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Bharti Airtel Reco: Hold

Stock Update

Data growth leads India performance; Africa disappoints again CMP: Rs398

Price target: Rs450

Market cap: Rs159,097 cr

52 week high/low: Rs420/282

NSE volume: 44.9 lakh
(no. of shares)

BSE code: 532454

NSE code: BHARTIARTL

Sharekhan code: BHARTIARTL

Free float: 138.4 cr
(no. of shares)

Results (consolidated) Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Net sales 22,861.7 21,342.8 7.1 23,005.5 (0.6)

License fees & spectrum charges 2,155.9 1,956.5 10.2 2,200.3 (2.0)

% Sales 9.4 9.2 9.6

Employee expenses 1,190.9 1,220.6 (2.4) 1,168.0 2.0

% Sales 5.2 5.7 5.1

Access & inter connection charges 2,807.8 2,747.5 2.2 2,788.9 0.7

% Sales 12.3 12.9 12.1

Network operating expenses 5,142.5 4,914.3 4.6 5,123.6 0.4

% Sales 22.5 23.0 22.3

Other expenses 3,807.0 3,659.8 4.0 3,928.0 (3.1)

% Sales 16.7 17.1 17.1

Operating profit 7,705.3 6,487.0 18.8 7,720.0 (0.2)

Interest expenses 1,026.4 1,611.1 (36.3) 956.5 7.3

Depreciation 3,853.0 3,939.4 (2.2) 4,036.5 (4.5)

PBT 2,821.8 1,364.9 106.7 2,884.8 (2.2)

Tax 1,476.5 863.4 71.0 1,532.6 (3.7)

Reported PAT post minority 1,383.2 512.0 170.2 1,108.5 24.8

Exceptional  including forex & derivatives 315.0 296.7 251.9

Adjusted PAT post minority 1,523.2 808.7 88.3 1,360.4 12.0

Adj. EPS 3.8 2.02 88.3 3.40 12.0

OPM (%) 33.7 30.4 331BPS 33.56 15BPS

investor’s eye stock update

Key points

� Bharti Airtel’s Q2FY2015 performance was marked by a robust growth in the India’s data

business, while the voice performance was muted, given the seasonality element of the

quarter, and the Africa performance continued to be subpar. The consolidated net revenue

declined by 0.6% QoQ (up by 7.1% YoY), while the operating profit remained stable with

15BPS Q-o-Q margin expansion (up by 331BPS on a Y-o-Y basis), and the net earnings grew

by 24.8% on a sequential basis (up by 170% on a Y-o-Y basis). Adjusted for the forex and

exceptionals, the net earnings grew by 88.3% YoY and 12% on a Q-o-Q basis.

� Despite the seasonally weak quarter, and a muted performance in Africa (wherein

African margins were at a multi-quarter low at 23.6%), led by improving opex

productivity and stiff cost rationalisation efforts, the consolidated margins expanded

by 15 basis point (BPS) on a sequential basis, consequently the operating profit

remained flat on a Q-o-Q basis. while the margins expanded by 330BPS on a Y-o-Y

basis, resulting in a strong 18.8% growth on a Y-o-Y basis.

� The management has reiterated its stance that barring seasonal blips, the long-term

trend on the voice realised rates is on a growth trajectory, while the data volume and

usage would continue to clock the current run rate of 20-22% sequential growth rate.

On Africa, despite the subpar performance, the management continues to remain

committed and guided for a directionally positive momentum, led by data growth.

� We believe that India’s mobile business is well placed for a growth on both voice as

well as data front led by improving competitive dynamics and structural progression

towards data. This would benefit the incumbent players like Bharti Airtel. While

Bharti’s Africa business is a drag, we believe that the current valuations adequately

factors the same, and the business is turning into a self-funding mode, and hence

we maintain our estimates on the stock with a Hold recommendation and a price

target of Rs450. (valued at 6.8x FY16 EV/EBITDA).
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Valuations

Particulars FY12 FY13 FY14 FY15E FY16E

Revenue (Rs cr) 71,506 79,434 85,746 94,372 104,502

Growth (%) 20.2 11.1 7.9 10.1 10.7

EBITDA (Rs cr) 23,712 24,453 27,660 32,107 35,860

Growth (%) 18.8 3.1 13.1 16.1 11.7

EBITDA margin (%) 33.2 30.8 32.3 34.0 34.3

Adjusted PAT (Rs cr) 4,258 2,172 3,935 5,887 6,595

EPS (Rs_ 10.7 5.4 9.8 14.7 16.5

Growth (%) -27.8 -49.0 81.2 49.6 12.0

PER (x) 37.8 74.2 40.9 27.4 24.4

EV/EBITDA (x) 9.6 9.5 8.2 12.0 10.6

RoCE (%) 9.0 7.5 9.3 12.0 13.6

RoE (%) 7.9 4.3 3.8 9.0 9.1

India’s business performance

� Indian mobile business: Strong data performance;

while voice faulters on seasonality:  Despite a strong

growth in the data business (+21.6% QoQ),  the  overall

Indian mobile revenue declined by 0.9% on a

sequential basis affected by seasonality in the voice

business which still contributes over 80% to the overall

wireless business in India. The voice volume declined

by 2.2% on a sequential basis, while the voice realised

rates also declined by 1% QoQ, resulting in a double-

whammy impact for the voice revenue. For the

quarter, the company carried 265 billion minutes on

its network. The surge in data traffic and revenue

continued; with overall data volume growth of 21.6%

on a Q-o-Q basis and 95% on a year-on-year (Y-o-Y)

basis; though the data realisation for the quarter

came 4.9% lower than Q1FY2015. The other key

indicators for data were strong viz- average revenue

per user (ARPU) up by 8.1% QoQ from Rs139 in

Q1FY2015 to Rs150 in Q2FY2015, while the usage has

increased by 13.7% QoQ from 495MB in Q1FY2015 to

563MB in Q2FY2015.

� Non-mobile business; DTH and tower business

shines: On the non-mobile business,  the Telemedia

business grew at 4.3% on a Q-o-Q basis, the while

operating profit grew 13.1% QoQ, resulting in a sharp

328BPS margin expansion on a sequential basis. Airtel

Digital’s revenue grew by 5.9% on a Q-o-Q basis, led

by a strong growth in net (added 3 Lakh subscribers in

Q2FY2015) and 2% Q-o-Q growth in the ARPU. The

margins for the segment expanded by 650BPS QoQ to

24.3% in Q1FY2015 from 17.8% in Q4FY2015. This is so

far the highest margin reported by the segment.

Africa’s business performance

� Africa’s revenue declined by 2.1% on dollar terms:

Africa’s business continued its lack luster performance

with its dollar revenue decline of 2.1% on a Q-o-Q basis,

while in rupee terms, the revenue declined by 1.3%

QoQ. The data performance remained strong with

23.2% sequential growth in volume. The management

sounded positive on the data growth unfolding in the

African continent and believes the benefits of the same

would accrue ahead in the future.

� Higher operational expenses coupled with tower deal

resulting in margin contraction: A subdued revenue

performance coupled with higher operational expenses

(network operating cost, and sales and admin expenses),

partly on account of divestment of the towers weighted

on the margin performance and the African margin came

to a multi-quarter low at 23.6% for Q2FY2015,

consequently EBITDA declined by 4.6% on a Q-o-Q basis.

� Despite spectrum debt accounting; net debt to EBITDA

at comfortable zone: Post adding the Rs6,445 crore of

the deferred payment to the debt, Bharti’s consolidated

net debt stood at $10.09 billion, while the net debt to

earnings before interest, tax, depreciation and

amortization (EBITDA) stands at 2.06x in Q2FY2015.

Key management conference call takeaways

� Headroom for improvement in the voice realised rates

- The management continued its positive stance on the

trend towards the voice realised rates and mentioned

that barring the seasonal quarters. The realised rates

are poised to increase over the future as there still exists

a gap between the headline tariff and the realised tariff,

thus keeping the headroom for growth.

� Strong growth in data to be complemented with

spectrum – It echoed the stance of other telecos with

respect to data growth and expects data share and its

growth to continue increasing, but also mentioned that

the growth momentum needs to be complemented with

spectrum, and hence has written to the government

for release of higher spectrum. Also, the company would

be keen to acquire spectrum in the upcoming auctions.

� Africa’s business strong data-led growth - On the

African front, it has now acquired 3G licenses in all

the 17 countries, and has 3G presence in 16 countries,

expects rollout of 3G services in the remaining country

in the ensuing quarter. The management sounded very

positive on the data growth potential in the African

market and expects around 16-20% sequential growth.
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investor’s eye stock update

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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� In-line with Helios and Eaton deal, scouting to African

tower sale – In-line with the recent divestment of 3,100

African towers to Helios and over 3,500 towers to the

Eaton group, the management is also scouting to enter

into a similar tower divestment deals for the remaining

10,000 towers. The management has guided that these

deals would be incremental in getting profit before

tax (PBT) from neutral to positive.

� Capex guidance maintained at $2-$2.4 billion - On the

capital expenditure (capex) front, it has guided for a

consolidated capex in the range of $2-$2.4 billion

including $800 million towards the African business. This

capex guidance excludes any spectrum related payouts.

� Tax guidance - For the Indian business, the

management has guided for a 28-29% effective tax rate,

while the African business continues to pose challenges

to provide any guidance owing to the differences in

the law. A mix of loss and profit making countries.
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ITC Reco: Buy

Stock Update

Decent operating performance; maintain Buy with revised price target of Rs415 CMP: Rs355

Price target: Rs415

Market cap: Rs283,102 cr

52 week high/low: Rs387/308

NSE volume: 66.0 lakh
(no. of shares)

BSE code: 500875

NSE code: ITC

Sharekhan code: ITC

Free float: 797.5 cr
(no. of shares)

Key points

� In Q2FY2015 ITC’s revenues grew by 15% YoY to Rs9,023.7 crore, largely driven

by a 14% growth in the core cigarette business and a 16% growth in the agri

income. The cigarette sales volume declined by 4% in Q2FY2015 (against our

expectation of a 3% decline). During the quarter the hotel business showed the

first signs of a revival with the revenues growing by 6% entirely driven by an

improvement in the occupancies. The OPM stood almost flat at 38.7% well

supported by a strong improvement of 305BPS in the cigarette business’ margin

to 68% (largely driven by price hikes undertaken in the past few months).

� The cigarette sales volumes will remain under pressure while the price increases

undertaken so far would help the profit of the cigarette business to grow by

15% in the coming quarters. With inflationary pressures receding and consumer

sentiment improving in the urban areas, we expect H2FY2015 to be better for

ITC’s non-cigarette business in comparison to H1FY2015. Also, the hotel business

is expected to post a better operating performance in H1FY2015, which is

seasonally strong for the business.

� We have broadly maintained our estimates for FY2015 and FY2016 (and

introduced our FY2017 estimates) in this note. ITC is currently trading at 24x

the FY2016E EPS of Rs14.8, which is at a discount to some of the large-cap and

mid-cap FMCG stocks. In view of the discounted valuations and better earnings

visibility, ITC remains one of our better picks in the FMCG space. We maintain

our Buy recommendation on the stock with a rolled-over price target of Rs415

(valuing the stock at 24x FY2017E earnings).

� Key risk to our rating: The new government at the centre has become aggressive

about curbing cigarette consumption in India. Hence, implementation of any

stringent measures to curb cigarette consumption will be a key risk to our

earnings estimates and rating on the stock.

investor’s eye stock update

Results Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Net sales 9,023.7 7,862.5 14.8 9,248.3 -2.4

Total expenditure 5,535.1 4,844.6 14.3 5,970.7 -7.3

Operating profit 3,488.7 3,017.9 15.6 3,277.6 6.4

Other income 356.2 246.2 44.7 234.6 51.9

Interest 18.4 2.1 - 15.2 21.4

Depreciation 243.2 220.9 10.1 231.3 5.1

profit before tax 3,583.3 3,041.2 17.8 3,265.7 9.7

Tax 1,158.1 939.7 23.2 1,079.3 7.3

Adjusted PAT 2,425.2 2,101.4 15.4 2,186.4 10.9

Exceptional item 0.0 129.1 0.0

Reported PAT 2,425.2 2,230.5 8.7 2,186.4 10.9

EPS (Rs) 3.0 2.6 15.4 2.8 10.2

GPM (%) 60.6 62.1 (152) BPS 57.0 3.61

OPM (%) 38.7 38.4 28 BPS 35.4 3.22



6Sharekhan Home NextOctober 31, 2014

investor’s eye stock update

Segment-wise margin performance

Business PBIT (Rs cr)  YoY Margins (%) Chg. in BPS

Q2FY15 Q2FY14  % Q2FY15 Q2FY14

FMCG—cigarettes 2,882.1 2,411.7 19.5 67.8 64.8 304

FMCG—others -10.3 -12.7 -18.8 -0.5 -0.6 18

Hotels -9.6 8.7 - -3.7 3.5 -

Agri-business 288.3 284.6 1.3 14.0 16.1 -205

Paperboard, paper and packaging 242.1 220.8 9.7 18.9 18.7 13

Total 3,392.6 2,913.1 16.5 38.0 37.5 53

Segment-wise revenue performance

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

FMCG—cigarettes 4,250.9 3,723.8 14.2 4,201.1 1.2

FMCG—others 2,196.0 1,962.2 11.9 1,934.6 13.5

Hotels 261.6 247.0 5.9 248.7 5.2

Agri-business 2,058.7 1,772.5 16.1 3,296.1 -37.5

Paperboard, paper 1,284.1 1,178.7 8.9 1,288.5 -0.3

and packaging

Total 10,051.2 8,884.2 13.110,968.9 -8.4

Less: inter segment 1,120.9 1,108.4 1.1 1,804.5 -37.9

sales

Gross sales 8,930.3 7,775.8 14.8 9,164.4 -2.6

Cigarette business—volume declined by 4%, margin

improved on the back of price hikes

� The net revenues of ITC’s cigarette business grew by

about 14.2% year on year (YoY) largely driven by the

price increases undertaken in the portfolio in the past

few quarters. The profit before interest and tax (PBIT)

margin of the cigarette business improved by 304 basis

points (BPS) to 67.8% in the quarter.

� The cigarette sales volume declined by 4% due to the

impact of sustained price increases in the portfolio.

The volume declined across the portfolio, as an

increase of one rupee in the price of the below-65mm

cigarette narrowed the price gap between the small-

sized and regular-sized cigarettes.

� Going ahead, we expect the cigarette sales volume to

remain under pressure. However, price hikes would

help the revenues to grow in double digits and the

PBIT margin to sustain at about 65%.

Non-cigarette FMCG business—affected by general

slowdown in FMCG categories

� The revenues of the non-cigarette fast moving

consumer goods (FMCG) business grew by 12% to

Rs2,196 crore, affected by sluggish consumer demand

in the domestic market.

� The biscuit segment grew in mid single digits as the

cream category (where ITC has strong market

positioning) posted a dismal performance. Barring

cream variants, the packaged food items did well for

the company.

� We expect the business’ performance to gradually

improve in the coming quarters, as inflationary

pressures are receding and consumer sentiment

especially in urban India is improving.

� The improvement in the sales volume and a better

revenue mix would help the business’ profitability to

improve in the near to medium term.

Agri-business—revenues grew by 16% but margin

contracted

� The agri-business’ revenues grew by 16% YoY to

Rs2,058.7 crore, driven by trading opportunities in

wheat, soya and coffee. However, the tobacco sales,

which form a large chunk of the revenue pie, didn’t

grow in line with the other commodities.

� Thus, the PBIT margin of the segment declined by

almost 200BPS YoY to 14%, largely on account of higher

sales of the low-margin commodities.

Hotel business—muted performance; H2 might see some

improvement

� ITC’s hotel business revenues grew marginally by 6%

to Rs261 crore in Q2FY2015. The marginal revenue

growth was entirely driven by an improvement in the

occupancies. This gives us an indication of better

occupancies in the coming quarters.

� We believe the second half of the fiscal will be much

better from the business perspective. An improvement

of at least 100-200BPS in the occupancies could be

seen along with a marginal increase in the room rentals.

The improvement in the occupancies provides a scope

for the company to increase the room rentals in a

gradual manner going ahead.

� The business posted a loss of about Rs10 crore after

considering incremental depreciation of Rs13.7 crore

resulting from the revaluation of assets in accordance

with the Schedule II of the Companies Act.
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� The construction activity of the new luxury properties

is progressing as per schedule. ITC Grand Bharat, a

super luxury golf resort at Manesar, is expected to be

operational in Q3FY2015. Also, the construction activity

of luxury hotel projects in Kolkata and Hyderabad is

progressing satisfactorily.

� The company started providing operating services at

Welcome Hotel, Jodhpur during the quarter, taking the

total number of rooms under management contract to

1,150 rooms.

Paperboard, paper and packaging business—a better

performance

� The revenues of the paperboards, paper & packaging

business were up by 9.7% and its PBIT margin stood flat at

18.9% aided by higher utilisation and better revenue mix.

� The wood prices remained high in Q2FY2015, which put

pressure on the margin of the business. Going ahead,

the scale-up in the in-house pulp manufacturing capacity

at the Bhadrachalam unit (expected to be commissioned

in Q3FY2015) would improve the profitability of the

business substantially in the near to medium term.

Outlook and valuation

The cigarette sales volumes will remain under pressure

while the price increases undertaken so far would help

the profit of the cigarette business to grow by 15% in the

coming quarters. With inflationary pressures receding and

consumer sentiment improving in the urban areas, we

expect H2FY2015 to be better for ITC’s non-cigarette

business in comparison to H1FY2015. Also, the hotel

business is expected to post a better operating

performance in H1FY2015, which is seasonally strong for

the business.

We have broadly maintained our estimates for FY2015

and FY2016 (and introduced our FY2017 estimates) in this

note. ITC is currently trading at 24x the FY2016E earnings

per share (EPS) of Rs14.8, which is at a discount to some

of the large-cap and mid-cap FMCG stocks. In view of the

discounted valuations and better earnings visibility, ITC

remains one of our better picks in the FMCG space. We

maintain our Buy recommendation on the stock with a

rolled-over price target of Rs415 (valuing the stock at

24x FY2017E earnings).

Valuations

Particulars FY2013 FY2014 FY2015E FY2016E FY2017E

Net sales (Rs cr) 29,901.3 33,238.6 38,578.4 45,595.1 53,670.9

Net profit (Rs cr) 7,418.4 8,785.2 9,972.3 11,757.6 13,752.4

EPS (Rs) 9.4 11.0 12.5 14.8 17.3

YoY chg. (%) 19.1 17.7 13.5 17.9 17.0

PE(x) 37.8 32.1 28.3 24.4 0.0

P/BV (X) 12.6 10.8 9.2 7.7 6.3

EV/EBIDTA (x) 25.7 22.0 19.1 16.0 13.6

RoCE (%) 45.4 45.2 43.8 43.8 42.6

RoNW (%) 36.1 36.2 35.0 34.8 33.6

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

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute -5.4 5.4 21.3 45.4

Relative -7.9 0.3 -1.8 10.1

to Sensex

Price target: Rs1,440

Market cap: Rs80,026 cr

52 week high/low: Rs1,421/847

NSE volume: 11.1 lakh
(no. of shares)

BSE code: 500520

NSE code: M&M

Sharekhan code: M&M

Free float: 45.0  cr
(no. of shares)

Key points

� After a positive surprise on margins in Q1FY2015, Mahindra & Mahindra (M&M)

reported a disappointing operating performance in Q2FY2015. A sharp increase

in overheads led to a 233BPS sequential margin contraction to 12.0% and below

our estimate. However, the fall in the operating profit was compensated by a

36% rise in other income leading to a net profit of Rs974 crore in-line with our

expectation.

� The automotive segment has been a laggard for M&M over the past six quarters

given the weak consumer sentiment and its absence in the fast growing compact

UV segment. While the launch of the new Scorpio should stabilise volume at

current levels, any meaningful growth will only be visible post the new launches

in CY2015. Meanwhile, the strong growth momentum in the tractor segment

has been affected by the subpar monsoon rains. However, M&M has maintained

its leadership position in the segment while actually gaining market share.

� Given the weak demand in the tractor segment we have further cut our volume

estimates. Additionally, prompted by the management commentary on pressure

on the margins due to higher discounts, wage increases and new launch expenses,

we have cut our earnings estimates for FY2015 and FY2016 by 5.8% and 4.7%

respectively. However, we remain positive on the stock given its leadership

position in the domestic tractor and utility vehicle segments as well as value

derived from subsidiaries across business segments. We maintain a Buy

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

unchanged at Rs1,440.

Mahindra & Mahindra Reco: Buy

Stock Update

Margin disappointment; new launches to revive growth – Maintain Buy CMP: Rs1,303

investor’s eye stock update

Results Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Revenues       9,177.9       8,694.2  5.6      9,907.3  (7.4)

EBIDTA       1,100.5       1,177.7  (6.6)      1,419.2  (22.5)

EBIDTA margins (%)            12.0            13.5            14.3

Depreciation          278.3          245.2  13.5         280.2  (0.7)

Interest            72.7            96.4  (24.6)           81.6  (11.0)

Other income          490.6          360.9  35.9         144.7  239.1

PBT       1,240.1       1,197.1  3.6      1,202.1  3.2

Tax          266.0          239.8  10.9         305.7  (13.0)

Adjusted PAT          974.1          957.4  1.7         896.4  8.7

Reported PAT          974.1          957.4  1.7         896.4  8.7

Adjusted Diluted EPS (Rs)            16.5            16.2            15.2
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investor’s eye stock update

Auto division volume continues to decline

For the sixth consecutive quarter, M&M’s auto division

posted a decline in the volume. The passenger utility vehicle

volumes stabilised posting a marginal growth of 1.1%. The

growth in the segment was largely led by the new Scorpio,

which was launched during the quarter, and renewed

demand for the XUV 5OO. The three-wheeler segment too

grew by 3.9%. However, a fall in the pick-up segment volume

and exports led to 2.2% fall in the volume for the quarter.

The tractor segment volume continued to remain weak in

Q2FY2015 and the growth of 3.2% year on year (YoY) posted

by the company was largely due to an early festive season

this year as compared to last year. The demand environment

for the tractor segment continues to remain weak and we

expect the industry to report a decline in the next couple

of months given the high base.

quarter [QoQ]) to 12.0% and were below our estimates.

The contraction in margins was attributable to increase

minimum wages in the state of Maharashtra, increase in

dealer incentives/discounts and expenses related to new

launches during the quarter. The company launched the

new Scorpio and the tractor Arjun Novo in Q2FY2015.

Given the margin contraction during the quarter, operating

profit declined by 6.6% YoY to Rs1,100 crore.
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Margin trend

Disappointment on the margin front

Given the richer product mix during the quarter, blended

realisations rose by 5.0% YoY leading to a 5.6% year-on-

year (Y-o-Y) growth in revenues to Rs9,178 crore. While

the company undertook prices hikes of about 1% in both

the tractor and auto segments, operating margins

contracted 156 basis points (BPS) YoY (233BPS quarter on

Net profit above estimate

The fall in operating profit was compensated by an

increase in other income during the quarter. Other income

rose by 35.9% YoY to Rs491 crore. The other income for

the quarter includes dividend received from subsidiaries

to the tune of Rs184 crore which is higher by about 15%

YoY. Net profit after tax (PAT) grew by nominal 1.7% YoY

to Rs974 crore and was in-line with our estimates.

Segmental performance (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Segmental revenues

Automotive 5,793.0 5,588.5 3.7 5,988.6 -3.3

Farm equipment 3,406.7 3,147.6 8.2 3,932.9 -13.4

Others 6.4 5.9 7.7 6.5 -1.8

Less: Intersegmental -28.3 -47.8 -20.7

Total 9,177.9 8,694.2 5.6 9,907.3 -7.4

Segmental EBIT

Automotive 460.2 624.0 -26.3 624.3 -26.3

Farm equipment 523.2 534.5 -2.1 666.1 -21.5

Others 3.0 0.1 2,425.0 0.4 621.4

Total 986.4 1,158.6 -14.9 1,290.8 -23.6

EBIT margin (%)

Automotive 7.9 11.2 10.4

Farm equipment 15.4 17.0 16.9

Others 47.3 2.0 6.4

Total 10.7 13.3 13.0
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SOTP  valuation

Particulars Remarks

Core business (MM+MVML) 990 At 13.5x FY16E earnings

Key investments

Tech Mahindra 248 Market cap

M&M FSL 139 Market cap

Mahindra Lifespace 17 Market cap

Mahindra Holiday Resort 31 Market cap

M&M Treasury Stocks 110 Market cap

Ssangyong 58 Market cap

CIE Automotive SA 22 Market cap

Mahindra CIE 18 Market cap

Value of subsidiaries before discount 643

After holdings 30% discount 450

Target Price 1,440

investor’s eye stock update

Update on new launches

M&M launched a new version of the successful model ie

Scorpio in Q2FY2015. The management stated that the

launch has received a positive response and garnered a

billing of 10,000 units in a month’s time. The company

has lost market share in the utility vehicle (UV) segment

largely due to absence of a compact UV in its portfolio.

M&M will be correcting this anomaly with the launch of

two compact UVs in CY2015. The company will also be

launching a small commercial vehicle next year. All the

three new products will be manufactured at the company’s

facility in Chakan, Maharashtra.

Outlook and valuation

The automotive segment has been a laggard for M&M over

the past six quarters given the weak consumer sentiment

and its absence in the fast growing compact UV segment.

While the launch of the new Scorpio should stabilise

volumes at current levels, any meaningful growth will only

be visible post the new launches in CY2015. The tractor

segment demand continues to remain weak and we have

further cut our volume estimates for the segment.

Additionally, prompted by the management commentary

on pressure on the margins due to higher discounts, wage

increases and new launch expenses, we have cut our

earnings estimates for FY2015 and FY2016 by 5.8% and

4.7% respectively. However, we remain positive on the

stock given its leadership position in the domestic tractor

and utility vehicle segments as well as value derived from

subsidiaries across business segments. We maintain a Buy

recommendation on the stock with a sum-of-the-parts

(SOTP)-based price target unchanged at Rs1,440.

Valuations (M&M + MVML)

Particulars* FY12 FY13 FY14 FY15E FY16E

Net sales (Rs cr) 31,370 38,357 38,817 43,023 49,752

Growth (%) 33.1 22.3 1.2 10.8 15.6

EBITDA (Rs cr) 4,150 5,329 5,248 5,884 6,744

EBITDA margin (%) 13.2 13.9 13.5 13.7 13.6

PAT (Rs cr) 2,889 3,544 3,852 4,016 4,632

Growth (%) 12.4 22.7 8.7 4.2 15.3

FD EPS (Rs) 46.4 57.5 62.2 63.7 73.3

P/E (x) 28.1 22.7 21.0 20.5 17.8

P/B (x) 6.3 5.1 4.4 3.8 3.2

EV/EBITDA (x) 20.0 15.5 15.5 13.6 11.5

RoE (%) 25.6 26.0 23.8 21.3 21.0

RoCE (%) 22.6 24.5 20.0 20.1 20.6

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

(%) 1m 3m 6m 12m

Absolute 5.5 15.0 57.9 143.1

Relative 2.7 9.5 27.8 83.9

to Sensex

Gateway Distriparks Reco: Buy

Stock Update

Rail division’s robust performance boosts earnings, price target revised to Rs340      CMP: Rs286

Price target: Rs340

Market cap: Rs3,109 cr

52 week high/low: Rs305/109

NSE volume: 3.3 lakh
(no. of shares)

BSE code: 532622

NSE code: GDL

Sharekhan code: GDL

Free float: 6.9 cr
(no. of shares)

Key points

� Gateway Distriparks Ltd (GDL)’s Q2FY2015 operating performance was boosted

by the rail division, which continued to show a robust performance (EBITDA up

by 78% YoY and net profit up by 2.8x). On the other hand, the CFS division

posted a weak operating performance (EBITDA margin down by 59BPS YoY and

net profit down by 3% YoY). Consequently, the consolidated operating profit

grew by 29.8% YoY. A strong operating performance of rail division led to the

consolidated net profit after minority interest and associate income to grow at

a 42% YoY.

� Snowman Logistics reported a healthy growth in the revenues (up by 39.5%)

due to capacity additions. The margin of the cold chain business declined by

619BPS while higher interest and depreciation costs dented the growth in the

earnings (down by 71%). The company has consolidated Snowman financials

line-by-line for July and August, however with effect from September it is

represented as income from associates.

� GDL continues to struggle to sustain its margins, though the demand has

recovered in its CFS business (especially at JNPT). However, the uptick in Kochi

and the commissioning of the Faridabad ICD facility would aid the recovery in

the stand-alone operations. The management also expects the improving trend

in the rail freight and cold chain subsidiaries to sustain. GDL is our preferred

pick in the logistics sector (owing to a range of services, leadership position in

the CFS and rail businesses, and a healthy balance sheet). Thus, we maintain

our Buy rating with a revised price target of Rs340.

Results (consolidated) Rs cr

Particulars Q2FY15 Q2FY14 YoY% Q1FY15 QoQ%

Net sales 291.2 250.0 16.4 278.2 4.7

Operating expenses 206.9 185.2 11.8 204.5 1.2

EBITDA 84.2 64.9 29.8 73.6 14.4

Depreciation 24.1 20.5 17.5 24.9 -3.4

Other income 4.4 4.5 -1.0 4.5 -1.9

Interest 6.9 6.6 4.1 8.3 -17.6

PBT 57.8 42.3 36.5 44.9 28.5

Taxes 9.9 5.2 91.4 6.7 49.3

Extraordinary item 0.0 0.0 0.0

RPAT 47.8 37.1 28.8 38.3 24.9

Minority interest 0.1 3.4 -97.8 1.4 -94.6

APAT 47.7 33.7 41.8 36.9 29.3

Margin (%)

EBITDA 28.9% 25.9% 298 BPS 26.5% 245 BPS

NPM 16.4% 13.5% 293 BPS 13.3% 313 BPS

Effective tax rate 17.2% 12.3% 493 BPS 14.8% 240 BPS

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

Segmental performance

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Revenue (Rs cr)

CFS JNPT 54.7 50.3 8.8 51.3 6.6

CFS others 33.2 26.4 25.8 26.6 24.9

Rail 171.3 138.8 23.4 150.8 13.6

Cold chain* 32.0 34.6 -7.4 49.5 -35.3

Total 291.2 250.0 16.4 278.2 4.7

EBITDA (Rs cr)

CFS JNPT 22.6 20.4 10.4 18.4 22.9

CFS others 14.7 12.6 17.3 11.3 30.3

Rail 40.3 22.6 78.2 32.3 24.9

Cold chain* 6.6 9.3 -28.5 11.7 -43.3

Total 84.2 64.9 29.8 73.6 14.4

PAT (Rs cr)

CFS JNPT 35.9 11.4 213.4 9.2 288.2

CFS others (15.4) 9.6 -260.7 7.1 -316.0

Rail 26.3 9.4 180.8 19.3 36.5

Cold chain* 1.0 3.3 -70.8 1.3 -25.0

Total 47.7 33.7 41.7 36.9 29.3

Volume (TEUs)

CFS JNPT 56,989 50,812 12.2 56,500 0.9

CFS others 45,598 33,395 36.5 40,052 13.8

Rail 67,706 50,936 32.9 57,380 18.0

Realisation (Rs/TEU)

CFS JNPT 9,591 9,890 -3.0 9,073 5.7

CFS others 7,275 7,898 -7.9 6,631 9.7

Rail 25,298 27,250 -7.2 26,288 -3.8

EBITDA margin (%)

CFS JNPT 41.3 40.7 62 35.8 547

CFS others 44.4 47.6 -320 42.6 182

Rail 23.5 16.3 723 21.4 214

Cold chain 20.7 26.8 -609 23.6 -294

Overall 28.9 25.9 298 26.5 246

*with effect from Sep 2014, Snowman numbers are not consolidated Line-by-Line

(Except 40.4 % of PAT is added).

Stand-alone business performance improves

GDL reported a 4% year-on-year (Y-o-Y) growth in its stand-

alone adjusted net profit on account of an improvement

in the earnings before interest, tax, depreciation and

amortisation (EBITDA) margin by 62 basis points (BPS) in

Q2FY2015. The company’s container freight station (CFS)

division at Jawaharlal Nehru Port Trust (JNPT) has been

facing a slowdown in demand and an intense competition

which resulted in lower realisations (down by 3% year on

year [YoY]), however the volume showed a 12% Y-o-Y

growth. Consequently, the stand-alone operating profit

improved by 10.4% YoY to Rs22.6 crore. The company

earned a dividend income of Rs24 crore from the Chennai

and Vishakhapatnam container freight stations (CFSs)

leading to a higher other income. After adjusting for the

same, the net profit improved by 4% YoY to Rs11.9 crore.

Rail freight division’s outperformance leads to profit

at consolidated level

The company’s rail division reported a strong growth of

23% YoY while the cold chain business posted a revenue

growth of 39.5% YoY. The consolidated revenues for the

quarter grew by 16.4% YoY to Rs291 crore. On the operating

profit margin (OPM) front, an improvement in the OPM of

the rail division (up by 723BPS, moving out of the non-

profitable short distance routes) led to an increase in the

overall consolidated margin by 298BPS YoY to 28.9%. After

providing for minority interest charge and associate

income, the consolidated net profit after minority interest

and associate income grew by 42% YoY to Rs47.7 crore.

s

Maintain Buy with a revised price target of Rs340

We continue to have faith in GDL’s long-term growth story

based on the expansion of each of its three business

segments, ie CFS, rail transportation and cold storage

infrastructure. The coming on stream of the Faridabad

facility and a strong operational performance will further

enhance the performance of the rail operations. The

expected turnaround in global trade should have a positive

impact on the CFS operations. We maintain our Buy rating

on the stock with a revised price target of Rs340 after

factoring in the higher volume and margins of the company’s

rail division. At the current market price, the stock trades

at 18.9x and 17.0x FY2015E and FY2016E earnings per share.

Performance across segments

Margin decline at other CFS divisions affects CFS divi-

sion overall

In Q2FY2015, the overall EBITDA margin of the CFS business

dipped by 59BPS YoY on an account of a steep decline in

the EBITDA margin at other CFS business. JNPT’s margin

improved by 62BPS YoY while the other CFS division

witnessed a margin erosion of 320BPS YoY.

Rail freight division continues its growth journey

The rail freight division witnessed a revenue growth of 23.4% YoY

in Q2FY2015 on account of a 32.9% increase in the volume, though

the realisation declined by 7.2% YoY. On a sequential basis, an 18%

increase in the volume and a 4% decline in the realisation led to a

14% revenue growth. However, the EBITDA margin improved by

723BPS YoY to 23.5% due to judicious use of hub and spoke model

and double stacking. The profit for the quarter grew by 2.8x YoY

to Rs26.3 crore. The management believes that the rail division

will be able to hold on to the margin in spite of the recent tariff

revisions on account of an increasing share of the export-import

(EXIM) trade, which has a faster turnaround time, and the

commencement of the double-stacking operations.
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investor’s eye stock update

Cold chain business earnings under pressure despite a

healthy operating performance

Snowman Logistics reported an increase of 39.5% YoY in its

Q2FY2015 revenues led by an increase in the capacity. The

EBITDA margin contracted by 619BPS YoY and 303BPS

quarter on quarter (QoQ) to 20.6%. An increase in the

capacity will result in operational efficiency, thereby

causing a margin expansion. However, the profit after tax

(PAT; before minority interest) went down by 71% to Rs1.0

crore, mainly due to the higher depreciation and interest

costs on the continuous expansion of the capacity. The

company has consolidated Snowman (40.4% stake) financials

line-by-line for July and August, however with effect from

September it is represented as income from associates.

Kochi CFS and ICD Faridabad to drive revenue growth

in FY2015

The CFS business at Kochi has stabilised and commenced

regular operations in Q1FY2015. It is likely to achieve an

optimum utilisation of its capacity of 4,000TEUs per month

during FY2015. The company has also commenced work on

an Inland Container Depot (ICD) at Faridabad with effect

from August 2, 2014. It expects to generate 2,000-

3,000TEUs per month during FY2015 and targets 10,000TEUs

per month one year down the line. The ICD at Ahmedabad

has received permission from the local authority and is

likely to commence operations in the next 18-24 months.

Maintain Buy with a revised price target of Rs340

We continue to have faith in GDL’s long-term growth story

based on the expansion of each of its three business

segments, ie CFS, rail transportation and cold storage

infrastructure. The coming on stream of the Faridabad

facility and a strong operational performance will further

enhance the performance of the rail operations. The

expected turnaround in global trade should have a positive

impact on the CFS operations. We maintain our Buy rating

on the stock with a revised price target of Rs340 after

factoring in the higher volume and margins of the company’s

rail division. At the current market price, the stock trades

at 18.9x and 17.0x FY2015E and FY2016E earnings per share.

Valuations (consolidated)

Particulars FY2012 FY2013 FY2014 FY2015E* FY2016E*

Sales (Rs cr) 817 950 1,008 1,071 1,080

Growth Y-o-Y  % 36 16 6 6 1

EBITDA (Rs cr) 244 240 259 302 319

Margin % 29.9 25.2 25.7 28.2 29.5

Adj. net profit (Rs cr) 132 127 142 164 182

EPS (Rs) 12.2 11.7 13.1 15.1 16.8

Growth Y-o-Y  % 36 (4) 12 15 11

PER (x) 23.5 24.5 21.9 18.9 17.0

EV/EBITDA (x) 12.5 13.6 12.7 10.5 9.9

P/BV (x) 4.1 3.9 3.7 3.5 3.3

RoCE (%) 16.4 14.2 13.3 14.6 16.2

RoNW (%) 18.4 16.5 17.5 19.0 20.1

*Adjustment in accounting of Snowman Logistics from Subsidiary to Associate company

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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Union Bank of India Reco: Hold

Stock Update

Asset quality weakens, maintain Hold rating CMP: Rs226

Price target: Rs250

Market cap: Rs14,337 cr

52 week high/low: Rs260/101

NSE volume: 52.9 lakh
(no. of shares)

BSE code: 532477

NSE code: UNIONBANK

Sharekhan code: UNIONBANK

Free float: 25.1 cr
(no. of shares)

Key points

� Union Bank of India (Union Bank) reported a subdued performance on the earnings

front as slower growth in NII and higher provisions affected profitability. Advances

growth was muted and net interest margins also declined by 7BPS QoQ to 2.53%

which affected growth in NII.

� Asset quality disappointed again as reported gross and net NPAs increased to 4.69%

and 2.71% respectively. This was contributed by slippages of Rs1,968 crore (Rs1,274

crore in Q1FY2015). The bank also restructured Rs931 crore worth of loans in

Q2FY2015. The provision coverage declined to 57.97% vs 58.92% in Q1FY2015.

� Union Bank’s earnings are expected to remain sluggish (expect RoAs of 0.5% in

FY2016) due to higher NPA stress and slower advances growth. The bank has relatively

higher proportion of stressed loans (restructured loans + gross NPA) which remains

a concern. We therefore maintain Hold rating with a price target of Rs250.

Results Rs cr

Particulars Q2FY2015 Q2FY2014 YoY % Q1FY2015 QoQ %

Interest income 7,943.4 7,271.1 9.2 7,856.2 1.1

Interest expense 5,858.9 5,316.7 10.2 5,739.0 2.1

Net interest income 2,084.4 1,954.5 6.6 2,117.2 -1.5

Non-interest income 811.3 611.2 32.8 691.4 17.3

Fee income 448.0 371.2 20.7 339.0 32.2

Forex income 196.0 74.0 164.9 152.0 28.9

Treasury profit 75.0 95.0 -21.1 99.0 -24.2

Misc. income 92.0 71.0 29.6 102.0 -9.8

Net total income 2,895.8 2,565.6 12.9 2,808.6 3.1

Operating expenses 1,561.8 1,340.7 16.5 1,436.6 8.7

Employee expenses 944.3 806.7 17.1 919.4 2.7

Other operating expenses 617.5 534.0 15.6 517.2 19.4

Pre-provisioning profit 1,333.9 1,224.9 8.9 1,371.9 -2.8

Provisions 785.4 936.8 -16.2 392.8 99.9

Profit before tax 548.5 288.2 90.3 979.1 -44.0

Tax 177.2 80.1 121.3 315.0 -43.8

Profit after tax 371.3 208.1 78.4 664.1 -44.1

Asset quality

Gross NPLs 11,461.6 8,060.7 42.2 10,231.8 12.0

Gross NPLs (%) 4.69 3.64 105 BPS 4.27 42 BPS

Net NPLs 6,449.1 4,670.3 38.1 5,763.6 11.9

Net NPLs (%) 2.71 2.15 56 BPS 2.46 25 BPS

Capital adequacy (%)

CAR 10.30 9.72 58 BPS 10.41 -11 BPS

Tier I 7.31 7.11 20 BPS 7.37 -6 BPS

Key reported ratios (%)

NIM 2.53 2.54 -1 BPS 2.60 -7 BPS

CASA 28.71 28.25 47 BPS 29.11 -39 BPS

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

Operating performance weakens

The net interest income grew by 6.6% year on year (YoY;

lower than estimates) mainly due to increase in the cost of

deposits (13BPS quarter on quarter [QoQ] to 7.37%) and

fall in investment yields (11BPS QoQ to 7.48%).  The overall

net interest margins (NIMs) declined by 7BPS QoQ to 2.53%

while the domestic NIMs declined to 2.60%. The advances

growth is largely in-line with the industry and is driven by

small and medium enterprises (SME) and agricultural

advances (up by 32% and 30% YoY respectively).

Non-interest income up by 32.8% YoY driven by forex

and fee income

The overall non-interest income increased by 32.8% YoY mainly

driven by a sharp uptick in the foreign exchange (forex) income

(up by 164.9% YoY). The fee income also showed a strong

growth of 20.7% YoY. However,the treasury profits declined

by 21% YoY. On the other hand, cost to income ratio remained

high due to higher employee and overhead expenses.

Valuations and outlook

Union Bank’s earnings are expected to remain sluggish

(expect return on assets [ROAs] of 0.5% in FY2016) due to

higher NPA stress and slower advances growth. The bank has

relatively higher proportion of stressed loans (restructured

loans + gross NPA) which remains a concern. We therefore

maintain Hold rating with a price target of Rs250.

Advance growth

Sharp rise in fresh NPAs additions

The fresh non-performing asset (NPA) additions

increased to Rs1,968 crore (vs Rs1,274 crore in

Q1FY2015) mainly contributed by two accounts, one

from cement sector and the other from textile sector,

together worth Rs700 crore led to a rise in the reported

NPAs. In addition, the bank restructured Rs931 crore

worth of advances in Q2FY2015, taking the total

restructured loans to 6.99% of the book. The bank has

around 1,600 crore of loans in pipeline for restructuring.

The provision coverage ratio declined to 57.97% vs

58.92% in Q1FY2015. Given that the banks higher

exposure to troubled sectors like infrastructure and

higher proportion of stressed loans, the asset quality

remains a concern.
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Profit and Loss statement Rs cr

Particulars FY12 FY13 FY14E FY15E FY16E

Net interest income 6,909 7,543 7,879 8,951 10,201

Non-interest income 2,332 2,552 2,822 3,287 3,733

Net total income 9,241 10,095 10,701 12,238 13,934

Operating expenses 3,986 4,512 5,483 6,358 7,365

Pre-provisioning profit 5,255 5,583 5,218 5,880 6,569

Provisions 2,541 2,518 3,151 3,073 3,346

Profit before tax 2,714 3,065 2,067 2,806 3,224

Tax 926 906 371 870 999

Profit after tax 1,788 2,159 1,696 1,936 2,224

Balance sheet Rs cr

Particulars FY12 FY13 FY14E FY15E FY16E

Liabilities

Networth 14,522 17,185 18,475 19,847 21,551

Deposits 222,869 263,762 297,676 334,885 381,769

Borrowings 18,020 23,908 29,317 28,465 30,542

Other liabilities 6,800 7,006 8,313 8,495 9,303

& provisions

Total liabilities 262,211 311,861 353,781 391,692 443,165

Assets

Cash & balances 11,634 10,763 18,420 17,414 17,561

with RBI

Balances with banks 4,042 5,447 4,653 4,909 5,032

& money at call

Investments 62,364 80,830 93,723 105,332 116,263

Advances 177,882 208,102 229,104 254,306 293,723

Fixed assets 2,336 2,479 2,608 2,739 2,876

Other assets 3,955 4,239 5,272 6,993 7,710

Total assets 262,211 311,861 353,781 391,692 443,165

Financials

Key ratios

Particulars FY12 FY13 FY14E FY15E FY16E

Per share data (Rs)

Earnings 32.5 36.2 26.9 30.7 35.3

Book value 235.9 262.9 270.0 291.7 318.8

Adj. book value 181.0 206.7 185.2 204.9 229.4

Dividend 8.0 8.0 4.0 6.1 7.1

Spreads (%)

Yield on advances 9.7 9.9 9.9 9.7 9.6

Cost of deposits 6.3 6.8 7.1 6.6 6.6

Net interest margins 3.2 3.0 2.8 2.8 2.7

Operating ratios (%)

Credit to Deposit 79.8 78.9 77.0 75.9 76.9

Cost to income 43.1 44.7 51.2 52.0 52.9

CASA 31.3 31.0 29.5 29.5 29.5

Non-interest income/ 25.2 25.3 26.4 26.9 26.8

total income

Assets/Equity (x) 18.3 18.1 18.7 19.5 20.2

Return ratios (%)

RoE 13.2 13.6 9.5 10.1 10.7

RoA 0.7 0.8 0.5 0.5 0.5

Asset quality ratios (%)

Gross NPA 3.0 3.0 4.1 4.0 3.9

Net NPA 1.7 1.6 2.3 2.2 1.9

Growth (%)

Net interest income 11.1 9.2 4.5 13.6 14.0

Pre-provisioning profit 22.1 6.2 -6.5 12.7 11.7

Profit after tax -14.0 20.7 -21.4 14.1 14.9

Advances 17.8 17.0 10.1 11.0 15.5

Deposits 10.1 18.3 12.9 12.5 14.0

Valuation ratios (%)

P/E 6.9 6.2 8.4 7.3 6.4

P/BV 1.0 0.9 0.8 0.8 0.7

P/ABV 1.2 1.1 1.2 1.1 1.0

Capital adequacy (%)

CAR 11.8 11.4 10.8 8.3 7.8

Tier I 8.4 8.2 7.5 5.9 5.7
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Glenmark Pharmaceuticals Reco: Hold

Stock Update

Weaker sales in US slows growth in Q2; Hold maintained CMP: Rs719

Price target: Rs805

Market cap: Rs19,501 cr

52 week high/low: Rs790/487

NSE volume: 6.8 lakh
(no. of shares)

BSE code: 532296

NSE code: GLENMARK

Sharekhan code: GLENMARK

Free float: 14.0 cr
(no. of shares)

Key points

� Glenmark Pharma reported a moderate performance in Q2FY2015, as reflected

in a 14.9% growth in the net sales, a nearly 100-BPS decline in the core OPM to

19.9% (the lowest in five quarters) and a 6.7% growth in the adjusted net profit.

� Though a 139% jump in the Latin American business, a 25% growth in the European

operations and a 57.8% jump in the API business were a positive surprise, the

disappointment came mainly from a 9% decline in the US business and a stagnant

business in the RoW markets.  The Indian formulation business witnessed a

14.5% growth during the quarter. Its novel molecule GRC 17536 has shown positive

data in Phase-II clinical trials which provides an out-licencing opportunity.

� While the management maintained a guidance of a 16-18% growth and nearly

Rs1,500 crore of operating profit for FY2015, it indicated a stronger performance

in FY2016 and FY2017 on strong traction in the US business. We have fine-tuned

our estimates but maintained our price target of Rs805 and Hold rating on the

stock.

investor’s eye stock update

Results Rs cr

Particulars Q2FY2015 Q2FY2014 YoY % Q1FY2015 QoQ %

Net sales 1,680.7 1,463.4 14.9 1,486.9 13.0

  Net core business sales 1,680.7 1,451.6 15.8 1,457.0 15.4

Expenditure 1,345.5 1,147.7 17.2 1,144.6 17.5

Operating profit 335.2 315.7 6.2 342.3 (2.1)

  Core Operating profit 335.2 303.9 10.3 312.4 7.3

Other Income 1.0 13.8 (93.0) 3.5 (72.0)

EBITDA 336.2 329.5 2.0 345.8 (2.8)

Interest 51.0 48.5 5.3 48.1 6.1

Depreciation 65.0 60.5 7.4 65.1 (0.1)

PBT 220.2 220.5 (0.1) 232.6 (5.4)

Taxes 55.2 62.8 (12.2) 47.7 15.6

Adj.PAT 165.1 154.7 6.7 184.8 (10.7)

Reported PAT 165.1 154.7 6.7 184.8 (10.7)

 Core PAT 165.0 145.9 13.1 155.0 6.5

EPS 6.1 5.7 6.4 6.8 (10.7)

  Core EPS 6.1 5.4 12.7 5.7 6.5

Margins bps bps

OPM % 19.9 21.6 (163) 23.0 (308)

  Core OPM % 19.9 20.9 (99) 21.4 (150)

EBIDTA % 20.0 22.5 (251) 23.3 (325)

PATM  % 9.8 10.6 (75) 12.4 (261)

Tax rate % 25.1 28.5 (343) 20.5 454
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US market disappoints in Q2; expect better traction ahead

During the second quarter of FY2015, the US business of

Glenmark Pharmaceuticals (Glenmark) dropped by 9% year

on year (YoY) to Rs507.6 crore, mainly due to competition

in the base business and a lack of any significant

contribution from the new product launches. The company

got approvals for two products during the quarter, namely

Telmisartan tablets and Fluocinonide cream.

However, the company is expected to see a better traction

in H2FY2015, as the contribution from the new products

will increase. However, a significant improvement can only

be visible in FY2016 and FY2017, when most of the key

products in the pipeline including the generic Tarka (February

2015; market size $90 million) and Zetia (December 2016;

market size $1.5 billion) would be launched.

As of date, the company has a total of 72 abbreviated

new drug applications (ANDAs) pending approval from the

US Food and Drug Administration (USFDA) including 30

ANDAs filed under para-IV. The company is authorised to

distribute 93 ANDAs in the US market.

Devaluation of rupee affects performance in RoW market,

environment is likely to stay challenging in near term

The revenues from Africa, Asia and the Commonwealth

of Independent States (CIS) region (ie Rest of the World

[RoW]) remained flat at Rs174 crore during the quarter

despite a healthy performance in Russia in local currency

terms. The devaluation in the currency of Russia and a

subdued business environment in Ukraine and its

neighbouring regions affected the performance.

The African region posted a good secondary sales growth

and performed well in the second quarter. The units in

South Africa, Nigeria and Kenya grew by 67%, 54% and 82%

respectively. However, the Asina region grew moderately

(a 12% growth in secondary sales) during the quarter.

Going forward, while the new launches in Russia will

continue to boost the secondary sales, the political

instability in the Ukraine region is set to affect the overall

performance of Glenmark. The other regions are likely to

see a healthy growth in the subsequent quarter.

Positive surprise from Latin American business; revenue

level to sustain with over 20% growth rate

Latin American business of the company posted a 139%

jump in revenue to Rs230.9 crore, mainly driven by new

products launches in Mexico and Venezuela, which grew

by more than 200% and 300% respectively.

The management has indicated that the level of revenue

achieved in Q2FY2015 from Latin American business is

sustainable and it may achieve over 20% growth over new

revenue base.

Domestic formulation business remains healthy

The company posted a growth of 14.5% in the revenues

from the domestic formulation business to Rs478.20 crore.

It maintained its 19th rank in the domestic formulation

business while witnessing an expansion in the market share

in the key therapeutic segments like cardiac, respiratory,

ant-infective, anti-diabetic and dermatology.

The management has given a guidance of a 17-20% growth

in the domestic business for the full year (vs a 17% growth

in H1FY2015).

Revenue break-up (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

India 478.2 417.7 14.5 397.2 20.4

RoW 174.0 174.0 0.0 211.3 (17.6)

Europe 130.6 104.4 25.1 97.7 33.6

Latin America 230.9 96.6 139.0 117.6 96.3

NCE Income - 11.8 29.9

API 159.5 101.1 57.8 144.5 10.4

USA 507.6 557.9 (9.0) 488.7 3.9

Total consolidated 1,680.7 1,463.4 14.9 1,486.9 13.0

revenue

Higher employees cost affects operating profits

The core operating profit margin (OPM) slipped by 99 basis

points (BPS) to 19.9% (which is the lowest in five quarters)

in Q2FY2015. The decline in the OPM is mainly attributed

to a higher employee cost, which rose to 21.1% of the net

sales from 18.2% of the net sales in Q2FY2014.

Cost analysis table (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Adjusted material cost 549 486.9 12.9 447.2 22.9

     % of core net sales 32.7 33.5 30.7

Employee Expenses 355 264 34.3 276 28.5

     % of core net sales 21.1 18.2 19.0

Other expenses 441 396 11.2 421 4.7

     % of core net sales 26.2 27.3 28.9

Total 1,345 1,148 17.2 1,145 17.5

Lower effective tax rate helps report a 6.7% growth in

adjusted net profit

The profit before tax of the company remained flat at

Rs220 crore during the quarter. However, the effective
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Status of R&D pipe line

Compound Primary Indication Target Partnerships/ Status
Alliances

Crofelemer Anti-diaorrhea CFTR inhibitor In-licensed from Has made additional filings in some of the emerging

Napo Pharma markets; additionally, it has submitted the protocol of

the proof-of-concept paediatric clinical trial for acute

watery diaorrhea and is awaiting approval; the

Aurangabad API manufacturing site (will supply API for

Crofelemer) also received the USFDA approval in

August 2014

GRC 17536 Neuropathic pain, TRPA 1 Completed Phase-I study in the Netherlands; the

respiratory disorders Inhibitor molecule has shown positive data in a Phase-IIa proof of

concept study in patients with painful diabetic

neuropathy conducted in Europe and India

GBR 500 Crohn’s disease, VLA-2 Out-licenced The Phase-II studies which are conducted by Sanofi are

multiple sclerosis, Antagonist to Sanofi currently on for multiple sclerosis

inflammatory disorders

GBR 900 Pain TrKA Antagonist A Phase-I clinical trial has been initiated in the UK

GRC 27864 Chronic inflammatory targets Option agreement Glenmark has completed preclinical studies and Phase I

conditions/pain Microsomal with Forest trial enabling GLP studies for its selected lead

Prostaglandin Laboratories molecule, GRC 27864, and filed a Phase I application

E synthase-1 for first-in-human trial  with the MHRA, UK; the

(mPGES-1) Phase-I studies are currently on

GBR 1302 Oncology indications a HER2xCD3 GBR 1302 is presently in preclinical  development and

bispecific Glenmark expects to obtain approval for the initiation

antibody of clinical  studies during FY2015

GBR 830 Autoimmune diseases anti-OX40 Phase I enabling toxicity studies for GBR 830 have been

monoclonal completed and Glenmark has initiated a Phase-I study

antibody in the Netherlands, Europe

tax rate declined to 25.1% during the quarter from 28.5%

in Q2FY2014 which helped the company to record a 6.7%

growth in the adjusted net profit.

Noticeable progress in GBR 17360, clinical trial improves

prospects of out-licencing

While most of research and development (R&D) pipeline

of the company progressed at a snail’s pace during the

quarter, its novel molecule GRC 17536 witnessed a

noticeable progress. The GRC 17536 has shown positive

data in a Phase-IIa proof of concept study in patients with

painful diabetic neuropathy conducted in Europe and

India. The encouraging clinical trial data opens the door

for out-licencing. The management is in active discussions

with interested players to forge the out-licencing deals.

We have fine-tuned estimates but maintained price

target and Hold rating on the stock

We have reduced our earnings estimates by 9.8% and 5.1%

for FY2015 and FY2016 respectively, mainly to factor the

subdued performance in the USA and the decline in the

OPM during the quarter. However, we have broadly

marinated our estimates for FY2017. Therefore, we keep

our price target intact at Rs805, which represents Rs750

for the base business (14x FY2017E earnings per share

[EPS]) and Rs55 for the R&D pipeline. Given a limited

upside from the current market price, we maintain our

Hold rating on the stock.
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Revised estimates Rs cr

Old New Var %

Particulars FY15E FY16E FY17E FY15E FY16E FY17E FY15E FY16E FY17E

 Net Sales 7,037 8,209 9,654 7063 8362 9979 0.4 1.9 3.4

 Net core business sales 6,977 8,209 9,654 7003 8362 9979 0.4 1.9 3.4

Operating profit 1,680 1,980 2,339 1565 1901 2344 (6.8) (3.9) 0.2

 Core Operating profit 1,620 1,980 2,339 1505 1901 2344 (7.1) (3.9) 0.2

OPM % 23.9 24.1 24.2 22.2 22.7 23.5 (7.2) (5.7) (3.1)

 Core OPM % 23.2 24.1 24.2 21.5 22.7 23.5 (7.4) (5.7) (3.1)

 Other income 30 30 30 30 30 30 - - -

 EBIDTA 1,710 2,009 2,370 1,595 1,931 2,374 (6.7) (3.9) 0.2

 Interest 187 175 163 187 175 163 - - -

 Depreciation 271 292 336 271 292 336 - - -

 PBT 1,252 1,542 1,870 1,137 1,464 1,875 (9.2) (5.1) 0.3

 Tax 275 339 411 250 322 413 (9.2) (5.1) 0.3

 Effective tax rate % 22 22 22 22 22 22

 Adjusted PAT 973 1,199 1,454 883 1138 1458 (9.2) (5.1) 0.3

 Adjusted core PAT 918 1,199 1,454 828 1138 1458 (9.8) (5.1) 0.3

 EPS 35.9 44.2 53.6 32.6 42.0 53.7 (9.2) (5.1) 0.3

 Core EPS 33.8 44.2 53.6 30.5 42.0 53.7 (9.8) (5.1) 0.3

Valuations (consolidated)

Particulars FY2013 FY2014 FY2015E FY2016E FY2017E

Net operating income (Rs cr) 5,012.4 5,983.9 7,062.8 8,361.9 9,978.8

Adj. Net profit (Rs cr) 614.8 759.8 883.1 1,138.0 1,457.6

Core net profit (Rs cr) 569.5 726.2 827.9 1,138.0 1,457.6

Shares in issue (cr) 27.1 27.1 27.1 27.1 27.1

EPS (Rs) 22.7 28.0 32.6 42.0 53.7

Core EPS (Rs) 21.0 26.8 30.5 42.0 53.7

PER (x) 31.7 25.7 22.1 17.1 13.4

Core PER (x) 34.2 26.9 23.6 17.1 13.4

Cash EPS (Rs) 27.4 36.0 42.5 52.7 53.7

EV/EBIDTA (x) 21.0 17.1 13.7 10.6 8.4

Book value (Rs/share) 102.0 110.0 139.9 179.1 230.2

P/BV (x) 7.0 6.5 5.1 4.0 3.1

Mcap/sales 3.9 3.3 2.8 2.3 2.0

RoCE (%) 18.7 17.2 18.8 20.7 22.4

RoNW (%) 22.3 25.5 23.3 23.4 23.4

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

investor’s eye stock update
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