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Technocraft Industries (India) Reco: Buy

Crafting value; global leader at attractive price  CMP: Rs173

Company details

Price target: Rs270

Market cap: Rs545 cr

52-week high/low: Rs214/67

NSE volume: 35,746
(No of shares)

BSE code: 532804

NSE code: TIIL

Sharekhan code: TIIL

Free float: 0.8 cr
(No of shares)

Price performance

(%) 1m 3m 6m 12m

Absolute -4.2 77.2 109.3 154.0

Relative -7.2 60.3 61.7 75.9

to Sensex

Price chart

Shareholding pattern

Key points

� Global leader in drum closure space; remains a cash cow: Technocraft Industries

India Ltd (TIIL; a diversified player with interests in drum closures, scaffoldings, yarn

and garments) is the second largest player globally in the drum closure manufacturing

space with an estimated market share of 35%. Thanks to its dominant presence in the

existing markets and efforts to penetrate newer markets, the company has been able

to report a steady growth in its high-margin cash cow business of drum closures. Drum

closures contributed almost 50% of its operating profit in the last fiscal. The revenues

from the business are set to grow at 8-10% annually with an OPM of close to 35%.

� Scaffolding & formwork—the growth driver: While the drum closure business is the

cash cow, the scaffolding & formwork (S&F) business, has emerged as the key growth

driver for the company. Till now, the company was focused on the overseas markets

for the S&F business and was catering to the needs of the oil & gas and other corporate

clients globally. However, TIIL has also started witnessing a growing demand for S&F

among the domestic users especially the infrastructure sector. Thus, the business

segment is likely to grow at 22-25% annually for the next couple of years.

� Potential value unlocking to lead to stronger financials: The financial health of TIIL is steadily

improving; its earnings are on a strong growth trajectory and cash generation has stepped up

of late. This has helped it to achieve a leaner balance sheet and very healthy returns on

equity. Going ahead, we expect value unlocking from the hive-off of its low value-added and

non-core businesses of yarn manufacturing and garments (23% of the capital is deployed in

these low-margin, low-return businesses). The move would have a favourable impact on the

return ratios and is likely to result in the re-rating of the valuation multiple of the stock.

� Attractive valuation; a value Buy: At the current market price, the stock is attractively

trading at 5x FY2016E earnings and 2x FY2016E EBITDA which is quite attractive for a

debt-free company with healthy cash flow and potential to improve return ratios

through the hive-off of the non-core businesses. Thus, it is an attractive value pick

for patient investors (TIIL is not a growth story). We initiate coverage on TIIL with a

Buy recommendation and price target of Rs270.

� Key risk: As reported in the first quarter, the exceptionally robust margin seen in the

yarn business in FY2014 is not sustainable and lower profitability of the yarn business

would drag the overall growth in the earnings in FY2015. Thus, the stock might not get

re-rated to the extent expected if the management does not hive off the yarn business

and increase focus on the other two major businesses of drum closures and S&Fs.

Valuations

Particulars FY2013 FY2014 FY2015E FY2016E FY2017E

Net sales (Rs cr) 809 1,045 1,079 1,225 1,382

OPM (%) 15.1 14.8 14.4 14.5 14.4

Adj. net profit (Rs cr) 71 104 101 115 130

Adj. EPS (Rs) 22.7 32.9 32.1 36.4 41.1

Growth YoY (%) 409.6 45.1 (2.4) 13.3 13.0

PER (x) 7.6 5.3 5.4 4.8 4.2

P/B (x) 1.1 1.0 0.8 0.7 0.6

EV/EBIDTA (x) 3.4 2.9 2.8 2.4 2.0

RoCE (%) 19.8 20.1 19.7 19.9 20.0

RoE (%) 15.2 19.4 16.6 16.5 16.4

Div. yield (%) 1.7 2.9 3.3 3.8 4.3
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Investment arguments

Drum closures—global leader, business remains cash cow

� Global leader in a niche business: TIIL is the second

largest player in the global steel closure market with

an estimated market share of 35%. The company

produces the widest variety of closures as well as fully

automatic flange insertion systems, cap sealing tools

and other related equipment. Moreover, TIIL has three

global patent products for manufacturing of GRT flanges,

octagonal clinched and drum tops. Primarily, drum

closures are exported to drum producers in Europe, the

USA, the Middle-East and South East Asia. TIIL competes

with players like Greif Inc., Rex Packaging, Rieke Inc,

Enomoto and Nanchi globally.

� Drum closures remain cash cow: Given its dominant

presence in the existing markets and efforts to penetrate

newer markets, the company has been able to report a

steady growth in the high-margin cash cow business of

drum closures. Drum closures contributed almost 50% of

its operating profit in the last fiscal. Further, the company

is expanding its presence in some of key growing markets

globally like China and adding fast growing plastic drum

closures to its list of offerings. The Chinese market is one

of the top three global markets for steel drums, having a

high growth potential and TIIL is strengthening its presence

in China through its own manufacturing unit. We believe

the company’s Chinese operations could drive the growth

of the overall drum closure business, which is the major

contributor to the total earnings of the company. Also,

the management is looking to foray into newer markets

for growth. We expect the revenues of the drum closure

business to grow at 8-10% annually with an operating profit

margin (OPM) of close to 35%. Hence, we believe the high-

margin and steady cash generating drum closure business

will remain the cash cow for the company.

� Global packaging industry, a large pie in itself: As

per Smithers Pira research, the global packaging

industry is expected to reach $820 billion by 2016 from

$670 billion in 2010. That is a compounded annual

growth rate (CAGR) of 3.4%. The metal packaging

market is expected to grow at a CAGR of 2.2% to $115

billion by 2016. Also, according to the Smithers Pira,

China would surpass the USA by 2017 and India would

enter the list of the top ten packaging countries with

its demand set to almost double in the next five years

to $24 billion. TIIL has already entered the Chinese

market, which is expected to drive its overall growth.

This foray also provides ample opportunities for TIIL

to increase its market share.

Drum closure revenue and margin profile

PBIT contribution (%)

Scaffolding & formwork—the growth driver

� Scaffolding witnessing a high demand: Scaffolding,

also called staging, is a temporary structure used to

support people and material in the construction or

repair of buildings and other structures. Although

scaffolding can be custom made from wood and

bamboo (frequently used in Southeast Asia), yet

globally scaffoldings are primarily made from metal

pipes or tubes, which are also in prefabricated form.

Scaffolding is used in a wide variety of purposes like

construction of buildings, bridges, and erection of

boilers in power plants and petrochemicals. It is

common to see scaffolding being used for repair work,

to access high objects, for window cleaning in tall

buildings and more.

While drum closure is the cash cow business of TIIL,

the S&F business, which is growing at over 30% annually,

has emerged as the key growth driver for the company.

� India infrastructure development story to add to

growth: Till now the company was focused on the
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overseas markets for the S&F business and was catering

to the needs of the oil & gas and other corporate clients

globally. However, of late it has been witnessing a

growing demand for S&F among the domestic users

especially the infrastructure sector. Recently, TIIL

entered into manufacturing of engineered formwork

systems for building, construction and infrastructure

projects in India. Currently, the company has a state-

of-the-art manufacturing plant in India with an annual

capacity of 24,000 ton and is appropriately positioned

to be a major player once the infrastructure capital

expenditure (capex) cycle revives in India.

� Healthy growth on the card: The formwork market is

expected to grow significantly in India. An expected

increase in infrastructure spending and higher

acceptance of metal formwork by several domestic

construction players are going to be the key drivers of

its growth. The S&F segment accounts for about 25%

of the total consolidated annual sales and has grown

at over 30% in the past four years. We expect the

business segment to sustain the growth momentum

and grow at close to 22-25% annually for the next

couple of years. We believe the segment will be a major

growth driver for the company in the coming years.

Potential value unlocking to lead to stronger financials

� Potential value unlocking from hive-off of yarn and

garment businesses: The Technocraft group diversified

into textile business by setting up a 100% export-

oriented unit (EOU) of yarn in 1997. The company also

manufactures premium quality active wear products

under its garment division. However, the performance

of the yarn and garment segments has been mediocre.

The yarn business has contributed around 15% to its

overall profit in the last two years (despite being in an

up cycle) while capital employed was around 23% of

total capital employed of the company. Even the

garment segment is a weak profit contributor.

However, the good news is that going ahead the

company is expected to unlock value by hiving off these

low value-added and non-core businesses of yarn

manufacturing and garments (23% of its capital is

deployed in these low-margins, low-return businesses).

We are positive on this development as it could

effectively improve the company’s return ratio and

trigger a re-rating of the stock.

Yarn segment

Particulars FY10 FY11 FY12 FY13 FY14

PBIT contribution (%)  20.1  32.2  (33.2)  15.7 17.0

% of total CE  36.1  28.2  22.4  20.9 22.0

Garment segment

Particulars FY10 FY11 FY12 FY13 FY14

PBIT contribution (%)  0.7  0.6  2.0  (0.7) (1.0)

% of total CE  2.9  4.7  2.7  2.4 2.6

� Other business to add value too: Technosoft

Engineering (a 90% subsidiary) provides engineering

design services to various engineering and manufacturing

verticals and EPCM services to the oil & gas industry.

This fits strategically with TIIL’s business plans due to

its precision engineering expertise and relationship with

clients in the oil & gas sector globally. Today, Technosoft

Engineering has sizable operations in North America (the

USA and Canada) as well as in Europe, with 250 engineers

and designers located worldwide.

TIIL recently acquired Swift Engineering Inc located in

Calgary, Canada specialising in engineering,

procurement, construction and management services

in the oil & gas sector. The management believes the

acquisition will add value to TIIL, as it sees considerable

growth in the segment over the next five to seven

years, especially after the recent oil & gas finds in

Canada and the southern USA.

Scaffolding revenue profile

Scaffolding margin profile
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� Financials getting stronger: The financial health of

TIIL is steadily improving; while the drum closure

business earns high margins and is growing steadily,

the S&F business is moving to a high-growth trajectory.

More importantly, the cash generation by the company

has improved significantly of late. This has helped TIIL

to achieve a leaner balance sheet and very healthy

returns on equity.

The earnings of TIIL have grown significantly in the

last three years. More importantly, the cash flow has

been consistently positive in the past and stepped up

significantly in the last three years, with prudent

working capital management. Moreover, the company

has also generated free cash in the last three years

and is expected to remain cash flow positive in future

with a low capex ahead.

The balance sheet is getting healthier; the company

has turned from a net debt company into net cash

company in the last three years. Currently, its net cash

& investments stand at around Rs10 per share (in

FY2014), which is expected to more than double in

the next two years, as we expect the free cash flow to

improve going ahead. In the meanwhile, the return on

equity (RoE) of TIIL has moved up from sub-10% till

FY2012 to high teens in FY2014. We expect the RoE to

hover around 16% in the next two to three years.

Key risks

As reported in the first quarter, the exceptionally robust

margin seen in the yarn business in FY2014 is not

sustainable and lower profitability of the yarn business

would drag the growth of the overall earnings in FY2015.

We believe the stock will not get re-rated to the extent

anticipated if the management continues to focus on the

less profitable yarn division (without hiving off the same)

along with the other two businesses, namely drum closures

and S&F, which are doing better than the yarn business.

A large chunk of revenues (over 85%) of TIIL are export

driven; hence, any sharp movement in the local currency

(ie the rupee’s appreciation against the dollar) from the

current level would have a negative impact on its earnings.

Valuation

Crafting value; global leader at attractive price

� Attractive valuation; a value Buy: At the current

market price, the stock is trading at 5x FY2016E

earnings and 2x FY2016E earnings before interest, tax,

depreciation and amortisation (EBITDA). The valuations

are quite attractive for a debt-free company with

healthy cash flows and the potential to improve the

return ratios through hive-off of its non-core

businesses. The company is available at 0.8x its current

book value with the potential to generate RoE of around

16%. Thus, we believe the stock is an attractive value

pick for patient investors (it is not a growth story).

The attractive valuation and net cash positive balance

sheet indicate significant margin of safety.

The net cash & investments are estimated at Rs10 per

share (in FY2014), which is expected to grow

significantly in the next two years with sustained free

cash flow. The company is available at 8x its current

cash flow from operations and around 7x its one-year

forward cash flow from operations. Further, the

potential demerger of its garment and yarn businesses

Net cash and investment

CFO and FCF (Rs cr)

Return ratios (%)
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would unlock value. Hence, we initiate coverage on

TIIL with a Buy recommendation and price target of

Rs270, based on the average of 7.5x FY2016E earnings

and 1.1x of FY2016E book value.

Company background

TIIL is a multi-divisional company, having presence in

manufacturing of drum closures, pipes and scaffoldings,

fabrics and garments with modern production facilities.

After a modest beginning with the business of

manufacturing drum closures, TIIL slowly moved towards

pipes and scaffoldings. The Mumbai-based company is the

second largest drum closure producer in the world. It also

provides engineering services. The Technocraft group was

established in 1972 by two technologists with the aim of

manufacturing high precision drum closure products.

Drums

The company manufactures various types of steel drum

closures depending on its customer’s requirements apart

from the standard products and meets international

standards. The company also manufactures plastic cap

seals made from high quality polyethylene plastic. It even

provides tight seal gaskets, leak lock plugs, leak lock

systems and clamps.

Scaffolding

Under steel tubes and scaffolding systems, the company

manufactures steel tubes with dimensional accuracy and

surface quality. Scaffoldings are primarily made from

metal pipes or tubes, which are also in prefabricated form.

Scaffolding is used in a wide variety purposes like

construction of buildings, bridges, and erection of boiler

in power plants and petrochemicals. It is common to see

scaffolding being used for repair work, to access high

objects and for window cleaning in tall buildings.

Formwork

Formwork is the term given to either temporary or

permanent molds into which concrete or similar materials

are poured. In the context of concrete construction, the

false work supports the shuttering molds. Traditionally,

formwork was built using easy to produce timber and

plywood, or moisture-resistant particleboard.

Cotton yarn

The Technocraft group diversified into textile business by

setting up a 100% EOU of yarn in 1997. The group set up a

state-of-the-art ISO 9001:2000 certified cotton yarn

spinning mill with 15,000 spindles to begin with and the

mill currently has 61,100 spindles. The company produces

Technocraft 

Industries 

Core Products Indian Subsidiaries

Drum Closures 

Foreign Subsidiaries

Scaffolding,   

Tower & 

Formwork 

Cotton Yarn Garments
Technosoft Engg. 

Projects Ltd

UK (100%)

Poland 

(100%)

China 

(100%)

Australia 

(100%)

USA (100%)

Steel 

Closures

Clamps

Can Seal

Cap Seal

Business overview
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Management description

Name Designation Details

Madhoprasad Saraf Chairman Aged 80+ and commerce graduate, he started his career with the Birla group of companies

and has been associated with the Technocraft group since inception

He has a rich experience in finance, accounting and taxation matters of the company

He is also on the board of Brihan Maharashtra Steel Industries, Ashrit Holding and Technosoft

Information Technologies (India)

Sharad K Saraf Managing director He holds a degree in electronics engineering from the prestigious Indian Institute of Technology,

Bombay

He promoted the Technocraft group in 1972 and since then has been instrumental in the

overall progress of the organisation, handles all the commercial aspects of the company

Sudarshan K Saraf Managing director He holds a bachelor’s degree in Mechanical Engineering from the Indian Institute of Technology,

Bombay

He directs all the engineering operations of the group

He is also on the board of Ashrit Holdings and Technosoft Information Technologies (India)

Navneet K Saraf Chief operating officer He holds a bachelor’s degree in Mechanical Engineering from the University of Manchester,

United Kingdom

He handles the overseas, commercial, information technology operations of the group

He founded Technosoft Information Technologies (India), which is the group’s engineering

software services subsidiary

Ashish K Saraf Chief financial officer He has 12 years of industrial and commercial experience

He holds a bachelor’s degree in Commerce from the University of Mumbai

He has completed his masters in Textile Technology from Manchester University, UK

He is handling the operations of textile business

a variety of products ranging from NE 20 to NE 40, carded

and combed varieties of cotton yarn. It procures power

from captive coal plant of 15MW that was set up to cater

to its power requirements. The spinning mill equipment

is acquired from Switzerland, Japan, German and Spain.

Garments

The company manufactures premium quality active wear

products and provides superior services making it one of

the leading textile and apparel manufacturers in India.

Its products are custom knit, dyed, finished, cut, sewn,

decorated, packaged and distributed. Being part of a

diverse group, TIIL has access to the latest trends in the

European markets which enable it to offer high quality

products and latest fashions at Indian prices in a very

short lead time.

Engineering services business

Technosoft Engineering is a global provider of engineering

design services to various engineering and manufacturing

verticals and of EPCM services in the oil & gas industry. It

was formed as a division of the Technocraft group in 1999

in order to leverage the group’s engineering expertise

into a services organisation that supported clients

worldwide. Today, Technosoft Engineering has sizeable

operations in North America (the USA and Canada) as well

as in Europe, serving clients in general engineering, heavy

equipment manufacturing, specialty machines and the oil

& gas industry.

Other business

TIIL started manufacturing and supplying towers for

telecommunications, windmills, power transmission &

distribution and other industries in 2010. Within a small

span of time the company has developed strength and

reputation for timely delivery, quality and total reliability

of its towers and structures. TIIL has a capacity to produce

24,000MT of hot dip galvanised towers & structures per

annum.
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Profit & Loss account Rs cr

Particulars FY13 FY14 FY15E FY16E FY17E

Net sales 809 1,045 1,079 1,225 1,382

Net raw material 449 621 593 674 760

Staff 50 74 76 86 97

Others 187 195 179 202 230

Total expenditure 686 890 923 1,048 1,183

Operating profit 122 154 156 177 198

OPM (%) 15.1 14.8 14.4 14.5 14.4

Other income 24 22 25 26 29

Interest 8 5 5 5 5

Depreciation 31 27 29 32 35

Profit before tax 107 130 147 166 188

Tax 33 41 45 52 58

Effective tax rate (%) 30.6 31.2 31.0 31.0 31.0

Rep PAT after MI 74 89 101 115 130

Extraordinary items 3 (15) - - -

Adj. net profit 71 104 101 115 130

Adj. EPS (Rs) 22.7 32.9 32.1 36.4 41.1

Balance Sheet Rs cr

Particulars FY13 FY14 FY15E FY16E FY17E

Equity 32 32 32 32 32

Reserves 468 537 619 709 812

Net worth 500 568 650 741 843

Total loans 121 157 162 167 172

Minority interest 2 5 5 6 6

Liabilities 623 730 817 913 1,021

Gross block 424 452 487 527 572

Depreciation 275 302 331 363 399

Net block 150 150 156 164 173

Capital work-in-progress 0 - 2 2 3

Investments 152 146 176 206 236

Deferred tax (net) 7 8 8 8 8

Inventories 142 179 193 219 247

Debtors 218 279 302 344 385

Cash 19 43 31 27 32

Loan & advances 46 63 65 74 83

Total current assets 433 572 601 677 762

Creditors 107 122 104 119 134

Provisions 12 24 22 25 28

Total current liabilities 119 146 126 143 161

Net current assets 314 425 475 534 601

Total assets 623 730 817 913 1,021

Financials

Cash flow

Particulars FY13 FY14 FY15E FY16E FY17E

PAT 71 104 101 115 130

Depreciation 31 27 29 32 35

Changes in WC 4 (88) (61) (63) (62)

Operating cash flow 107 43 69 84 102

Capex (11) (27) (37) (40) (46)

FCF 95 15 32 44 56

Investment (104) 6 (30) (30) (30)

Others - (23) 10 1 1

Investing CF (116) (44) (57) (69) (75)

Dividends (11) (18) (21) (24) (27)

Debt 17 36 5 5 5

Equity - - - - -

Financing CF 6 17 (16) (19) (22)

Net change (3) 16 (4) (4) 5

Opening cash 22 19 43 31 27

Closing cash 19 43 31 27 32

Ratio analysis

Particulars FY13 FY14 FY15E FY16E FY17E

Sales growth (%) 24.1 29.2 3.3 13.6 12.8

Operating margin (%) 15.1 14.8 14.4 14.5 14.4

PAT margin (%) 8.8 9.9 9.4 9.4 9.4

RoE (%) 15.2 19.4 16.6 16.5 16.4

RoCE (%) 19.8 20.1 19.7 19.9 20.0

RoIC (%) 25.0 27.4 26.5 26.7 27.1

Price/Earnings (x) 7.6 5.3 5.4 4.8 4.2

EV/EBITDA (x) 3.4 2.9 2.8 2.4 2.0

EV / Sales (x) 0.6 0.5 0.5 0.4 0.3

P/B (x) 1.1 1.0 0.8 0.7 0.6

Debt / Equity (x) 0.2 0.3 0.2 0.2 0.2

Interest coverage (x) 14 29 33 37 42

Inventory days 75 65 87 87 87

Debtor days 82 86 97 95 95

Creditors days 58 46 47 47 47

Net WC days 99 104 137 135 135

Net WC/ CE (%) 50.6 58.7 58.5 58.8 59.2

CFO/share 34 13 22 27 32

FCF/share 30 5 10 14 18

FCF yield (%) 17.5 2.8 5.9 8.1 10.3

Current ratio (x) 3.6 3.9 4.8 4.7 4.7

Asset turn-over ratio (x) 1.4 1.5 1.4 1.4 1.4

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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