasting, news, portal and film

production businesses among others the Network 18 group was unable to create any meaningful value for its

stakeholders over the years. In this short note, we are trying to highlight the big picture that could unfold in the

coming years at Network18 Media and Investments and TV18 Broadcast, which are now completely under the fold

of the undisputed leader of Indian corporates, Reliance Industries.

� We are not in a rush to provide any concrete rationales and earnings projections for Network18 Media and Investments,

and TV18 Broadcast in view of the change in the management. But having said that, the new management being

Reliance Industries does raise hope of a much better future and of growth in the stakeholders’ wealth in the coming

years.

� In this context, one thought that comes to investors’ mind is: Can Reliance Industries change the fortune of TV18

Broadcast? Can “TV18 Broadcast become the next ZEE Entertainment” in the next three to four years? The answer

is not simple, but given the offerings of TV18 Broadcast, and the deep pockets and bandwidth of Reliance industries,

there is a good possibility of a change in its fortune in the coming years. We recommend investors to take a long-

term investment bet on TV18 Broadcast, which, we believe, will have the potential to generate 3-4x returns in the

next two years.

Market cap (Rs cr)

Zee Entertainment Enterprises   25,606

TV18 Broadcast      6,016

Particulars  FY2011  FY2012  FY2013  FY2014

Advertising revenues (Rs cr)

Zee Entertainment Enterprises  1,701.0  1,584.1  1,963.9  2,380.1

TV18 Broadcast  761.8  972.7  1,048.3  1,162.6

Subscription revenues (Rs cr)

Zee Entertainment Enterprises  916.9  1,112.9  1,385.0  1570*

TV18 Broadcast  82.3  189.9  508.6  929.1

EBITDA margins (%)

 Zee Entertainment Enterprises  27.3  24.3  25.8  27.3

 TV18 Broadcast  5.8  (4.4)  6.6  10.7

Net profit (in Rs cr)

Zee Entertainment Enterprises  637.0  589.1  719.6  893.1

TV18 Broadcast  (17.4)  (113.1)  (25.5)  131.0

* ZEEL’s subscription revenues for FY2014 approximate, excluding carriage fee Source: Company

TV18 Broadcast vs Zee Entertainment Enterprises
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Portal Business - Web

Portals

E-Commerce - selling

products on TV

Publishing - bouquet of

popular magazines

Investments - start ups

and other companies

Network 18 Suite

In.com Homeshop18 Forbes bookmyshow.com

ibnlive.com Overdrive yatra.com

Moneycontrol.com Chip Ubona - Mobile VAS

Firstpost.com Entrepreneur
Stargaze - Multi

Screen Theatre

Burrp Modern Pharma
Colosceum -

Production house

News18 Topper - Channel

for Kids

TV18 Suite

News Entertainment Film Production
Distribution and

Aggregation
Investments

Auto Monitor

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

CNBC - TV18 Colors Bhaag Milkha

Bhaag
ETV ETV - Telagu

CNBC Awaaz Rishtey Queen TV18 ETV - Andhra

Pradesh

CNN IBN MTV Madras Cafe Viacom 18 ETV - Telangana

IBN 7 MTV Indies Bombay Talkies

ETV (regional) VH1 Special 26

IBN Lokmat Nick Son of Sardar

Comedy Central OMG

ETV (Other

regional)

Gangs of

Wasseypur

Sonic Kahaani

History 18 Singh is King
Source: Company
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Disclaimer

This document has been prepared by Sharekhan Ltd.(SHAREKHAN) This Document is subject to changes without prior notice and is intended only for the person or entity to which it is addressed to and may contain confidential and/or
privileged material and is not for any type of circulation. Any review, retransmission, or any other use is prohibited. Kindly note that this document does not constitute an offer or solicitation for the purchase or sale of any financial
instrument or as an official confirmation of any transaction.

Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is from publicly available data or other sources believed to be reliable. While we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated
companies, their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and
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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
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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
Gabriel India
M&M
Maruti Suzuki India
TVS Motor Company

Banks & Finance

Allahabad Bank
Andhra Bank
Axis (UTI) Bank
Bajaj Finserv
Bajaj Finance
Bank of Baroda
Bank of India
Capital First
Corp Bank
Federal Bank
HDFC
HDFC Bank
ICICI Bank
IDBI Bank
LIC Housing Finance
Punjab National Bank
PTC India Financial Services
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
Firstsource Solutions
HCL Technologies
Infosys
NIIT Technologies
Persistent Systems
Tata Consultancy Services
Wipro

Capital goods / Power

Bajaj Electricals
Bharat Heavy Electricals
CESC
Crompton Greaves
Finolex Cables
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

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
UPL

Building materials

Grasim

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
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