
Visit us at www.sharekhan.com November 05, 2014

Index

� Market Outlook >> Scaling new heights

� Stock Update >> Greaves Cotton

� Stock Update >> V-Guard Industries

� Stock Update >> IRB Infrastructure Developers

� Stock Update >> Thermax

� Stock Update >> Jyothy Laboratories

� Stock Update >> Zydus Wellness

For Private Circulation only

Regd Add: Sharekhan Limited, 10th Floor, Beta Building, Lodha iThink Techno Campus, Off. JVLR, Opp. Kanjurmarg Railway Station, Kanjurmarg (East),

Mumbai – 400042, Maharashtra. Tel: 022 - 61150000. Fax: 67481899; E-mail: publishing@sharekhan.com; Website: www.sharekhan.com; CIN:

U99999MH1995PLC087498. Sharekhan Ltd.: SEBI Regn. Nos. BSE- INB/INF011073351 ; CD-INE011073351; NSE– INB/INF231073330 ; CD-INE231073330;

MCX Stock Exchange- INB/INF261073333 ; CD-INE261073330; DP-NSDL-IN-DP-NSDL-233-2003 ; CDSL-IN-DP-CDSL-271-2004 ; PMS-INP000000662 ; Mutual

Fund-ARN 20669 ; Commodity trading through Sharekhan Commodities Pvt. Ltd.: MCX-10080 ; (MCX/TCM/CORP/0425) ; NCDEX-00132 ; (NCDEX/TCM/

CORP/0142) ; NCDEX SPOT-NCDEXSPOT/116/CO/11/20626;  For any complaints email at igc@sharekhan.com ; Disclaimer: Client should read the Risk

Disclosure Document issued by SEBI & relevant exchanges and Do’s & Don’ts by MCX & NCDEX and the T & C on www.sharekhan.com before investing.



2Sharekhan Home NextNovember 05, 2014

investor’s eye market outlook

Market Outlook

Scaling new heights
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It’s only getting better: The easing of commodity prices

and renewed policy activism by the Bharatiya Janata Party

(BJP)-led government at the centre are only adding to an

already favourable setting for the Indian equity market.

The plummeting crude oil prices and soft coal prices are

a godsend to an energy-starved country like India and have

eased the concerns related to the curtailment of the

country’s current account deficit and inflationary pressure.

Moreover, BJP’s impressive performance in the recent state

elections has increased the assertiveness of the central

government to announce more reforms (like deregulation

of diesel prices, changes in labour laws and gas price hike)

which calls for celebrations in the equity market.

Globally too, liquidity concerns easing out: In addition

to the short-term impact of the geopolitical concerns

related to the conflict in the Middle-East, the withdrawal

of quantitative easing in the USA at a time of unexpected

weakness in the economies of Europe and China has raised

concerns related to the revival of the global economy and

a possible tightening of global liquidity. However, the

Japanese central bank has announced another stimulus

package (in addition to the measures it has raised the

annual asset purchases to JPY80 trillion from ~JPY50

trillion earlier). The European Central Bank is also

expected to follow with its own stimulus programme to

support the frail European economy.

Corporate earnings recover but lag heightened

expectations: The corporate earnings growth on a broader

market basis (of BSE 100 companies) has been on expected

lines. It has moved to double digits and is showing distinct

signs of improvement. Growth is now getting more broad-

based, with the export-based sectors, which were driving

the earnings earlier (due to currency benefits), getting

substituted by the domestic-demand based sectors whose

contribution has gone up. The policy push coupled with a

likely easing of interest rates could further aid an earnings

expansion. However, the earnings growth could fall short

of the Street’s heightened expectations (at least in certain

cyclical sectors where a swift recovery is expected by a

section of the market). Going ahead, worsening of the

global macros is the biggest risk to the potential surge in

the earnings growth to a high double-digit level by the

next fiscal, as has been built in the market expectations.

So far so good; seasonally strong period to support

uptrend: After a breather in October, the Indian stock

market indices seem to have resumed their uptrend on

the back of strong foreign fund inflows as well as inflows

from the domestic institutions. We see little scope for

the dampening of the sentiment with the market entering

a seasonally strong period (a possible year-end rally cannot

be ruled out) and the central government looks set to get

the reforms ball rolling in the forthcoming winter session

of the Parliament followed by the Union Budget for 2015-

16 in February 2015. The valuations are also supportive

with the Sensex trading at close to 16x one-year forward

earnings, which is not expensive given the all-round

positives for the Indian equity market.

Risk to our call: Unexpectedly negative global cues

(including the inability of western nations to control an

outbreak of Ebola) seem to be one of the biggest risks to

the continued uptrend in the Indian equity market.
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Favourable policy environment and improving sentiments

to revive economic growth

In the past few weeks, the government has announced several

reforms (mainly in the energy sector) as well as expedited

some other reforms. The impressive performance of the ruling

party (ie the BJP) in the recent state elections has increased

the assertiveness of the central government to roll out more

reforms. With over 60 bills likely to be presented in the

Parliament (including critical bills like the ones on the goods

and services tax (GST), insurance, e-auction of coal mines,

and land and labour reforms), the policy environment is

getting better. Moreover, expectations are also high from

the Union Budget for 2015-16, which is expected to announce

new initiatives to revive growth. On the other hand, other

factors such as moderation in inflation, shrinking bond yields

and softening of commodity prices have been supportive of

the recovery in the economy. In our view, this should help

the government to sustain the uptrend in growth even if the

global economy slows down moderately.

GDP growth

Source:  Bloomberg, Sharekhan Research

Fiscal situation getting better

Leading rating agency Standard & Poor’s has recently

upgraded its outlook on India to “stable” from “negative”

due to the government’s efforts to check the fiscal deficit

and revive investment activity. Given the sharp moderation

in fuel prices and deregulation of diesel,  possibly healthy

proceeds from divestments (on the back of a buoyant

capital market) and a reduction in the plan expenditure

will help the government to control the fiscal deficit. The

structural reforms on subsidies (direct benefit transfer)

and taxation (GST) will ensure fiscal discipline for future.

Bond yield shrink, eye on RBI’s monetary policy

With an increase in domestic liquidity and efforts to reduce

subsidies, the bond yields have moderated by ~60 basis points

from the levels at the beginning of the fiscal.  Banks have also

begun to lower the deposit rates and there has been drop in

the borrowing cost in the system. However, the Reserve Bank

of India (RBI) has maintained a firm stance on interest rates

due to higher Consumer Price Index (CPI) inflation. Going ahead,

a decline in inflation (both CPI, and Wholesale Price Index) and

softening of crude oil prices could result in dovish signals from

the RBI in the forthcoming policy review (scheduled for

December 2, 2014) and rate cuts may come in earlier than

expected which, in turn, could fuel growth in the economy.

Consensus earnings estimates factor high double-digit growth

The Q2FY2015 results season has so far shown earnings growth

in double digits which is largely on the expected lines. More

importantly, the earnings breadth is improving and may

gather pace with a recovery in the economy. While earnings

estimates in some sectors have undergone downward

revisions,  the FY2016 consensus earnings estimate for the

Sensex has been revised marginally upwards in Q2FY2015

(it has been revised upward by about 5% since the beginning

of the fiscal) which is significant. Presently, the market is

factoring in a high-double digit growth in the Sensex earnings

in FY2016 after taking into consideration a revival in the

economy and the impact of policy measures.  Going ahead,

an expansion in the operating profit margins and a likely

decline in the interest rates could further aid an earnings

expansion.

8.0

8.2

8.4

8.6

8.8

9.0

9.2

1-
A

pr
-1

4

15
-A

pr
-1

4

29
-A

pr
-1

4

13
-M

ay
-1

4

27
-M

ay
-1

4

10
-J

un
-1

4

24
-J

un
-1

4

8-
Ju

l-1
4

22
-J

ul
-1

4

5-
A

ug
-1

4

19
-A

ug
-1

4

2-
S

ep
-1

4

16
-S

ep
-1

4

30
-S

ep
-1

4

14
-O

ct
-1

4

28
-O

ct
-1

4

G-Sec 10-year yield

Source:  Bloomberg, Sharekhan Research

Inflation (%)

Source:  Bloomberg, Sharekhan Research

1750

1770

1790

1810

1830

1850

1870

1890

1910

A
pr

-1
4

M
ay

-1
4

Ju
n-

14

Ju
l-1

4

A
ug

-1
4

S
ep

-1
4

O
ct

-1
4

N
ov

-1
4

FY2016 Sensex’ consensus earnings estimate

Source:  SEBI, Sharekhan Research



4Sharekhan Home NextNovember 05, 2014

investor’s eye market outlook

0

5000

10000

15000

20000

25000

30000

35000

40000

Ja
n-

14

F
eb

-1
4

M
ar

-1
4

A
pr

-1
4

M
ay

-1
4

Ju
n-

14

Ju
l-1

4

A
ug

-1
4

S
ep

-1
4

O
ct

-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.

Global issues remain, though India tactically better placed

At the global level, Europe and China have emerged as pain

points which could hinder the global recovery (International

Monetary Fund, World Bank etc have lowered their global

economic growth forecasts recently). The outbreak of the

deadly disease Ebola in the African nations only adds to the

uncertainty. Fears of a global slowdown have partly contributed

to the sharp fall in the crude oil prices, though the lower

crude oil prices tactically favour India over the other emerging

markets like Brazil.  The withdrawal of the quantitative easing

programme by the US Federal Reserve should not have any

material impact as the other major central banks (European

Central Bank, Bank of Japan) continue with their deep

monetary easing. On the other hand, with a handle on the

twin deficits (current account deficit, fiscal deficit) and an

improving domestic growth-inflation scenario, India is more

immune to external shocks compared with its emerging market

peers. The foreign investors are mostly overweight on India

and foreign fund inflows remain healthy.

Net FII flows (Rs cr)

Source:  SEBI, Sharekhan Research
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Valuations reasonable, outlook robust

The Indian stock market indices have outperformed and

are at life-time highs helped by the increased confidence

of the foreign investors in the reform programme of the

government and the participation of the domestic

institutions. Traditionally, the Indian equity market has

fared better than its peers in the event of a pull-back in

equities and traded at a premium to the others. Going

ahead, the local positives (in terms of improving macros

and a better policy environment) should not only cushion

the Indian market from possible global tremors but also

trigger a fresh rally in a seasonally strong period.
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Price performance

(%) 1m 3m 6m 12m

Absolute 1.1 21.3 61.7 128.4

Relative -3.7 10.6 28.4 71.3

to Sensex

Greaves Cotton Reco: Buy

Stock Update

FY2016 financials to reflect hiving off of loss making units; maintain Buy CMP: Rs139

Price target: Rs155

Market cap: Rs3,419  cr

52 week high/low: Rs145/57

NSE volume: 1.3 lakh
(no. of shares)

BSE code: 501455

NSE code: GREAVESCOT

Sharekhan code: GREAVESCOT

Free float: 11.8 cr
(no. of shares)

Key points

� After the dismal operating performance in the past four consecutive quarters,

Greaves Cotton Ltd (GCL) is back on track again with OPM expansion of 150BPS

YoY (due to lower contribution from loss-making construction division) and better

operating leverage, which led to an 11.5% Y-o-Y growth in Q2FY2015 operating

profit. The net profit after adjusting for an exceptional loss of Rs14.8 crore

(Rs10.4 crore after tax) increased by 17.4% YoY to Rs37.7 crore during the

quarter.

� The company reported a 16% volume growth in its core three-wheeler engine

business during the quarter. The small commercial vehicle (SCV) business is

expected to bottom-out in the coming quarters and we expect a revival in

FY2016. Additionally, the company is in the process of expanding its engine

range and offering solution for higher tonnage vehicles (upto 3mt). By Q4FY2015,

the management expects a complete roll-out of its genset range (CPCB II

compliant) and it hopes to expand the market share, given its technologically

superior products.

� During the quarter the company took a strategic decision to exit the loss-making

construction equipment division (~5-6% of revenues) and focus on the core

engine business which augurs well for profitability, to be visible in FY2016.

Additionally, the launch of innovative design engines and cost saving measures

along with improving working capital cycle would bring more synergy to its

overall financial performance. We have broadly maintained our earnings estimate

for FY2015 and FY2016, and retain our Buy rating on the stock with a price

target of Rs155 (18x FY2016 EPS).

Results Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Revenues 441.3 448.1 -1.5 422.5 4.4

Total  expenditure 385.1 397.6 -3.2 375.7 2.5

Operating profit 56.2 50.4 11.5 46.8 20.1

Other income 5.9 6.4 -7.9 4.4 33.1

Interest 0.3 1.2 -79.3 0.2 8.7

Depreciation 13.3 10.4 27.4 10.9 22.1

PBT 48.6 45.2 7.5 40.2 21.1

Tax 11.0 13.2 -16.6 10.8 1.7

Adjusted PAT 37.7 32.1 17.4 29.4 28.2

Adjusted EPS 1.5 1.3 1.2

Reported PAT 27.3 -8.0 NA 28.7 -5.0

OPM (%) 12.7 11.3 11.1

investor’s eye stock update
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Muted top-line; strong Q2 operating performance

GCL’s revenues declined by 1.5% year on year (YoY) to

Rs441.3 crore. The growth in the engine segment revenues

(up by 1.8% YoY) was fully offset by a 57.7% year-on-year

(Y-o-Y) decline in the revenues of the infrastructure

equipment segment. The operating profit margin (OPM)

expanded by 150 basis points (BPS) YoY mainly due to a

lower RM costs and employee cost as a percentage of the

total revenues and lower contribution from construction

equipment division (3% vs 6% earlier). The earnings before

interest, tax, depreciation and amortisation (EBITDA) of

the company rose by 11.5% YoY to Rs56.2 crore. The net

profit was up by 17.4% YoY at Rs37.7 crore (after adjusting

for an exceptional loss of Rs14.8 crore related to VRS

expenses and discontinuation of operations for the

construction equipment division).

Segment-wise break-up Rs cr

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Revenue mix

Engines 424.3 416.9 1.8 392.2 8.2

Infrastructure equipment 11.8 27.9 -57.7 26.7 -55.8

Others 5.2 4.0 29.6 3.6 43.5

EBIT mix

Engines 69.1 68.6 0.8 63.0 9.8

Infrastructure equipment -10.4 -7.7 36.5 -11.7 -11.1

Others 0.2 -0.1 -254.5 0.1 30.8

EBIT (%)

Engines 16.3 16.4 (10BPS) 16.1 20BPS

Infrastructure equipment -88.6 -27.4 NA -44.0 NA

Others 3.3 -2.7 NA 3.6 (30BPS)

Strengthening position in engine business

In Q2FY2015, GCL’s engine segment saw a revenue growth

of 1.8% YoY. The volume of the three-wheeler engines

increased by 16% YoY while that of small commercial vehicle

engines continued to decline (down by 21%) due to a lack

of demand for sub-2-metric-tonne category of vehicles.

While the company has launched new gensets under the

new Central Pollution Control Board (CPCB) II norms, a

complete roll out of its portfolio will happen only in

Q4FY2015. The pump-set volume has increased by 4% YoY.

Volume trend (unit)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Automotives

Three-wheeler 94,000 81,000 16 70,000 34

Four-wheeler 11,000 14,000 -21 12,000 -8

Agri

Pumpset 27,000 28,000 -4 23,000 17

Suspension of construction division; strategy to hive-off

business

The company is now looking to hive-off the assets (book

value Rs39cr in Q2FY2015) and expects to further reduce

the fixed cost of Rs18 crore per year going forward.

However in H2FY2015, it is expected to incur some

overheads (employee costs and other expenditure) that

would be reflected in FY2015 profit and loss account.

Guidance of strong H2FY2015; elimination of fixed costs

of construction division to fully benefit in FY2016

The management has guided for a strong revival in the three-

wheeler business while SCV segment continues to remain

lackluster in near term. The strategy to launch new design

effective engines (high margin products) coupled with the

strong traction in genset vertical would drive the financial

performance. Moreover, it has launched 25-30 mechanised

equipments in recent time and is further planning to keep

adding more products to strengthen its position in the engine

segment. Currently, it is incurring fixed cost of Rs1.5 crore

per month on its construction equipment segment

(administration and employee costs), which would be

eliminated by the end of FY2015 from the books. The benefit

of which is likely to be reflected in the FY2016 financial

performance. In addition, it is in the process of hiving off its

construction equipment business (book value of Rs85 crore).

Improving financial health; return ratios to see an

upward journey

With no major capital expenditure (capex) ahead (Rs40-50

crore), improving working capital cycle (reduced by Rs100

crore in H1FY2015) coupled with continuous focus on cost

reduction at operating level would drive operating

performance and earnings going forward. In addition, the

cost savings of Rs18 crore from FY2016 (due to the closure

of construction equipment division) along with new product

launches would reflect in the overall financial performance.

Hence, we expect OPM to improve significantly by 250BPS

in FY2016 while the earnings to see a healthy compounded

annual growth rate (CAGR) of 33% in FY2014-16.

Outlook and valuation

During the quarter, the company took a strategic decision to

exit the loss-making construction equipment division (~5-6%

of revenues) and focus on core engine business which augurs

well for profitability, to be visible in FY2016. Additionally, the

launch of innovative design engines and cost saving measures

along with improving working capital cycle would bring more

synergy to the overall financial performance. We have broadly

maintained our earnings estimate for FY2015 and FY2016 and

retain our Buy rating on the stock with a price target of Rs155

(18x FY2016 earnings per share [EPS]).
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Valuations

Particulars FY2012 FY2013 FY2014 FY2015E FY2016E

Net sales (Rs cr) 1,752.6 1,873.8 1,718.9 1,804.9 2,021.4

Growth (%) 5.1 6.9 -8.3 5.0 12.0

EBIDTA (Rs cr) 236.5 242.3 193.6 232.3 307.2

OPM (%) 13.5 12.9 11.3 12.9 15.2

Adj. PAT (Rs cr) 155.2 150.3 118.7 155.1 208.6

Growth (%) -8.6 -3.2 -21.0 30.7 34.5

FD EPS (Rs) 6.4 6.2 4.9 6.4 8.5

PE (x) 22.0 22.7 28.8 22.0 16.4

P/B (x) 5.3 4.6 4.2 3.7 3.3

EV/EBIDTA (x) 13.7 12.8 14.7 12.2 9.2

RoCE (%) 31.3 29.3 21.5 23.1 27.1

RoE (%) 23.9 20.3 14.5 16.9 19.9

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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Company details

Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute 3.1 20.5 86.5 86.4

Relative -1.8 9.9 48.0 39.8

to Sensex

V-Guard Industries Reco: Buy

Stock Update

Healthy Q2 performance; revised price target to Rs1,000 CMP: Rs913

Price target: Rs1,000

Market cap: Rs2,725 cr

52 week high/low: Rs937/403

NSE volume: 55,332
(no. of shares)

BSE code: 532953

NSE code: VGUARD

Sharekhan code: VGUARD

Free float: 1.0 cr
(no. of shares)

Key points

� V-Guard Industries (V-Guard) reported a healthy earnings growth of 32% YoY in

Q2FY2015, backed by 29% revenue growth, better than our estimate. A strong

growth recorded in the digital UPS, electric water heater and stabiliser helped

the company to achieve healthy revenue growth. Despite the gross margin

expansion of 46BPS YoY, OPM expanded by 17BPS only at 8.3% due to one-off

expenses (which includes warranty cost, related to change in after sales service

model and new call center services) worth Rs4.5 crore in this quarter.

� The non-south market registered a robust growth of 47% YoY on a low base and

the share of revenue from non-south market touched 33% in this quarter. On

the flip side, there is a slight deterioration in the working capital as net working

capital days stepped upto 81 days, from around 70/71 days in comparable

quarters largely due to inventory pile up for winter and festive season ahead.

Consequently, the cash generation has been squeezed during this quarter.

� The management of V-Guard retained its guidance (20% revenue growth and

EBITDA margin of 8.5-9%) for the full year. We believe the inventory stock-up

would be temporary in nature and the company could deliver healthy cash flow

and returns ratio on full year basis. Hence, we retain our Buy recommendation

on V-Guard with a revised price target of Rs1,000, 24x FY2017E earnings.

Results Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Operational income 431 334 29 478 -10

Raw material cost 310 242 28 354 -12

Employee expenses 27 22 25 25 8

Selling & distribution expenses 24 19 32 33 -26

Other expenses 33 25 36 25 33

Operating expenses 396 307 29 437 -10

Operating profits 36 27 32 40 -12

Other Income 1 1 -6 1 62

Interest 5 5 9 5 -3

Depreciation 4 3 34 4 3

PBT 28 21 35 32 -14

Tax 8 6 41 10 -13

Adj PAT 19 14 32 22 -14

Adj EPS 6.4 4.9 32 7.5 -14

Margins (%) BPS BPS

OPM 8.3 8.1 17 8.5 (20)

NPM 4.4 4.3 11 4.7 (21)

Tax rate 31 29 129 30 23
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investor’s eye stock update

Valuations

Particulars FY13 FY14 FY15E FY16E FY17E

Net sales (Rs cr)    1,360    1,518     1,774     2,077     2,448

Growth Y-o-Y % 41.0 11.6 16.9 17.1 17.8

Operating margin (%)       8.1        8.1         8.4         8.6         8.5

Net profit (Rs cr)      62.9      70.1       86.1     105.2     125.8

Adjusted EPS (Rs)      21.1      23.5       28.8       35.2       42.2

Growth Y-o-Y % 23.8 11.5 22.7 22.2 19.6

PER (x)      43.3      38.8       31.7       25.9       21.7

P/B (x)      10.4        8.6         7.1         5.8         4.8

EV/EBIDTA (x)      25.3      22.1       18.2       15.2       12.9

RoCE (%)      27.8      27.6       30.6       31.5       32.0

RoNW (%)      26.7      24.2       24.5       24.7       24.4

RoIC (%)      28.5      28.2       31.5       33.5       34.6

Div yield (%)        0.4        0.5         0.6         0.8         0.9

Healthy topline performance

The net sales of V-Guard grew by 29% year on year (YoY)

to Rs431 crore in Q2FY2015, around 10% above our

estimate. The healthy growth is attributable to a strong

growth (up 43% YoY) in the electronics segment, where

digit UPS jumped up by 138% from a low base and stabiliser

grew by 25% as power issues in southern states continued.

Nevertheless, the electrical and electro mechanical (EEM)

segment also registered a healthy growth of 24% YoY,

supported by a high growth in electric water segment

and fan, although even on a high base cable business

sustained growth of around 20%. The launch of new brand

called ‘Pebble’ in electric water heater on pan-India basis

has given lift to its water heater sales.

Product-wise sales (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Stabiliser  68  54 25.0  111 -38.8

UPS  8  11 -26.4  7 17.4

Digital UPS  46  19 134.5  76 -39.7

Electronics segment  122  85 43.4  193 -37.2

As a % of total 28.2 25.4 40.5

Y-o-Y growth % 43.4 -17.6 17.2

Pump  40  34 18.6  50 -19.3

Cable  140  117 19.6  127 10.8

LT cables  16  20 -18.7  15 6.6

Electric water heater  60  42 43.1  28 115.7

Fan  21  15 36.4  44 -52.6

Others  20  13 59.5  11 81.1

Electrical and electro 298  241 23.6  275 8.4
mechanical

As a % of total 69.1 72.1 57.5

Y-o-Y growth % 23.6 18.3 16.8

SWH  12  8 42.9  10 25.0

Other segments  12  8 42.9  10 25.0

As a % of total 2.8 2.5 2.0

Y-o-Y growth % 42.9 22.4 21.5

Total  431  334 29.1  478 -9.7

Non-south market grew at 47%

While the south market witnessed a 21% year-on-year (Y-

o-Y) growth on a high base in Q2FY2015, the non-south

market registered a robust growth of 47% YoY on a low

base. The company’s continuous efforts to enhance its

presence in non-south market are bearing fruit in our view.

The share of revenue from non-south market was around

33%. We learnt from management that stabiliser, wire,

electric water heater, pumps and inverters are main

products which are marketed in non-south market. On

the other hand, the southern market also witnessed

growth after a few subdued quarters in the recent past.

Despite increasing share of non-south business, the

company managed to sustain its operating margin around

8-8.5%, which is a positive indication.

Regional contribution (%)

OPM managed around 8.3%; earnings grew by 32%

During Q2FY2015, V-Guard managed to report an operating

profit margin (OPM) of 8.3%, an improvement of 17 basis

points (BPS) YoY. Though there is a meaningful expansion

in gross margin by 46BPS YoY, the same benefit could not

translate to OPM level due to some one-off expenses in

this quarter worth Rs 4.5 crore. The one-off expenses

include warranty cost, related to change in after sales

service model and new call center services. However, it

managed to retain its advertising expenses around 3.3%

of sales in this quarter and going forward it intends to

keep advertisement spend around 3.5-4% for the full year.

The adjusted profit after tax (PAT) of V-Guard reported a

growth of 32% YoY to Rs19 crore, which was largely a

reflection of healthy operational level performance driven

by revenue traction.

Working capital days slipped but managed healthy

return ratios

In Q2FY2015, while V-Guard managed well its earnings

momentum, there was a slight deterioration in working

capital as net working capital days stepped upto 81 days,

from around 70/71 days in comparable quarters largely
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due to inventory pile-up for winter and festive season

ahead. Therefore, this would be temporary in nature.

Consequently, the cash flow from operations squeezed in

this quarter. However, the balance sheet remained healthy

and it managed to generate healthy return ratios (return

on equity [RoE] and return on capital employed [RoCE] of

22% and 25% respectively).

Working capital days

Particulars Q2FY15 Q2FY14 Q1FY15

Inventory days             88             81             82

Debtors days             44             40             51

Creditors days             51             52             57

Working capital cycle             81             69             76

OPM trend

Particulars Q2FY13 Q3FY13 Q4FY13 Q1FY14 Q2FY14 Q3FY14 Q4FY14 Q1FY15 Q2FY15

Rm cost- % of sales 73.8 72.5 75.4 74.2 72.4 73.1 75.5 74.0 71.9

Emp. cost- % of sales 5.4 5.0 4.8 5.3 6.6 5.8 4.9 5.3 6.4

S&D cost- % of sales 4.2 6.8 8.5 7.5 5.6 5.9 5.4 6.9 5.7

Other exp- % of sales 7.1 8.4 5.9 5.4 7.4 7.0 5.8 5.3 7.8

Operating margin (%) 9.6 7.4 5.3 7.6 8.1 8.2 8.4 8.5 8.3

Net profit margin (%) 5.7 4.4 2.4 4.3 4.3 5.0 4.8 4.7 4.4

View and valuation

The management of V-Guard retained its guidance (20%

revenue growth and earnings before interest, tax,

depreciation and amortisation [EBITDA] margin of 8.5-

9%) for the full year. We believe the inventory stock-up

would be temporary in nature and the company could

deliver healthy cash flow and returns ratio for a full year

basis. Hence, we retain our Buy recommendation on V-

Guard with a revised price target of Rs1,000, 24x FY2017E

earnings.

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



11Sharekhan Home NextNovember 05, 2014

60

100

140

180

220

260

300

N
ov

-1
3

F
eb

-1
4

M
ay

-1
4

A
ug

-1
4

N
ov

-1
4

FII
24%

Institutions
6%Promoters

61% Public & 
others

9%

investor’s eye stock update

Company details

Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute 13.7 4.7 125.3 209.7

Relative 8.3 -4.5 78.8 132.3

to Sensex

IRB Infrastructure Developers Reco: Buy

Stock Update

Robust BOT performance limits impact of monsoon-affected EPC segment CMP: Rs255

Price target: Rs320

Market cap: Rs8,465 cr

52 week high/low: Rs275/68

NSE volume: 58.2 lakh
(no. of shares)

BSE code: 532947

NSE code: IRB

Sharekhan code: IRB

Free float: 12.9 cr
(no. of shares)

Key points

� For Q2FY2015 IRB Infrastructure Developers (IRB) reported a net profit growth

of 14.0% on account of a strong performance by the BOT segment (revenues up

58% YoY, OPM up 299BPS). On the flip side, the construction business (revenues

down 32% YoY), and higher interest expenses (after the commissioning of the

Jaipur-Deoli project) and depreciation (amortisation of premium deferment of

two projects) limited the net profit growth.

� The company’s order book stands at Rs11,587 crore (including Rs5,500 crore of

projects bagged recently) providing revenue visibility for the construction

business over the next three to four years. Tariff revision in some projects from

April 1, 2014 and September 1, 2014 along with an improvement in traffic is

expected to drive the BOT revenues.

� IRB is well funded to meet the Rs3,400-crore equity requirement for the next

four years from internal accruals. An improving macro environment (better

visibility of the tendering business, potential easing of interest rates etc) and a

potential upside from a better than expected growth in the traffic on the back

of an economic revival are the key re-rating triggers for the stock. Thus, we

continue to like IRB, though we have revised our operating estimate for FY2015

after factoring in the lower construction revenues and margin improvement

due to a higher contribution from the BOT segment. We maintain our Buy rating

on the stock with a price target of Rs320.

Results (consolidated) Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Net sales 883.2 939.1 -6.0 1010.0 -12.6

Other income 28.8 28.3 1.8 26.7 8.0

Total income 912.0 967.4 -5.7 1036.7 -12.0

Total expenses 360.2 517.3 -30.4 447.3 -19.5

Operating profit 523.0 421.8 24.0 562.8 -7.1

Depreciation 179.7 124.0 45.0 176.5 1.8

Interest 226.6 176.1 28.7 216.7 4.6

Profit before tax 145.4 150.0 -3.1 196.2 -25.9

Taxes 23.5 43.2 -45.7 45.6 -48.5

PAT 122.0 106.8 14.2 150.6 -19.0

Minority interest 0.3 0.0 -1362.8 0.2 9.9

Consolidated PAT 121.7 106.8 14.0 150.4 -19.1

No of equity shares 33.2 33.2 0.0 33.2 0.0

EPS 3.7 3.2 14.0 4.5 -19.1

OPM (%) 59.2 44.9 1430 BPS 55.7 350 BPS

NPM (%) 13.8 11.4 241 BPS 14.9 -111 BPS

Tax rate (%) 16.1 28.8 -1269 BPS 23.2 -711 BPS
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� BOT segment drives revenues; higher interest and

depreciation charges limit profitability: In Q2FY2015,

IRB’s consolidated revenues declined by 6.0% year on

year (YoY) to Rs883 crore owing to a year-on-year (Y-

o-Y) decline of 32.3% in the construction revenues.

The build-operate-transfer (BOT) segment reported a

58.1% Y-o-Y growth in the revenues. The construction

segment reported a decline on account of the delayed

monsoon and a delay in the financial closure of a couple

of projects. The operating profit margin (OPM)

expanded by 1430 basis points (BPS) YoY to 59.2% on

account of a higher contribution from the BOT segment.

Subsequently, the earnings before interest, tax,

depreciation and amortisation (EBITDA) rose by 24.0%

YoY. During the quarter, the interest expense grew by

28.7% YoY on account of the inclusion of the Jaipur-

Deoli and Talegaon-Amravati projects. The

depreciation charge for the quarter rose by 45% YoY

on account of the amoritsation of premium deferments

for two projects (total Rs96 crore for the Ahmedabad-

Vadodara and Tumkur-Chitradurga projects). However,

a lower effective tax rate led to a consolidated net

profit growth of 14.0% to Rs122 crore.

� Construction segment reports decline in revenues:

The revenues from the construction vertical declined

by 32.3% YoY to Rs451.2 crore on account of a delayed

monsoon and a delay in the financial closure of a couple

of projects. The construction revenues were earned

mainly from the Ahmedabad-Vadodara project (Rs335

crore), the Goa-Kundapur project (Rs70 crore) and the

Solapur-Yedeshi project (Rs34 crore). Further, the

quarter also witnessed a stable or range-bound

movement in the raw material prices as a result of

which the margin expanded to 30.8% in Q2FY2015 from

28.1% in Q2FY2014.

� BOT division posts a stellar performance: The BOT

division registered a robust performance with the

revenues rising by 58.1% YoY to Rs432 crore. The growth

was largely led by the toll revenues in the Mumbai-

Pune, Pune-Solapur, Ahmedabad-Vadodara, Surat-

Bharuch, Surat-Dahisar, Omallur-Namakkal and Tumkur-

Chitradurga projects, which grew by 13-31% YoY during

Q2FY2015. At the operating level, the segment

witnessed an increase of about 299BPS YoY in the

margin to 88.9% on account of lower operating and

maintenance costs for the recently completed BOT

projects. Overall, the traffic growth across projects

was 5.5-6.0% YoY.

� Maintain Buy with price target of Rs320: IRB is well funded

to meet the Rs3,400 crore equity requirement for the next

four years from internal accruals. An improving macro

environment (better visibility of the tendering business,

potential easing of interest rates etc) and a potential upside

from a better than expected growth in traffic on the back

of an economic revival are the key re-rating triggers for

the stock. We have revised our operating estimate for

FY2015 after factoring in the lower contribution from the

construction business and improvement in the margin due

to a higher contribution from the BOT segment. We

continue to like IRB, which could offer handsome gains

over the next 12-18 months. We maintain our Buy rating

on the stock with a price target of Rs320.

Strong order book at Rs11,587  crore provides revenue

visibility for the next three to four years

At the end of Q2FY2015, the company reported an order

book of Rs11,587 crore, which provides a good revenue

visibility for the next three to four years. The company

recently bagged two projects, the Yedeshi-Aurangabad

and the Kaithal-Rajasthan projects, aggregating Rs5,500

crore. These are expected to start contributing to the

construction income from Q4FY2015 onwards.

Solapur Yedeshi
11%

Goa/ Karnataka 
Border – 
Kundapur

18%

O&M contracts
16%

Kaithal Rajasthan 
Border
17%

Mumbai Pune Ph II
6%

Yedeshi 
Aurangabad

24%

Sindhudurg 
airport

3%

Ahemdabad-
Vadodara

5%

Order book composition as of Q2FY2015

Segment-wise performance (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Revenues

Construction 451.2 666.0 -32.3 583.0 -22.6

BOT 431.8 273.1 58.1 427.0 1.1

Total 883.0 939.1 -6.0 1010.0 -12.6

EBITDA

Construction 138.8 187.1 -25.8 178.1 -22.1

BOT 384.0 234.7 63.6 384.6 -0.2

Total 522.8 421.8 23.9 562.7 -7.1

EBITDA margin (%)

Construction 30.8 28.1 267 BPS 30.5 22 BPS

BOT 88.9 85.9 299 BPS 90.1 -116 BPS
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BOT revenues Rs cr

Toll collections Q2FY14 Q3FY14 Q4FY14 Q1FY15 Q2FY15 YoY% QoQ%

Mumbai-Pune 109.5 110.3 109.0 135.2 136.1 24.3 0.7

Pune-Nashik 5.7 5.7 5.5 5.6 6.2 8.8 10.7

Pune-Sholapur 4.1 4.8 5.3 5.5 5.1 24.4 -7.3

Thane-Bhiwandi & Kaman-Paygaon 15.3 17.3 18.2 18.1 17.0 11.1 -6.1

Thane-Ghodbunder 8.8 8.9 6.5 7.4 9.9 12.5 33.8

Kharpada Bridge 1.8 2.0 2.1 2.4 1.8 0.0 -25.0

Ahmednagar-Karmala-Temburni 3.6 3.5 3.4 3.5 3.7 2.8 5.7

Mohol-Kurul-Kampti-Mandrup 1.7 1.5 1.5 1.5 1.6 -5.9 6.7

Surat-Bharuch 39.8 42.6 44.0 43.8 44.9 12.8 2.5

Surat-Dahisar 115.0 127.0 128.7 131.6 131.4 14.3 -0.2

IRDP Kolhapur 1.9 - 0.2 1.2 500.0

Jaipur-Deoli 0.7 15.0 18.6 22.0 23.8 3300.0 8.2

Talegaon-Amravati 6.5 7.2 7.7 12.9 10.5 152.9 -18.6

Tumkur-Chitradurg 39.9 42.5 41.7 44.7 45.0 14.9 0.7

Ahmedabad-Vadodara 26.8 32.6 33.7 36.0 35.0 25.0 -2.8

Omallur Salem -Namakkal 14.5 15.4 16.6 17.0 18.6 15.6 9.4

Total 394 438 443 487 492 22.2 0.9

Valuations

Particulars FY2012 FY2013 FY2014 FY2015E FY2016E

Sales (Rs cr) 3,130.5 3,687.2 3,731.9 3,879.6 4,929.8

Growth  Y-o-Y % 28.4 17.8 1.2 4.0 27.1

EBITDA (Rs cr) 1,373.3 1,633.3 1,753.7 2,172.6 2,609.9

Margins % 43.9 44.3 47.0 56.0 52.9

Adjusted net profit (Rs cr) 495.8 556.7 459.1 532.2 686.2

Growth  Y-o-Y % 9.6 12.3 (17.5) 15.9 29.0

Shares in issue (cr) 33.2 33.2 33.2 33.2 33.2

EPS (Rs) 14.9 16.7 13.8 16.0 20.6

Growth  Y-o-Y % 9.6 12.3 (17.5) 15.9 29.0

PER (x) 17.1 15.2 18.4 15.9 12.3

Book value (Rs) 86.0 98.0 107.1 118.5 134.4

P/BV (Rs) 3.0 2.6 2.4 2.1 1.9

RoCE (%) 13.9 11.9 10.4 10.7 13.0

RoNW (%) 18.7 18.2 13.5 14.2 16.3

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

Stock Update

Strong earnings growth in Q2; price target revised to Rs1,100 CMP: Rs945

Price target: Rs1,100

Market cap: Rs11,344 cr

52 week high/low: Rs990/610

NSE volume: 69,078
(no. of shares)

BSE code: 500411

NSE code: THERMAX

Sharekhan code: THERMAX

Free float: 4.5 cr
(no. of shares)

Key points

� Thermax (stand-alone) reported a very strong earnings growth of 37% YoY during

Q2FY2015, backed by a healthy topline growth of 15% and margin expansion.

The adjusted PAT was Rs86 crore for the quarter, much ahead of the Street and

our estimate. We believe that with healthy revenue growth, the operating

leverage kicked-in which translated into an operating profit margin expansion

of 129BPS YoY to 10.3%. However, the performance of consolidated entity was

affected due to an exceptional loss of Rs36 crore provided against the investment

in Omnical Kessel (a loss making step-down subsidiary), which is now placed

under the administrators (government authority). We believe, the exit of Omnical

would improve the overall performance of Danstoker in future.

� The management sounded fairly positive and optimistic about the growth prospect,

given the way domestic economy is shaping up, though it would take some time

before the recently increased enquires get translated into orders. Also, they see

a sustained demand for standard products which are mainly derived from consumer

sectors. We believe the company is well positioned with expertise and capacities

to capture opportunities, which would help in gaining significant operating leverage

and propel earnings in the coming two to three years.

� We believe an improved earnings outlook would play as a key trigger for the

stock, given the high-quality management and proven track record already

backing this stock. In our view, the benefit from expected recovery in the

domestic investment cycle would start reflecting in the next couple of quarters.

In this note, we have fine-tuned our FY2016 estimates and introduced FY2017

estimate; therefore we roll-over our price-earnings multiple to FY2017 earnings

and continue to recommend Hold on the stock with a revised price target of

Rs1,100, based on 28x FY2017E earnings.

investor’s eye stock update

Results Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Net sales 1,191 1,043 14.1 839 42

Net raw material 775 672 15.4 516 50

Employee expenses 114 101 12.9 103 11

Other expenses 180 177 1.5 163 10

Operating profit 122 94 30.5 58 112

Other income 23 8 207.7 19 21

Interest 2.4 1.9 27.5 3.0 -19

Depreciation 18 14 30.1 15 22

PBT 125 85 46.3 59 112

Tax 39 55 -29.6 17 122

Adj.PAT 86 63 37.1 41 108

Rep PAT 86 30 184.9 41 108

EPS 7.2 5.3 37.1 3.5 108

Margin (%) BPS BPS

OPM 10.3 9.0            129 6.9            339

PATM 7.2 6.0            121 4.9            229

Tax rate 31.1 64.6       (3,354) 29.7            137
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Margin Score

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 BPS FY15 BPS

Net raw material (%) 65.1 64.4  70 61.4  364

Employee Exp (%) 9.6 9.7  (11) 12.2  (269)

Other exp (%) 15.1 17.0  (188) 19.4  (434)

OPM (%) 10.3 9.0  129 6.9  339

Valuations

Particulars FY13 FY14 FY15E FY16E FY17E

Net sales (Rs cr)  4,691  4,302  4,722  5,364  6,201

Growth Y-o-Y %  (11.6)  (8.3)  9.8  13.6  15.6

Operating profit (Rs cr)  507  409  474  576  693

OPM (%)  10.8  9.5  10.0  10.7  11.2

Adj net profit (Rs cr)  350  220  317  391  470

Adj EPS (Rs)  29.4  18.5  26.6  32.8  39.4

Growth Y-o-Y %  (14.0)  (37.0)  43.8  23.3  20.2

PER (x)  32.4  51.5  35.8  29.0  24.1

P/B (x)  6.1  5.6  5.1  4.5  4.0

EV/EBIDTA (x)  17.8  21.4  18.5  15.1  12.5

RoCE (%) 28.8 20.3 20.9 23.2 24.9

RoNW (%) 20.3 11.4 14.9 16.4 17.6

Div yield (%)  0.7  0.6  0.7  0.7  0.7

Topline grew at a healthy rate; ahead of estimate

During Q2FY2015, the net sales of Thermax (stand-alone)

grew by 15% year on year (YoY) to Rs1,181 crore, which is

6% above our expectations. The energy segment which

contributed ~80% to topline grew by 22% YoY but the

environment segment remained flattish. The subsidiaries

reported a 6% (YoY) lower revenue in Q2FY2015;

consequently the consolidated revenue registered 11%

growth YoY to Rs1,370 crore.

topline which kicked in operating leverage as some of the

overheads remained flat. Consequently, operating profit

of the stand-alone entity grew by 30% YoY to Rs122 crore.

During Q2FY2015, after almost eight quarters, the company

could manage to notch the OPM of above 10% due to

sluggishness in the environment; nevertheless recent cost-

cutting efforts of the company are also paying off.

Trend in topline

Margin expansion with operating leverage pulled up

operating profit

The operating profit margin (OPM) in Q2FY2015 expanded

by 129 basis points (BPS) YoY to 10.3% due to a healthy

Margin trend

Adjusted PAT jumped up by 37%

The benefit of operating leverage percolated to below

operating line and further boosted by a sharp jump in the

other income; net profit reported a growth of 185% YoY.

However, Q2FY2014 numbers include substantial

extraordinary items related to foreign exchange (forex)

and tax adjustment. If we adjust that, the adjusted profit

after tax (PAT) of Thermax exhibits a growth of 37% YoY in

Q2FY2015. This translates into earnings per share (EPS)

of Rs7.2 in Q2FY2015.

Extraordinary loss booked under subsidiary; but overall

losses at subsidiaries on declining trend

The performance of consolidated entity is affected as the

management has provided an exceptional loss of Rs36

crore during the quarter against the investment in Omnical

Kessel, Germany which is a subsidiary of Danstoker

(subsidiary of Thermax). Omnical Kessel was incurring

losses for the last ten quarters and despite its turnaround

efforts, the declining trend continued. Now Omnical is

placed under (government authority); hence, the exit of

its entity will prevent any further drag on the performance

of Danstoker. Effectively, consolidated entity reported an

earnings growth of 5% YoY in Q2FY2015 to Rs37 crore.

Conference call highlights

� Order inflow and backlog; rise in enquiry but yet to

translate into order inflow growth: During Q2FY2015,

order inflow for the stand-alone company was Rs1,089

crore, a 42% growth YoY largely driven by an

improvement in the demand for standard products in
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the domestic market, while better project take-off in

overseas market. The international order inflow was

much higher than domestic inflow in this quarter due

to some large projects. The stand-alone order backlog

stood at Rs5,016 crore, drop of 3% YoY while the

consolidated entity’s order backlog dropped by 6%.

The management has guided that though the domestic

order environment has not turned encouraging, yet

there is an improvement in enquiry (especially with

the remote activities from core sectors). The

management has also indicated that there would be

some time lag, maybe another four to five quarters

where major order inflow would be witnessed,

especially on the project side. Nevertheless, the

company continued to witness a demand for standard

products, which are mainly derived from consumer,

textile and beverage companies.

� Fairly optimist on growth outlook and potential margin

expansion: The management sounded fairly positive

and optimistic about the growth prospect, given the

domestic economy shaping up, though it would take

some time. The enhanced efforts to get global business

should also translate into a better order inflow in future,

though order inflow could not be encouraging from

middle-east with the declining crude oil prices. Further,

the management believes that with improved order

inflow and healthy revenue traction, the company is

well positioned with idle capacities to capture

opportunities which would kick-in significant operating

leverage; consequently margin could expand to 13-14%.

� Subsidiaries performance could improve in few

quarters ahead: The management has also shared that

the joint venture of Thermax-Babcock Wilcox (TBW)

continues to make loss during the quarter, but the good

news is that it is expected to break-even in the next

two to three quarters. The Chinese subsidiary is also

in a similar state. The third subsidiary which was

incurring losses was Omnical, which was placed under

administration (government authority) in Germany

now. The management believes there is no substantial

outstanding liability related to Omnical, hence the step

could improve performance of Danstoker as Danstoker’s

performance was largely affected by Omnical.

View

We believe improved earnings outlook would play as a

key trigger for the stock, given the high quality

management and proven track record already backing this

stock. We believe benefit from expected recovery in the

domestic investment cycle would start reflecting in the

next couple of quarters and we expect a slew of positive

developments to unfold. In this note we have fine-tuned

our FY2016 estimates and introduced FY2017 earnings

estimate; therefore we roll-over our price-earnings

multiple to FY2017 earnings and continue to recommend

hold on the stock with a revised price target of Rs1,100,

based on 28x FY2017E earnings.

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 6.5 39.3 33.9 32.7

Relative 1.4 27.1 6.3 -0.5

to Sensex

Price target: Rs285

Market cap: Rs4,380 cr

52-week high/low: Rs300/171

NSE volume: 2.6 lakh
(no. of shares)

BSE code: 532926

NSE code: JYOTHYLAB

Sharekhan code: JYOTHYLAB

Free float: 6.0 cr
(no. of shares)

Key points

� In Q2FY2015, Jyothy Laboratories Ltd (JLL)’s revenues grew by 16.2% YoY to

Rs367.9 crore, driven by 9% volume-led growth and 7% price-led growth. The

dishwashing segment continued to perform well for the company with 17%

growth, while Margo soap registered a strong growth of 48% during the quarter.

Recently relaunched Henko Stain Champion and Henko Matic registered a 39%

growth each during the quarter. The key disappointment for the quarter was

the single-digit growth in Maxo (mosquito repellant) affected by lower rainfalls.

� The gross margins were down by 100BPS due to higher input prices and change

in sales mix. The advertisement spends has gone up by 49% (largely due to

relaunch of Henko), which affected the OPM by 302BPS YoY to 9.1%. The

management has indicated of achieving better gross margins in H2FY2015 due

to drop in key input prices (including palm oil and packaging cost). The

improvement in gross margins is likely to directly flow in the OPM, resulting in

a better OPM in H2FY2015 in comparison with H1FY2015.

� We have revised downwards our earnings estimates by 5% each for FY2016 and

FY2017 to factor in higher than earlier estimated advertisement spends. Also, we

have model in marginally lower revenue growth in mosquito repellant segment.

� Since our recommendation of partial profit booking in the stock (on September

10, 2014), JLL’s stock price has corrected by about 20%. The stock is currently

trading at 21x its FY2016E EPS of Rs11.6. We maintain our Hold recommendation

with a revised price target of Rs285 (valuing stock at 22x its FY2017E earnings).

Jyothy Laboratories Reco: Hold

Stock Update

OPM affected by higher ad-spends, maintain Hold with a revised price target of Rs285      CMP: Rs242

investor’s eye stock update

Results (consolidated) Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Total revenues 367.9 316.7 16.2 385.5 -4.6

Total expenditure 334.5 278.4 20.2 333.5 0.3

Operating profit 33.4 38.3 -12.8 52.0 -35.7

Other income 3.9 1.1 256.4 2.0 100.6

Depreciation 8.7 6.1 44.1 8.1 7.6

Interest cost 3.5 18.5 -81.2 3.4 3.4

PBT 25.2 14.9 68.7 42.5 -40.8

Tax 0.0 0.1 -93.2 0.0 -

Adjusted PAT 25.2 14.8 69.7 42.5 -40.8

Reported PAT after 25.1 16.3 53.7 42.4 -40.7

exceptions and MI

EPS (Rs) 1.4 0.8 69.7 2.3 -40.7

Gross margins (%) 47.9 48.8 (92)BPS 47.8 -

OPM (%) 9.1 12.1 (302)BPS 13.5 (440)BPS
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Category-wise revenue break-up (consolidated) (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Fabric care 154.7 134.4 15.0 177.0 -12.6

Dish washing 102.7 87.8 17.0 101.0 1.7

Mosquito repellant 54.7 51.9 5.4 44.0 24.3

Personal care 35.8 25.5 40.3 47.0 -23.8

Other products 9.0 7.7 17.0 6.0 50.0

Total consumer 356.9 307.3 16.1 375.0 -4.8

Laundry services 10.8 9.2 17.3 10 7.8

Total revenues 367.7 316.5 16.2 385.0 -4.5

Stand-alone performance snapshot (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Total revenues 355.2 306.1 16.1 355.2 0.0

Operating profit 41.0 42.7 -4.0 54.6 -24.9

PBT 39.0 22.4 74.1 51.8 -24.6

Reported PAT 39.0 22.2 75.6 51.8 -24.6

EPS (Rs.) 2.2 1.3 61.0 2.9 -24.6

GPM (%) 45.8 46.9 (106)BPS 47.3 (148)BPS

OPM (%) 11.5 13.9 (240)BPS 15.4 (383)BPS

Conference call highlights

� The fabric care segment grew by 15% in Q2FY2015

(lower than 19% growth in Q1FY15). Ujala fabric

whitener registered a single digit growth in comparison

with the double digit growth in the previous quarter.

The company has indicated of achieving double digit

growth with implementation of new plans towards the

brand in the coming quarters.

� Henko was relaunched (in the premium to mild-

premium detergent segment) in India with a new

proposition which performed extremely well for the

company. Henko Stain Champion and Henko Matic

registered a growth of 39% each during the quarter.

The brand was well supported with higher media

spends. Also, the brand is now available in all towns

with over one lakh population. The company expects

a strong growth momentum in brand to sustain in the

coming quarters.

� Mosquito repellant segment registered a 5% growth in

Q2FY2015. The lower sales can be attributed to

extended summers and below normal rainfall

(especially in northern India). The sales of Maxo coil

stood flat, while liquids grew by 24% for the company.

The innovation in liquid vaporiser with all new mix is

likely to be in Q3FY2015.

� The dishwashing segment grew by 17% in Q2FY2015.

The growth was much lower than 27% in Q1FY2015.

Exo dishwashing bar and Pril liquid grew by 17% each

during the quarter. The management expects 17-18%

revenue growth to sustain in the coming quarters.

Going ahead the key growth drivers would be square

bars, which contributes just 30% of the current brand

contribution for the company. The square bars would

largely be sold in tier II and III towns, where the format

has good acceptance. Also, increase in the square bar

sales along with liquid format would help the segment

margins to improve in long run.

� The personal segment registered a strong growth of

40% with Margo soaps growing 48% (driven by 37%

volume growth) in Q2FY2015. The management expects

Margo to grow above 20% in the near- to medium-term.

� The gross margins were down by about 100 basis points

(BPS) due to a change in the revenue mix. The prices

of some of the commodities, such as palm oil (key

input in Margo) was significantly higher during the

quarter. The palm oil and crude oil prices have

corrected from their highs and the company would

gain from the same partially in Q3FY2015 and full

benefits would be reaped in Q4FY2015. Thus, the gross

margins would be better in H2FY2015 than in

H1FY2015.

� During the quarter, the company granted options for

senior management under the employee stock option

scheme (ESOS). The expenses pertaining to ESOS stood

at Rs6 crore during the quarter. For FY2015 the

expenses under ESOS would be Rs30 crore, which will

reduce in the subsequent years.

� The advertisement and promotional (A&P) expenses

as percentage to sales stood at 12.6% in Q2FY2015.

About 50% of A&P spends were made for Henko brand.

The management has guided that A&P spends would

sustain at around 12% for FY2015 and in the similar

range of 11.5-12% in FY2016.
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Valuations (consolidated)

Particulars FY2013 FY2014 FY2015E FY2016E FY2017E

Net sales (Rs cr) 1,106.6 1,323.9 1,541.3 1,882.4 2,282.8

Operating profit (Rs cr) 130.5 157.2 189.6 258.6 330.7

Adjusted PAT (Rs cr) 59.1 85.2 155.1 214.6 236.8

EPS (Rs.) 3.9 4.7 8.5 11.6 12.8

OPM (%) 11.8 11.9 12.3 13.7 14.5

PE(X) 62.3 51.6 28.5 20.8 18.9

EV/EBIDTA (X) 33.8 28.2 22.7 16.3 13.9

RoE (%) 9.4 12.4 20.0 24.3 22.9

RoCE (%) 9.4 10.8 11.9 16.1 21.9

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 target: Rs665

Market cap: Rs2,407 cr

52 week high/low: Rs711/436

NSE volume: 31,318
(no. of shares)

BSE code: 531335

NSE code: ZYDUSWELL

Sharekhan code: ZYDUSWELL

Free float: 1.1 cr
(no. of shares)

Key points

� Zydus Wellness posted a much better performance in comparison with some of

the earlier quarters. The net revenues grew by ~6% to Rs102.8 crore as against

the revenue decline of 6% in Q1FY2015 and ~3% in Q4FY2014. The single-digit

revenue growth can be attributed to sustain double-digit growth in the Sugarfree

brand. Nutralite brand grew in low single digit, while Everyuth continues to

underperform for the company.

� The gross margins were maintained at 69.8% on a Y-o-Y basis and declined on a

sequential basis due to change in the revenue mix. Nutralite’s contribution to

the overall revenues was higher on a sequential basis, which has lower gross

margins in comparison with other brands. The scrubs category growth stood at

15%, where Zydus Wellness’ Everyuth brand has a strong market positioning.

The peel-off category growth rate stood at 6.7%. In face wash category,

aggressive competitions from multinationals affected Everyuth’s performance

in the domestic market.

� The operating margins were lower by 107BPS YoY due to higher employee cost.

The PAT growth stood at 8%, mainly on account of higher other income and

lower incidence of tax.

Zydus Wellness Reco: Hold

Stock Update

Performance to improve in FY2016; upgraded to Hold with a revised price target of Rs665      CMP: Rs616

investor’s eye stock update

Results (consolidated) Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Gross sales 110.1 103.9 5.9 107.5 2.4

Excise duty 7.3 6.8 7.8 6.8 7.5

Net sales 102.8 97.1 5.8 100.7 2.0

Other operating income 0.3 0.6 -51.8 0.2 50.0

Total revenue 103.0 97.7 5.5 100.9 2.1

Total expenditure 77.2 72.2 7.0 85.5 -9.7

Operating profit 25.8 25.5 1.1 15.4 67.2

Other income 6.7 4.8 38.4 6.0 10.9

Interest expense 0.0 0.0 - 0.0 -

Depreciation 1.9 1.1 73.9 2.0 -3.5

PBT 30.6 29.2 4.5 19.5 57.1

Tax 2.7 3.6 -23.0 2.0

PAT (before M.I) 27.8 25.7 8.3 17.5 59.3

Minority Interest 0.5 0.5 0.4

PAT (after M.I) 27.3 25.2 8.2 17.1 60.1

Adjusted EPS (Rs.) 7.0 6.5 8.2 4.4 60.1

Gross margins (%) 69.8 69.6 - 72.0 (220)BPS

OPM (%) 25.0 26.1 (107)BPS 15.3 -
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Outlook and view

� We expect the company to garner full benefits of the

distribution alignment in FY2016. With urban consumer

sentiments improving, we expect some of the premium

and niche categories, such as Sugarfree, Peel off and

scrub to grow in strong double digits in the coming

years. The management would continue to focus on

improving the growth prospects of Sugarfree and

Everyuth brand.

� We expect the company to start achieving its double-

digit revenue growth from FY2016 (on back of low base

of FY2015 and improved category growth rates). The

gross margins would improve on back of the

improvement in sales mix. The operating profit margin

(OPM) would sustain in the range of 22-23% in the

coming years.

Valuations

� Zydus Wellness’ stock price has almost corrected by

about 14% from its high in the last one month. The

stock is currently trading at 20.5x its FY2016E earnings

per share (EPS) of Rs 29.2. In view of a better growth

prospects in the coming years and stable balance sheet,

we upgrade our rating on the stock from Reduce to

Hold with a revised price target of Rs665 (rolling over

our price target to FY2017 earnings valuing it at 20x).

� Risk to our earnings and rating: Any increase in

competition in one of the niche categories where Zydus

Wellness has a strong market positioning would act as a

key risk to our earnings estimates and rating on the stock.

Valuations (consolidated)

Particulars FY2013 FY2014 FY2015E FY2016E FY2017E

Net sales (Rs cr) 388.0 403.6 422.1 479.5 544.3

Adjusted net profit (Rs cr) 99.0 98.3 97.3 113.9 130.3

Adjusted EPS (Rs) 25.3 25.2 24.9 29.2 33.3

Change Y-o-Y (%) 44.4 -0.7 -1.0 17.1 14.4

PER (x) 23.6 23.8 24.0 20.5 17.9

EV/EBIDTA(x) 23.9 25.9 25.9 21.5 17.6

RoCE (%) 47.4 34.7 29.4 28.6 27.0

RoNW (%) 44.7 33.8 27.1 26.1 24.7

OPM (%) 24.9 22.2 21.3 22.6 23.1

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