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Larsen & Toubro Reco: Buy

Stock Update

Hydrocarbon losses subsided; retain Buy  CMP: Rs1,653

Key points

� Despite flat revenue, Larsen & Toubro (L&T; stand-alone) managed to show an

earnings growth of 20% YoY in Q2FY2015 with better margin coupled with higher
other income and lower effective tax rate. However, profitability and earnings
growth of the consolidated entity suppressed (despite 10% revenue traction) due
to poor performance of some segments on margin front. While the power,
metallurgical and heavy engineering segments witnessed margin pressure with
under utilisation of capacities, cost overrun and project closure related cost
continued to keep hydrocarbon business in losses. Nevertheless there is a
remarkable improvement in hydrocarbon business sequentially, as loss slipped to
Rs54 crore in Q2FY2015 against a loss of Rs942 crore in Q1FY2015.

� Order inflow continued to be robust ( grew by 17% YoY at Rs39,797 crore) during
Q2FY2015, which was mainly contributed from buildings and factories,
transportation, infrastructure and power sectors. Key point to note that in this
quarter there was a significant jump in the domestic orders inflow which could
be the early indicator of the revival of domestic order environment. L&T is
currently having an order backlog of Rs214,429 crore (up by 14% YoY), translated
into a very healthy book-to-bill ratio of 2.5x (on the FY2014 consolidated sales),
which ensures a healthy revenue visibility.

� The management marginally stepped down its revenue growth guidance from above
15% to a little below 15% range for FY2015, considering the half yearly performance.
Accordingly, we have fine-tuned our earnings but retain our positive stance on the
stock. We believe a sharp drop in losses in the hydrocarbon segment during Q2
could ease investors concern as the same was the major cause of disappointment
in Q1. Further, with potential recovery in the economy some of its businesses like
power, ship building, shipyards and defence are likely to turn around sharply. Hence,

we retain our Buy rating on L&T with a price target of Rs1,840.

Price target: Rs1,840

Market cap: Rs153,217 cr

52 week high/low: Rs1,775/912

NSE volume: 19.7 lakh
(no. of shares)

BSE code: 500510

NSE code: LT

Sharekhan code: LT

Free float: 92.7  cr
(no. of shares)

Results (stand-alone) Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Net sales  12,717  12,308 3.3  10,338 23.0

Total expenditure  11,376  11,123 2.3  9,250 23.0

Operating profits  1,341  1,186 13.1  1,087 23.3

Other income  603  466 29.6  488 23.6

PBIDT  1,945  1,651 17.8  1,575 23.4

Interest  313  238 31.4  272 14.9

PBDT  1,632  1,413 15.5  1,303 25.2

Depreciation  238  193 23.4  261 -8.9

PBT  1,394  1,221 14.2  1,043 33.7

Tax  352  356 -1.1  320 9.9

Reported PAT  1,042  865 20.5  894 16.6

Extra-ordinary items  -  -  (171) NA

Adj. PAT  1,042  865 20.5  722 44.3

Adj EPS 11.2 9.3 20.5 7.8 44.3

Margins (%) BPS BPS

OPM  10.5  9.6  91  10.5  3

PATM  8.2  7.0  117  8.6  (45)

Tax rate  25.3  29.2  (392)  30.7  (548)

investor’s eye stock update
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 Valuation (stand-alone)

Particulars FY12 FY13 FY14 FY15E FY16E

Net sales (Rs cr)  53,171  51,611  56,599  64,365  74,986

Growth (%) 21.1 -2.9 9.7 13.7 16.5

OPM (%)  11.8  10.6  11.8  12.1  12.3

Adj net profit (Rs cr)  4,259  4,130  4,905  5,575  6,549

EPS (Rs)  46.0  44.6  52.9  60.1  70.7

Growth (%) 25.1 -3.0 18.8 13.7 17.5

PER (x)  36.0  37.1  31.2  27.5  23.4

P/B (x)  6.1  5.3  4.6  4.1  3.6

EV/EBIDTA (x)  21.1  21.2  17.9  15.1  12.5

RoCE (%)  19.0  16.3  16.1  16.7  18.7

RoNW (%)  18.1  15.2  15.6  15.6  16.3

Q2FY2015 performance

During Q2FY2015, L&T (stand-alone) managed to show an
earnings growth of 20% year on year (YoY), which was
supported by slight improvement in the operating margin
with gains from operating leverage and below operating
line helped by higher other income coupled with lower
effective tax rate. However, due to poor demand and
depleting orders revenue in some segments like power,
metallurgical and heavy engineering were depressing. In
fact, in stand-alone entity primarily the infrastructure
segment only contributed for the incremental revenue in
Q2FY2015 over that of Q2FY2014.

On the other hand, the consolidated revenue grew by
10% YoY but the operating profit declined by 7% YoY during
Q2FY2015, due to poor performance of some of the
segments like power, metallurgical and hydrocarbon.
Nevertheless, lower interest and depreciation cost over
the same quarter last year helped the consolidated
earnings to record a growth of 6%. The lower interest
cost would be attributed to the change in the mix of the

instruments and timing. Due to divestment of Dharma
port, rescheduling (impairment) of two road projects and
change in accounting policy, depreciation dropped by 7%
YoY during this project.

Healthy order inflow continued; positively domestic

inflow started looking up

During Q2FY2015, L&T on a consolidated basis bagged
orders worth Rs39,797 crore registering a growth of 17%
YoY. Order inflow was largely contributed from buildings
and factories, transportation, infrastructure and power
sectors. Key point to note that during Q2FY2015, there
was a substantial rise in the domestic order inflow, which
could be the early indicator of the revival of domestic
order environment. The domestic order was around 83%
of the total order which used to be around 70% in the last
several quarters.

The company is having an order backlog of Rs214,429 crore
(up by 14% YoY), out of which international orders is around
27%. We believe with such a healthy book-to-bill ratio of
2.5x (on the FY2014 consolidated sales), the company is
having a healthy revenue visibility.

View

The management marginally stepped down its revenue
growth guidance from above 15% to a little below 15%
range for FY2015. Accordingly, we have fine-tuned our
earnings but retain our positive stance on the stock. We
believe, a sharp drop in losses in hydrocarbon segment
during Q2 could ease investors concern to some extent as
the same was the major cause of disappointment in Q1.
Further, the management has guided that those onerous
hydrocarbon projects are scheduled to complete in next
six to nine months. To add to that, there are early signals
of improving domestic order inflow, that could further
enrich its order book position and visibility. We opine that

Quarterly performance

Consolidated Stand-alone

Particulars Q2FY15 YoY % Q2FY15 YoY %

Net sales 21,159 10.6 12,717 3.3

Operating profits  2,334 -6.8 1,341 13.1

Other income  215 -15.2 603 29.6

Interest  690 -10.8 313 31.4

Depreciation  549 -6.6 238 23.4

PBT  1,310 -5.7 1,394 14.2

PBT  1,310 -5.7 1,394 14.2

Tax  469 -21.6 352 -1.1

Reported PAT  862 6.9 1,042 20.5

Adj. PAT  862 6.0 1042 20.5

Adj EPS  9.3 6.0 11.2 20.5

Margins (%)

OPM  11.0  (205.4)  10.5  91

PATM  4.1  (17.7)  8.2  117

Tax rate  35.8  (709.0)  25.3  (392)
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with potential recovery in the economy some of its
businesses like power, ship building, shipyards and defence
are likely to turn around sharply too. Hence, we retain

our positive stance on the stock and continue to
recommend it as Buy with a price target of Rs1,840 (based
on sum-of-the-parts [SoTP]).

Segmental performance summary

 Particulars Q2FY15 Q2FY14 YoY/BPS Comment

Infra  9,590  7,560 26.9 Revenue growth driven by very healthy orders backlog and on track execution; however

margin declined due to change in job mix and Q2FY2014 also includes some extra

claim settlement benefit.

EBITDA margin (%)  10.1  12.3  (219)

Power  1,160  1,440 -19.4 Depleting order book in a sluggish environment led to topline de-growth; margin affected

with lower capacity utilisation and poor job mix; however, order won in the current

year improves future revenue visibility.

EBITDA margin (%)  12.9  32.6  (1,971)

MMH  770  1,130 -31.9 Diminishing order book and lackluster industrial activities would be attributed to the

decline in the revenue, consequently low utilisation brings down margin.

EBITDA margin (%)  9.1  15.9  (684)

Heavy Engg.  800  1,010 -20.8 Static order book and delayed award decision led to decline in the revenues and

further reflected adversely on the margin.

EBITDA margin (%)  12.5  14.9  (235)

E&A  1,150  1,120 2.7 Modest sales growth in-line with industrial; activities and also managed to record a

stable margin due to benign commodity prices and operational efficiencies.

EBITDA margin (%)  13.9  11.6  231

IT & Tech  1,850  1,620 14.2 Revenue traction with scale of operations but rising cost related to compliances and

unfavourable onsite revenue mix had an effect on margins.

EBITDA margin (%)  18.9  22.8  (392)

Hydrocarbon  1,801  2,376 -24.2 Lower order book and execution challenges especially in international market led to

substantial decline in topline; further margin was affected by cost over runs, under-

recoveries and project close-out activities.

EBITDA margin (%)  (0.1)  8.7  (878)

IDPL  980  280 250.0 Revenues lifted up with the commencement of Rajpura power plant while the margin fell.

EBITDA margin (%)  16.3  60.7  (4,439)

Others  1,440  1,350 6.7 Realty, shipbuilding and industrial valves businesses contributed to the revenue growth.

EBITDA margin (%)    18.8             6.7     1,208 Margin improved significantly due to a traction in the high margin reality business and

lower ship building losses.

SoTP

Particulars Remarks Value (Rs cr) Per share

L&T’s core business (stand-alone) At 20x FY2016 estimates 137,539 1,484

Subsidiaries

L&T Infotech At 12x FY2016E earnings 10,665 115

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

IDPL 0.8X Book Value 5,760 62

Hydrocarbon subsidiary 0.8x Book Value 1,408 15

Other subsidiaries 10% discount to Book Value 1,532 17

Associates and others 10% discount to Book Value 126 2

Total subsidiary valuation 33,096 358

Fair value 170,634 1,840

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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Bank of Baroda Reco: Buy

Stock Update

Operational performance intact, maintain Buy CMP: Rs961

Price target: Rs1,062

Market cap: Rs40,465 cr

52 week high/low: Rs1,009/509

NSE volume: 14.5 lakh
(no. of shares)

BSE code: 532134

NSE code: BANKBARODA

Sharekhan code: BANKBARODA

Free float: 18.8 cr
(no. of shares)

Key points

� In Q2FY2015 Bank of Baroda’s net profit declined by 5.5% YoY to Rs1,104.5

crore, mainly due to a higher tax rate (27.1% vs 6.4% in Q2FY2014). However,

the operating performance was intact as the net interest income grew by 17.5%

YoY and the net interest margin expanded by 5BPS QoQ to 2.4%.

� In line with the industry trend the asset quality deteriorated but fresh NPA

additions were lower on a Q-o-Q basis (Rs1,758 crore vs Rs1,881 crore in

Q1FY2015). The bank restructured Rs1,175 crore worth of loans in Q2FY2015

and has a restructuring pipeline of Rs1,100 crore worth of advances.

� BoB’s operating performance was steady while the asset quality even after the

deterioration seen in Q2FY2015 remains better as compared with the peer banks.

Also, the bank’s capital position (tier-1 CAR of 9.3%) is relatively better compared

with the other PSBs. We expect BoB’s earnings to grow at a CAGR of 17% over

FY2014-16 resulting in an RoA of 0.8% by FY2016. We maintain our Buy rating on

the bank with a price target of Rs1,062.

Results Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Interest income 10,825.7 9,473.5 14.3 10,658.0 1.6

Interest expense 7,424.6 6,578.7 12.9 7,329.7 1.3

Net interest income 3,401.1 2,894.8 17.5 3,328.3 2.2

Non-interest income 991.7 973.9 1.8 1,024.5 -3.2

Fee income 332.8 568.2 -41.4 483.3 -31.1

Forex income 252.5 256.8 -1.7 256.1 -1.4

Treasury profit 179.0 118.2 51.4 224.2 -20.2

Misc. income 123.4 30.7 302.3 61.0 102.3

Net total income 4,392.8 3,868.7 13.5 4,352.9 0.9

Operating expenses 1,989.8 1,744.1 14.1 1,873.3 6.2

Employee expenses 1,107.8 1,030.2 7.5 1,105.5 0.2

Other operating expenses 882.0 713.9 23.5 767.8 14.9

Pre-provisioning profit 2,402.9 2,124.6 13.1 2,479.6 -3.1

Provisions 888.0 860.8 3.2 526.7 68.6

Profit before tax 1,514.9 1,248.2 21.4 1,952.9 -22.4

Tax 410.7 80.1 412.7 591.0 -30.5

Profit after tax 1,104.2 1,168.1 -5.5 1,361.9 -18.9

Asset quality

Gross NPLs 13,057.6 10,887.9 19.9 12,086.8 8.0

Gross NPLs (%) 3.32 3.15 17 BPS 3.11 21 BPS

Net NPLs 6,704.5 6,315.5 6.2 6,020.8 11.4

Net NPLs (%) 1.74 1.86 -12 BPS 1.58 16 BPS

Capital adequacy (%)

CAR 12.19 12.30 -11 BPS 11.91 28 BPS

Tier-I 9.26 9.40 -14 BPS 9.06 20 BPS

Key reported ratios (%)

NIM 2.40 2.32 8 BPS 2.35 5 BPS

CASA 31.89 32.65 -76 BPS 31.33 56 BPS

investor’s eye stock update
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Margins continue to move up

For Q2FY2015 Bank of Barodareported a net interest income

growth of 17.5% year on year (YoY) which is in line with our

estimate. The growth in the net interest income was mainly

contributed by an uptick in the net interest margin (NIM;

up 8 basis points [BPS] YoY and 5BPS sequentially to 2.4%).

The domestic NIM was up by 8BPS to 3.02% while the

overseas NIM dipped by 2BPS to 1.16%. The key factor

behind the improvement in the NIM was an increase in the

yield on advances (up 5BPS quarter on quarter [QoQ] to

8.36%).  On the other hand, the bank has been focusing on

reducing the preferential rate deposits and an increase in

the current account and savings account (CASA) mobilisation

which is positive from the margin’s perspective.

Asset quality deteriorates

The asset quality deteriorated on a quarter-on-quarter

(Q-o-Q) basis, though the fresh slippages were lower on a

sequential basis (Rs1,758 crore vs Rs1,881 crore in

Q1FY2015).  About Rs375 crore of non-performing assets

(NPAs) were contributed by slippages of corporate debt

restructuring cases from the restructured book. The bank

restructured Rs1,175 crore worth of advances in Q2FY2015

and has a restructuring pipeline of Rs1,100 crore.  The

provisions increased on a Q-o-Q basis due to Rs 181 crore

of investment related provisions. The provision coverage

ratio was at 65.4% and the management expects to sustain

it at over 65%.
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2.8%
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NIM

0.3

0.31
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CASA ratio

Retail loans grew at healthy rate, CASA ratio expands

The overall advances grew by 13.5% with the domestic

advances growing by 12.1% and the overseas advances

growing by 16.5%. Within the domestic advances, loans

to the retail, and the small and medium enterprises (SME)

segments showed a strong growth of 18% and 16%

respectively. The deposits grew by 16.9% YoY, though the

CASA deposits grew at a higher rate leading to an expansion

in the CASA ratio (31.9% vs 31.3 % in Q1FY2015). Going

ahead, the bank plans to grow its advances by a couple of

percentage points more than the industry rate.

Subdued growth in fee income

The overall non-interest income showed a flattish growth

(up 1.8% YoY) mainly due to sluggishness in the core income

(down 7% YoY). The treasury profits, however, showed a

strong growth of 51.4% YoY to Rs179 crore. The operating

expenses increased by 14.1% YoY with the employee

expenses growing by 7.5% YoY (includes a wage revision

provision of Rs75 crore per quarter assuming a hike of

about 15% in the wages).
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Profit and Loss statement Rs cr

Particulars FY12 FY13 FY14 FY15E FY16E

Net interest income 10,317 11,315 11,965 14,451 17,337

Non-interest income 3,422 3,631 4,463 4,761 5,403

Net total income 13,739 14,946 16,428 19,212 22,740

Operating expenses 5,159 5,947 7,137 8,250 9,534

Pre-provisioning profit 8,581 8,999 9,291 10,962 13,205

Provisions 2,555 4,168 3,794 4,423 5,076

Profit before tax 6,026 4,831 5,497 6,539 8,130

Tax 1,019 351 956 1,504 1,951

Profit after tax 5,007 4,481 4,541 5,035 6,179

Balance sheet Rs cr

Particulars FY12 FY13 FY14 FY15E FY16E

Liabilities

Networth 27,478 31,971 35,986 39,960 44,838

Deposits 384,871 473,883 568,894 665,606 775,431

Borrowings 23,573 26,579 36,813 41,405 44,839

Other liabilities 11,400 14,703 17,812 18,184 18,326

& provisions

Total liabilities 447,323 547,137 659,505 765,155 883,434

Assets

Cash & balances 21,651 13,452 18,629 28,621 32,568

with RBI

Balances with banks 42,517 71,947 112,249 115,616 119,085

& money at call

Investments 83,209 121,394 116,113 136,293 156,319

Advances 287,377 328,186 397,006 466,482 555,113

Fixed assets 2,342 2,453 2,733 2,998 3,354

Other assets 10,226 9,706 12,776 15,144 16,996

Total assets 447,323 547,137 659,505 765,155 883,434

Financials

Key ratios

Particulars FY12 FY13 FY14 FY15E FY16E

Per share data (Rs)

Earnings 121.4 106.0 105.4 116.9 143.5

Dividend 17.0 21.5 21.5 21.0 25.8

Book value 641.3 756.7 835.6 927.9 1,041.1

Adj. book value 603.9 657.5 695.4 754.3 866.5

Spreads (%)

Yield on advances 8.7 8.4 7.7 7.9 7.9

Cost of deposits 5.1 5.2 4.8 4.8 4.8

Net interest margins 2.8 2.4 2.1 2.2 2.2

Operating ratios (%)

Credit to deposit 74.7 69.3 69.8 70.1 71.6

Cost to income 37.5 39.8 43.4 42.9 41.9

Non-interest income/ 24.9 24.3 27.2 24.8 23.8

total income

Assets/Equity (x) 16.6 16.7 17.8 18.8 19.4

Return ratios (%)

RoE 20.6 15.1 13.4 13.3 14.6

RoA 1.2 0.9 0.8 0.7 0.7

Asset quality ratios (%)

Gross NPA 1.5 2.4 2.9 2.8 2.7

Net NPA 0.5 1.3 1.5 1.6 1.4

Growth ratios (%)

Net interest income 17.2 9.7 5.7 20.8 20.0

Pre-provisioning profit 22.9 4.9 3.2 18.0 20.5

Profit after tax 18.0 -10.5 1.3 10.9 22.7

Advances 25.7 14.2 21.0 17.5 19.0

Deposits 26.0 23.1 20.0 17.0 16.5

Valuation ratios (x)

P/E 7.9 9.1 9.1 8.2 6.7

P/BV 1.5 1.3 1.1 1.0 0.9

P/ABV 1.6 1.5 1.4 1.3 1.1

Capital adequacy (%)

CAR 14.7 13.3 12.3 9.9 9.5

Tier I 10.8 10.1 9.3 7.7 7.5

One-year forward P/BV SD band

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

Valuations

BoB’s operating performance was steady while its asset

quality even after the deterioration seen in Q2FY2015

remains better than that of the peer banks.  Also, the

bank’s capital position (tier-1 capital adequacy ratio [CAR]

of 9.3%) is relatively better compared with the other public

sector banks (PSBs). We expect BoB’s earnings to grow at

a compounded annual growth rate (CAGR) of 17% over

FY2014-16 resulting in a return on asset (RoA) of 0.8% by

FY2016. We maintain our Buy rating on BoB with a price

target of Rs1,062.
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to Sensex

Ashok Leyland Reco: Buy

Stock Update

Margins outperform; maintain Buy with a revised price target of Rs58  CMP: Rs47

Key points

� After seven consecutive quarters of volume decline, Ashok Leyland Ltd (ALL)

showed first signs of recovery with a volume growth of 9.8% and a revenue

growth of 26.2% in Q2FY2015. There was a continued improvement in operating

performance as OPM expanded by 260BPS sequentially (510BPS YoY) to 7.3%,

ahead of our estimates. An exceptional gain of Rs109 crore (~ Rs82 crore post

tax) enabled ALL to report a PAT of Rs121 crore.

� The domestic commercial vehicle (CV) industry is on a recovery path and has

reported positive growth over the past four months. The heavy truck segment

has been leading the recovery while the intermediate and light truck segments

are yet to turn positive. The central government’s initiatives on manufacturing-

led industrial growth and kick-starting the capital expenditure cycle will be the

drivers for the CV industry going forward.

� With a leaner cost structure, minimal capex going forward and de-leveraging of

balance sheet, ALL is well poised to reap the benefits of a revival in the CV

industry. We have raised our earnings estimates for FY2016 and FY2017 by 7.8%

and 5.7% factoring in higher realisations and improved margins. We continue to

remain positive on the stock and reiterate a Buy recommendation with a revised

price target of Rs58, valuing the core business at 14x FY2017E earnings.

Price target: Rs58

Market cap: Rs13,490 cr

52 week high/low: Rs49/15

NSE volume: 189 lakh
(no. of shares)

BSE code: 500477

NSE code: ASHOKLEY

Sharekhan code: ASHOKLEY

Free float: 141. cr
(no. of shares)

Results Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Revenues  3,217.7  2,549.6 26.2  2,477.8 29.9

EBIDTA  234.4  56.3 316.5  116.1 101.9

EBIDTA margins (%)  7.3  2.2  4.7

Depreciation  103.1  90.1 14.4  103.3 -0.2

Interest  100.7  124.4 -19.0  106.3 -5.3

Other Income  25.7  23.1 11.2  23.1 11.2

PBT  56.3  (135.1) NA  (70.5) NA

Tax  17.3  (66.3) NA  (22.5) NA

Adjusted PAT  39.0  (68.8) NA  (48.0) NA

Reported PAT  120.7  (25.1) NA  (48.0) NA

EPS (Rs)  0.1  (0.3)  (0.2)

investor’s eye stock update
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CV industry reports positive growth

After nine consecutive quarters of volume de-growth, the

medium and heavy commercial vehicle (MHCV) industry

reported a positive growth of 8.6% year on year (YoY) in

Q2FY2015. The MHCV truck volumes rose at a faster rate

of 16.0% YoY while the MHCV bus segment continued to

decline. The growth in the MHCV truck segment was not

uniform, while heavy truck segment grew at a faster pace;

the intermediate commercial vehicle (ICV) segment still

continues to struggle. Similarly the light commercial

vehicle (LCV) segment has been declining given the poor

demand for the small commercial vehicle (<2mt) category.

Further improvement in OPM

ALL had a rich product mix for the quarter as the

contribution of defense business and exports rose during

the quarter. Additionally, the company undertook price

increases in small doses to improve its gross profit margin

(GPM). Resultantly, blended realisations for the quarter

rose 2.3% sequentially. ALL’s net revenues rose 26.2% YoY

to Rs3,218 crore. Aided by the improved product mix and

price increases taken, operating profit margin (OPM)

expanded by 510BPS YoY (260BPS QoQ) to 7.3%. The

combination of increase in revenues and a sharp increase

in profitability led to a sharp 317% YoY increase in the

operating profit to Rs234 crore.
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Sales volume trend

ALL volumes up 9.8% YoY; gains market share

ALL volumes during the quarter were higher by 9.8% YoY.

The domestic MHCV truck volumes rose by 32.4% YoY enabling

the company to expand its market share by 330 basis points

(BPS) YoY (180BPS quarter on quarter [QoQ]). The company

had an excellent quarter in terms of exports wherein the

volumes rose by 44.6% YoY. The LCV segment (Dost and

Partner models) continues to remain weak for the company

in-line with the broader industry trend. The light commercial

vehicle (LCV) volumes were down 4.8% YoY.
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Profitability trend

Reported profit boosted by an exceptional income

The reduction in debt burden enabled ALL to reduce its

interest cost for the quarter by 19% YoY. The company

had an exceptional gain of Rs109 crore due to the sale of

a land parcel in Chennai. Adjusted for the same, net profit

after tax (PAT) was at Rs39 crore as against our expectation

of Rs27 crore. The reported PAT boosted by the exceptional

gain was higher at Rs121 crore.



10Sharekhan Home NextNovember 07, 2014

investor’s eye stock update

ALL raises Rs666 crore via QIP

In July 2014, ALL raised Rs666 crore equity funds via a

qualified institutional placement (QIP). The company

allotted 18.5 crore equity shares at a price of Rs36 per

share. The funds raised via QIP will be used for reducing

the debt on the books of the company and to bring the

debt/equity level to 1.0. As of end Q2FY2015, the debt

to equity for the company was at 1.09x. There was an

increase of Rs500 crore in the working capital level as

the company has started its pre-production on some of

the large export and Jawaharlal Nehru National Urban

Renewal Mission (JNNURM) orders during the quarter.

Valuations

The domestic CV industry is on a recovery path and the

trend over the past three to four months has been

encouraging. The growth reported looks optically higher

and is a result of a highly depleted base over the past

couple of years. Fresh demand for trucks is yet to be

triggered and government initiatives to kick-start the

capital expenditure cycle would fuel the next phase of

growth for the industry. The recent fall in diesel prices is

an additional positive which will boost operator

profitability. With a leaner cost structure, minimal capital

expenditure (capex) going forward and de-leveraging of

balance, ALL is well poised to reap the benefits of a revival

in the CV industry. We have raised our earnings estimates

for FY2016 and FY2017 by 7.8% and 5.7% factoring in higher

realisations and improved margins. We continue to remain

positive on the stock and reiterate a Buy recommendation

with a revised price target of Rs58, valuing the core

business at 14x FY2017E earnings.

Valuations

Particulars FY12 FY13 FY14 FY15E FY16E FY17E

Net sales (Rs cr) 12,904.3 12,481.2 9,943.4 13,034.1 17,274.9 20,428.6

Growth (%) 16.1 -3.3 -20.3 31.1 32.5 18.3

EBITDA (Rs cr) 1,256.1 876.5 166.6 921.0 1,639.1 2,066.7

OPM (%) 9.7 7.0 1.7 7.1 9.5 10.1

PAT (Rs cr) 564.4 144.2 (476.3) 143.6 767.1 1,148.0

Growth (%) -10.6 -74.5 -430.4 n/a 434.2 49.7

FD EPS (Rs) 2.1 0.5 (1.8) 0.5 2.7 4.0

P/E (x) 22.3 87.5 n/a 90.9 17.6 11.8

P/B (x) 4.4 4.0 3.9 3.1 2.8 2.3

EV/EBITDA (x) 13.2 20.3 109.1 19.0 10.3 7.7

RoE (%) 20.4 3.3 (10.7) 2.9 13.6 17.8

RoCE (%) 15.4 7.6 (1.7) 6.5 14.2 18.2

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

Stock Update

The US business continues to see a strong traction; price target revised up to Rs1,272  CMP: Rs1,031

Key points

� Aurobindo Pharma reported healthy results in Q2FY2015 as reflected in a 50.5%

growth in net sales and a 36.5% growth in the adjusted net profits. The revenue

growth during the quarter has been aided by the integration of newly acquired

European business of Actavis.

� The continued strong growth in the US business (up by 61% YoY), a 400BPS

expansion in gross margins, improved balance sheet (repayment of $85 million

during H1FY2015) and smooth integration of the European business of Actavis

are some of the key positives visible in this quarter.

� The management is confident to achieve more than 20% growth in the US market

over the next couple of years and an operating margin of over 22% on a

sustainable basis. However, the API business will continue to see seasonal

variations quarter on quarter.

� We have fine-tuned our estimates and introduced the estimates for FY2017 and

roll over our valuation to the estimated earnings for FY2017. Accordingly, the

price target stands revised to Rs1,272 (16x FY2017E EPS). We maintain Buy

recommendation on the stock.

Price target: Rs1,272

Market cap: Rs30,054 cr

52 week high/low: Rs1,048/236

NSE volume: 18.3 lakh
(no. of shares)

BSE code: 524804

NSE code: AUROPHARMA

Sharekhan code: AUROPHARMA

Free float:  13.4 cr
(no. of shares)

Results Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Net sales 2,881.2 1,914.0 50.5 2,911.1 -1.0

Operating expenditure 2,244.0 1,475.5 52.1 2,252.9 -0.4

Operating profit 637.2 438.5 45.3 658.2 -3.2

Other income 27.3 5.1 434.1 10.8 152.5

EBIDTA 664.5 443.6 49.8 669.0 -0.7

Interest 21.0 24.6 -14.7 18.9 11.2

Depreciation 89.9 76.6 17.3 90.8 -1.1

PBT 553.7 342.4 61.7 559.3 -1.0

Tax 140.4 40.1 250.1 146.4 -4.1

Adjusted PAT 414.2 303.4 36.5 414.0 0.0

Forex loss/(gains) 42.0 68.3 -38.5 -1.4 0.0

Net profit (reported) 372.2 235.1 58.3 415.4 -10.4

EPS (Rs) 14.2 10.4 36.5 14.2 0.0

Margins (%) BPS BPS

OPM 22.1 22.9 -79 22.6 -49

EBIDTA margin 23.1 23.2 -11 23.0 8

Net profit margin 14.4 15.8 -147 14.2 15

Tax rate 25.4 11.7 1365 26.2 -82

investor’s eye stock update
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The US business continues to show a strong traction

The company reported a 60.7% growth in the US business

to Rs1,174 crore ($195 million), despite the benefits of

exclusivity on Cymbalta expired during last quarter. A

strong growth in USA during the quarter is mainly

attributed to expanded volume and better pricing on the

key products. The company has built a strong pipeline of

products for the US market as reflected in a close to 207

abbreviated new drug applications (ANDAs) pending

approvals by the US food and drug administration (USFDA)

out of 378 ANDAs filed. The company’s focus on the niche

segments like injectibles, controlled substances,

ophthalmic and penem based products will continue to

boost the US business of the company.

Revenue break-up (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

USA 1,174.3 730.8 60.7 1,115.7 5.3

ARV 138.9 233.1 -40.4 224.2 -38.0

Europe 766.5 264.5 189.8 798.2 -4.0

RoW 156.8 93.9 67.0 136.9 14.5

Formulations 2,237 1,322 69.1 2,275 -1.7

SSP 215 243 -11.4 239 -9.8

Cephs 235 207 13.6 212 10.8

ARVs and others 235 268 -12.4 220 6.9

API 685 718 -4.6 670 2.2

Dossier income 0.3 6.3 -95.2 1.8 -83.3

Total sales 2,921.8 2,046.6 42.8 2,947.1 -0.9

Base business 2,374.4 2,040.3 16.4 2,945.3 -19.4

Successful integration of Actvais units drives the

European business

The European business of the company zoomed by 190%

year on year (YoY) to Rs766.5 crore on the back of

integration of the European business of Actavis. However,

as the newly acquired entity is currently incurring loss at

operating level, the operating margin of the company

remained subdued during the quarter. The management

expects a turnaround in operating margins of newly

acquired entity by the next year.

Other API business to see stronger sales in H2FY2015

The active pharmaceutical ingredient (API) business during

the quarter declined by 4.5% due to higher internal

consumption and seasonality in case of semi-synthetic

penicillin (SSP) business. However, H2FY2015 is likely to

be much stronger for SSP and anti-retroviral (ARV) business.

A better product mix expands gross profit margin; ex-

pect better traction ahead

The gross profit margin (GPM) of the company got

expanded by 410 basis points (BPS) YoY in Q2FY2015 on

the back of a better product mix. Although, the operating

profit margin declined marginally by 80BPS due to

integration of loss making units, Actavis, we expect a

better traction in H2FY2015 on the operating front.

Cost analysis (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Adjusted RM cost 1,264.7 919.2 37.6 1,380.6 -8.4

% of sales 43.9 48.0 47.4 819.0

Employee expenses 337.0 196.0 72.0 308.4 9.3

% of sales 11.7 10.2 10.6 -904.5

Other expenses 642.4 360.3 78.3 563.9 13.9

% of sales 22.3 18.8 19.4-1356.4

Total exp 2,244.0 1475.5 2,252.9 14.8

A higher tax rate restricted the growth in adjusted net

profit

During the quarter, the effective tax rate stood at 25.4%

as compared with 11.7% in Q2FY2014, which restricted

the growth in adjusted net profit. The adjusted net profit

grew by 36.5% YoY to Rs414.2 crore.

A stronger balance sheet instills confidence

The debts of the company got reduced by $85 million

during H1FY2015 (to currently stand at $447 million). The

company aims to further reduce the debts by $20-30

million in H2FY2015. The company has planned a capital

expenditure (capex) of Rs550 crore in FY2015 and Rs600

crore in FY2016. We expect the balance sheet to get

stronger on better operating performance and significant

reduction in debts of the company in a couple of years.

We fine-tune and introduce estimates for FY2017E and

roll-over valuation to set a price target of Rs1,272;

maintain Buy

We have fine-tuned our estimates and introduced the

estimates for FY2017 and roll-over valuation to the

estimated earnings for FY2017. Accordingly, the price

target stands revised to Rs1,272 (16x FY2017E EPS). We

maintain our Buy recommendation on the stock.
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Revised estimate Rs cr

Particulars       Old New Var %
FY2015E FY2016E FY2015E FY2016E FY2017E FY2015E FY2016E

Net sales 11,235 12,523 11,704 13,062 15,571 4.2 4.3

Expenditure 8,707 9,705 9,070 10,123 12,068 4.2 4.3

Operating profit 2,528 2,818 2,633 2,939 3,504 4.2 4.3

Other Income 34 38 36 40 48 4.2 4.3

EBITDA 2562 2856 2669 2979 3551 4.2 4.3

Interest 93 70 93 70 41 0.0 0.0

Depreciation 375 417 375 417 460 0.0 0.0

PBT 2,095 2,369 2,201 2,492 3,050 5.1 5.2

Taxes 524 568 550 598 732 5.1 5.2

Adj.PAT 1,571 1,800 1,651 1,894 2,318 5.1 5.2

Reported PAT 1,571 1,800 1,651 1,894 2,318 5.1 5.2

EPS 54 62 56.6 65.0 79.5 5.1 5.2

Margins

OPM % 22.5 22.5 22.5 22.5 22.5 0.0 0.0

EBIDTA % 22.8 22.8 22.8 22.8 22.8 0.0 0.0

APATM  % 14.0 14.4 14.1 14.5 14.9 12.5 12.2

Valuations

Particulars FY2013 FY2014 FY2015E FY2016E FY2017E

Net sales (Rs cr) 5,855 8,100 11,703.5 13,061.7 15,571.1

PAT (Rs cr) 457 1,376 1,651 1,894 2,318

Shares in issue (cr) 29.1 29.2 29.2 29.2 29.2

EPS (Rs) 15.7 47.2 56.6 65.0 79.5

Change  Y-o-Y (%) 85.5 200.6 20.0 14.7 22.4

PER (x) 65.7 21.8 18.2 15.9 13.0

Cash EPS (Rs) 24.2 57.9 69.5 79.3 95.3

Vash PER (x) 42.5 17.8 14.8 13.0 10.8

EV/EBIDTA (x) 37.3 15.7 12.5 10.7 8.4

Book value (Rs/share) 89.5 128.7 181.9 245.7 324.1

P/BV (x) 11.5 8.0 5.7 4.2 3.2

Mcap/sales 5.1 3.7 2.6 2.3 1.9

RoCE (%) 12.2 26.9 28.6 28.5 30.4

RoNW (%) 18.5 43.3 36.5 30.4 27.9

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

Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute 7.7 30.3 45.2 104.1

Relative 2.6 18.8 15.3 53.1

to Sensex

Cadila Healthcare Reco: Hold

Stock Update

The US business drives Q2 results; price target revised to Rs1,640; maintain Hold CMP: Rs1,490

Price target: Rs1,640

Market cap: Rs30,506 cr

52 week high/low: Rs1,507/696

NSE volume: 99,553
(no. of shares)

BSE code: 532321

NSE code: CADILAHC

Sharekhan code: CADILAHC

Free float: 7.2 cr
(no. of shares)

Key points

� Cadila Healthcare reported a strong result in Q2FY2015, as reflected in 20%

growth in revenues to Rs2,110 crore, a 511BPS expansion in operating profit

margin and a 63% growth in the adjusted net profit to Rs279 crore.

� The revenue growth during the quarter was mainly boosted by the US business,

which grew by 70% to Rs802 crore. However, the domestic business witnessed a

moderate growth of 10.5%, while other businesses remained muted during the

quarter. Going forward, while the US business is likely to maintain a strong

traction on healthy products pipeline, the non-US business is unlikely to see a

significant headways in near term.

� The management has guided for near 440BPS expansion in operating profit

margins for FY2015 on a better product mix. We have fine-tuned our estimates

for FY2015 and FY2016, and introduce the estimates for FY2017. We roll-over

our valuation to estimates of FY2017 to set a price target of Rs1,640 (17x FY2017E

EPS). However, we maintain Hold rating on the stock.

Results Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Net sales 2,110 1,756 20.1 2,048 3.0

Expenditure 1,689 1,496 12.9 1,677 0.7

Operating profit 421 261 61.5 371 13.4

Other income 15 12 19.5 10 40.3

EBITDA 436 273 59.6 382 14.1

Interest 16 32 (49.7) 19 (17.1)

Depreciation 73 52 41.6 68 8.3

PBT 346 189 82.9 295 17.5

Taxes 57 10 465.1 52 8.9

Minority interest 10 8 22.7 7 45.6

Forex loss/(gains) 1 (12) (111.4) (6) (123.3)

Adj.PAT 279 171 63.2 241 15.7

Reported PAT 278 183 51.7 240 15.8

EPS 13.6 8.4 63.2 12.4 10.0

Margins (%) BPS BPS

OPM 20.0 14.9 511.2 18.1 182.8

EBIDTA 20.7 15.5 510.9 18.6 201.3

PATM 13.2 9.7 349.6 11.8 145.0

Tax rate 16.6 5.0 1,154.4 17.4 (88.0)
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The US business drives Q2 results

The company reported a 69.6% growth in the US business
to Rs802 crore on the back of four new product launches
out of six abbreviated new drug application (ANDA)
approvals received during the quarter from the US food
and drug application (USFDA). We expect the US business
to remain a key growth driver for the company, which
will also help the operating margins to improve over the
next couple of years on niche product launches.

The company maintains its target to file near 40 ANDAs in
FY2015 and get approvals for 10 to 15 products. The
company has currently a pipeline of 140 ANDAs (pending
approvals from USFDA), which will help maintain the
growth momentum in the next couple of years.

The non-US business remains muted in Q2

Excluding the US business, the company reported a 3%
growth in remaining business during the quarter, as the
regions like Europe, Brazil, other emerging markets,
exports of active pharmaceutical ingredient (API) and
animal healthcare business reported decline in the
revenues. However, the demotic business reported a 10.5%
growth during the quarter on the back of 8.7% growth in
formulation business, 6% growth in consumer business
(Zydus Wellness) and 116% growth in domestic API
business. The company reported a 6% growth in its Joint
Venture (JV) business during the quarter.

Going forward, while the JV business is unlikely to see a
significant traction, business in Brazil and Europe may
see better traction on the new product launches. Although,
the overall performance of the non-US business is not
likely to see a stronger traction in the international market
we are optimistic on a better traction of domestic and

Brazilian business in the next couple of quarters.

Revenue break-up (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Domestic 884 800 10.5 871 1.5

 Formulations 681 626 8.7 675 0.9

 API 26 12 116.0 24 7.1

Wellness 110 104 6.0 108 2.4

Animal health and others 67 58 16.1 64 3.9

Exports 1,223 938 30.4 1186 3.1

Joint ventures (Jvs) 114 107 6.4 119 (4.5)

Formulation exports 1,033 744 38.9 977 5.7

US 802 473 69.6 717 12.0

Europe 78 94 -17.5 101 (23.2)

Brazil 65 65 -1.1 54 18.9

Emerging Markets 89 98 -9.8 105 (15.7)

 API exports 63 74 -14.6 77 (18.0)

 Animal health and 13 13 -1.5 13 -

others (exports)

Total consolidated 2,106 1738 21.2 2,057 2.4
revenue

Tota API 89 86 3.5 101 (12.0)

The stronger sales in the US market help expand the

operating margins by 511BPS in Q2

The company reported 511 basis points (BPS) year-on-

year (Y-o-Y) expansion in THE operating profit margin

(OPM) to 20% in Q2FY2015 on the stronger US sales. The

company witnessed a significant reduction in employees’

costs and other expenditure during the quarter (in terms

of percentage of net sales).

Going forward, the management has indicated that the

company will see a better operating margin in H2FY2015

and therefore full year’s operating margin should be in

the vicinity of 21% (up 440BPS over FY2014 OPM).

Cost analysis (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Adjusted material cost 824 682 20.8 816 1.0

     % of sales 39.0 38.8 39.8

Employee expenses 287 273 5.2 290 (1.0)

     % of sales 13.6 15.5 14.2

Other expenses 578 541 6.9 571 1.2

     % of sales 27.4 30.8 27.9

Total 1689 1496 1677 0.7

Higher depreciation and taxation restricts the profit

growth

During the quarter, the depreciation cost jumped by 41.6%

to Rs73 crore, while effective tax rate increased to 16.6%

(vs 5% in Q2FY2014). Therefore, the company witnessed

a restricted growth of 63% in adjusted net profit to Rs279

crore during the quarter.

Outlook remains strong

The company is set to intensify the US filings and we

expect a sizeable number of approvals coming through

over the next two to three years. The company’s pipeline

for the US markets includes generic launches of some of

blockbuster drugs like Abilify ($4 billion) and Lialda ($550

million), which are likely to lose their patent protection

in FY2015. Besides, the company has got tentative

approvals for Sirolimus (market size of $203 million) under

the 180-day exclusivity and Asacol (litigation settled with

innovator and to be launched in FY2016; potential

revenues for Cadila at $40 million).

Though the businesses in Brazil and Europe, and the joint

ventures are unlikely to see any significant headway in

the near term, but the domestic business and the business

in the emerging markets may see a partial recovery in

the subsequent quarters.
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We fine-tune and introduce our estimates for FY2017

and roll-over valuation to set a price target of Rs1,640;

maintain Hold:

We have fine-tuned our estimates for FY2015 and FY2016

and introduce the estimates for FY2017. We roll-over our

investor’s eye stock update

valuation to estimates of FY2017 to set a price target of

Rs1,640 (17x FY2017E EPS). However, we maintain Hold

rating on the stock owing to limited upside from the

current market price.

Revised estimate Rs cr

Particulars       Old New Var %
FY2015E FY2016E FY2015E FY2016E FY2017E FY2015E FY2016E

 Net sales 8,537 9,976 8,345 9,982 11,644 -2.3 0.1

Expenditure 6,813 7,880 6,590 7,729 8,877 -3.3 -1.9

Operating profit 1,724 2,096 1,754 2,253 2,767 1.7 7.5

Other Income 58 70 58 70 84 0.0 0.0

EBITDA 1,783 2,166 1,812 2,323 2,851 1.7 7.2

Interest 66 43 116 75 48 76.7 75.3

Depreciation 217 237 288 318 343 32.8 34.5

PBT 1,500 1,886 1,408 1,929 2,460 -6.1 2.3

Taxes 225 283 246 347 443 9.5 22.7

Minority Interest 33 36 33 36 40 0.0 0.0

Adj.PAT 1,242 1,567 1,129 1,546 1,977 -9.1 -1.4

Reported PAT 1,242 1,567 1,129 1,546 1,977 -9.1 -1.4

EPS 60.7 76.5 55.1 75.5 96.6 -9.1 -1.4

Margins (%)

OPM 20.2 21.0 21.0 22.6 23.8 82 156

EBIDTA 20.9 21.7 21.7 23.3 24.5 84 156

PATM 14.5 15.7 13.5 15.5 17.0 -102 -22

Tax rate 15.0 15.0 17.5 18.0 18.0 250 300

Valuations (consolidated)

Particulars FY2013 FY2014 FY2015E FY2016E FY2017E

Net sales (Rs cr) 6,358.1 7,224.0 8,344.6 9,981.9 11,643.8

Adjusted net profit (Rs cr) 655.2 803.5 1,128.8 1,545.7 1,976.9

Shares in issue (cr) 20.5 20.5 20.5 20.5 20.5

EPS (Rs) 32.0 39.2 55.1 75.5 96.6

Change Y-o-Y % -14.9 22.6 40.5 36.9 27.9

PER (x) 46.6 38.0 27.0 19.7 15.4

Cash EPS (Rs) 40.9 49.1 69.2 91.0 113.3

Cash PER (x) 36.4 30.4 21.5 16.4 13.1

EV/EBITDA (x) 29.0 26.9 18.1 13.8 10.7

Book value (Rs/share) 148.5 182.8 232.1 301.8 392.5

P/BV (x) 10.0 8.2 6.4 4.9 3.8

Mcap/sales 4.8 4.2 3.7 3.1 2.6

RoCE (%) 15.8 17.1 20.0 23.7 25.8

RoNW(%) 20.5 21.9 23.8 25.0 24.6

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
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Price performance

(%) 1m 3m 6m 12m

Absolute -3.3 13.9 32.8 46.6

Relative -7.8 3.9 5.4 9.9

to Sensex

Price target: Rs340

Market cap: Rs19,916 cr

52 week high/low: Rs321/200

NSE volume: 4.5 lakh
(no. of shares)

BSE code: 531642

NSE code: MARICO

Sharekhan code: MARICO

Free float: 26.0 cr
(no. of shares)

Key points

� In Q2FY2015, Marico registered a price-led revenue growth of 28% to Rs1,431.2

crore (volume growth stood at 7%). The domestic business revenues grew by 34%

(volume growth of 8%), while the international business revenues grew by 12%

(volume growth of 5%). As anticipated, the higher copra affected the OPM, which

was down by 142BPS YoY to 13.6%. The operating profit grew by 16%YoY, while

higher incidence of tax led to a 12% growth in the reported PAT to Rs118.3 crore.

� The copra prices have decline by 7-8% and remained stabled in the past two

months. The same are not going to increase significantly from the current levels

till the new season starts (February 2015). Also, some of the other key input

prices, such as Kardi oil and rice bran oil are lower on a Y-o-Y basis. This along

with expected savings at packaging cost level would result in better profitability

in FY2016. Thus, we have revised our earnings estimates for FY2016 and FY2017

by 5% each by factoring in a little higher growth in the domestic consumer business

and higher than earlier expected OPM.

� Marico’s strong pricing power aided it to post a strong volume growth in the

branded coconut oil, edible oil and value added hair oil market in India. With

improving consumer environment, we expect the strong revenue growth

momentum to sustain in domestic and international market. Marico’s

consolidated revenues and earnings are expected to grow at a CAGR of 19% and

22% respectively over FY2014-17. Hence, we maintain Marico as one of our best

pick in the mid-cap FMCG space and maintain our Buy rating on the stock with

a revised price target of Rs340 (valuing stock at 25x its FY2017E EPS).

� Key risk to rating: Any significant increase in the copra prices would act as a

key risk to our earnings and rating on the stock.

Marico Reco: Buy

Stock Update

Better operating performance in inflated cost environment; price target revised to Rs340          CMP: Rs309

Results (consolidated) Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Net sales 1,431.2 1,118.4 28.0 1,623.1 -11.8

Expenditure 1,235.9 949.9 30.1 1,356.5 -8.9

Operating profit 195.3 168.5 15.9 266.6 -26.8

Other income 11.7 12.8 -8.4 18.3 -36.2

Interest expenses 5.1 10.4 -50.4 7.0 -27.1

Depreciation 20.5 16.8 22.1 20.4 0.6

PBT 181.3 154.1 17.6 257.6 -29.6

Tax 59.9 43.1 39.2 67.8 -11.7

Adjusted PAT (before MI) 121.4 111.1 9.3 189.7 -36.0

Minority interest (MI) 3.1 5.2 - 4.4

Adjusted PAT (After MI) 118.3 105.9 11.7 185.3 -36.2

Extraordinary items 0.0 0.0 - 0.0 -

Reported PAT 118.3 105.9 11.7 185.3 -36.2

Adjusted EPS 1.8 1.6 11.7 2.9 -36.2

GPM (%) 44.3 50.0 (571)BPS 45.1 (83)BPS

OPM (%) 13.6 15.1 (142)BPS 16.4 (278)BPS

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

Domestic business – strong price power aided volume

growth to sustain in key brands

Marico’s fast moving consumer goods (FMCG) business in

India posted a strong revenue growth of 34% year on year

(YoY) to Rs1,079 crore. The strong revenue growth can be

attributed to sustained volume growth of 8% and price-

led growth of about 26%. Marico’s strong pricing power

aided it to post a strong volume growth in Parachute and

value added hair oil portfolio. The rural growth of 48%

continued to outperform the urban growth, which stood

at 30% in Q2FY2015. The operating margins of the Indian

FMCG business stood at 15.1% before corporate allocation.

The company expects the Indian business’ operating profit

margin (OPM) to sustain in the range of 17-18% in the

near to medium term, but in the immediate term pressure

could be felt due to inflated copra prices.

� Parachute coconut oil: volume growth stood at 7%

� In Q2FY2015, Parachute’s rigid pack volume growth

stood at 7% despite price inflation in the domestic

market. Parachute coupled with Nihar increased

its market share by 65BPS to 57% as competitive

position remained favourable in the cost

inflationary environment.

� We expect Parachute’s (rigid pack) volume growth to

remain in the range of 6-8% in the near to medium

term. This will be driven by conversion from loose to

branded coconut oil and share gains in the rural market.

� The average copra prices grew by 110% putting

pressure on the profitability of Marico’s gross margins.

The cumulative price increase of above 35% aided in

mitigating significant pressure on the margins.

� The copra prices have stabilised in the past two to

three months and are not expected to spike up from

the current levels. Hence, the gross margin situation

is expected to improve from FY2016.

� Saffola edible oil–volume growth of 10% sustains

� The Saffola edible oil posted a steady volume

growth of ~10% in Q2FY2015. The brand maintained

its leadership position of 56% in super-premium

edible oil market.

� The company took price increase of 4% in Saffola

active at the start of Q2FY2015 to mitigate the

impact of higher input cost and packaging cost.

� With growing affluence towards healthy lifestyle, we

expect Saffola edible to maintain a double-digit volume

growth in the range of 11-13% in the near term.

� Saffola Oats continues to perform well and

registered a value growth of 31% in Q2FY2015. The

company has maintained the market share of 17%

in the domestic oats market. The company expects

oats to contribute around Rs70-75 crore of total

revenues in FY2015 (vs Rs40 crore in FY2014) and

is expected to cross Rs100 crore in FY2016.

� Value-added hair oils- double-digit volume growth

sustained

� Marico’s value-added hair-oil portfolio (Parachute

Advansed, Nihar Naturals and Hair & Care) volume

growth stood at 13% in Q2FY2015 (improved from

11% volume growth in Q1FY2015).

� Marico has maintained its leadership position with

the volume market share of 28% and the value

market share of 21% in Rs5,500 crore value-added

hair-oil market.

� We expect the segment volume growth to sustain

in the range of 10-13% in the next one to two

quarters and should gradually improve from

Q1FY2016. We maintain our long-term volume

growth expectation of 15-17%.

� Youth brand-strong recovery in sales growth

� The youth brand portfolio (Set Wet, Zatak and Livon)

registered a strong double-digit sales growth of 21%.

This is a strong improvement over Q1FY2015 where

the sales stood flat on a year-on-year (Y-o-Y) basis.

� The company expects the portfolio to register a

revenue growth in the range of 15-20% in the coming

quarters on back of continuous investment behind

brands and new product launches.

� The company is likely to cross-pollinate the

portfolio by introducing some of the overseas brand

in the domestic market.

International business performance–double-digit revenue

growth maintained, margins remained upwards of 15%

Marico’s international business revenues grew by 12%

(constant currency sales growth of 16%) in Q2FY2015 to Rs352

crore driven by double-digit (constant currency) revenue

growth in regions, such as Middle East and North Africa

(MENA) and Bangladesh. The volume growth in the

international business stood at 5%. The OPM of the

international business stood at 16.2%, which is much better

than the company’s long-term expectation. The management

expects the operating margins of Marico’s international

business to stay above 14-15% in the coming years.
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� Bangladesh—maintain double-digit revenue growth:

Bangladesh business revenues (about 40% of the

international business) posted a constant-currency

revenue growth of 17% in Q1FY2015. The volume

growth during the quarter stood at 4%. The value added

hair-oil portfolio registered a strong growth of 44% and

maintained its market position at no.3. With improving

macro environment in Bangladesh, we expect a mid-

teen revenue growth to sustain in the coming quarters.

� MENA–revenues grew by 24%: The MENA region’s

revenues grew by a strong 24% (on a constant-currency

basis) in Q2FY2015 better than 18% growth in 1FY2015.

The strong growth was driven by strong recovery in

the Middle East business. Parachute coconut hair oil

and haircreams have shown healthy volume growth

and have also seen improvement in the market share

in the last eight months. We expect the MENA region’s

revenues to grow in high teens in the coming quarters.

� South East Asia–posted a flat performance: The

Vietnam business posted a flat performance with

revenues growing by just 4% due to sustain macro

headwinds affecting the consumer sentiments. The

consumer demand in Vietnam market is expected to

remain sluggish in the near term. The Vietnam business

margins remained stable on Y-o-Y basis and likely to

remain stable in quarters ahead. The increase in

effective tax rate from 7.5% to 15% will affect the PAT

growth in Vietnam business.

investor’s eye stock update

� South Africa–constant-currency revenue growth of

12%: The South African business revenues grew by 12%

on the constant-currency basis. The South African

economy is expected to remain below potential on a

higher inflation and interest rate. We don’t expect

business to see substantial improvement in the sales

growth in the near term.

Outlook and valuation

The copra prices have decline by 7-8% and remained stabled

in the past two months. The same are not going to increase

significantly from the current levels till the new season starts

(February 2015). Also, some of the other key input prices,

such as Kardi oil and rice bran oil are lower on a Y-o-Y basis.

This along with expected savings at packaging cost level would

result in better profitability in FY2016. Thus, we have revised

our earnings estimates for FY2016 and FY2017 by 5% each by

factoring in a little higher growth in the domestic consumer

business and higher than earlier expected OPM.

Marico’s strong pricing power aided it to post a strong

volume growth in the branded coconut oil, edible oil and

value added hair oil market in India. With improving

consumer environment, we expect the strong revenue

growth momentum to sustain in domestic and international

market. Marico’s consolidated revenues and earnings are

expected to grow at a CAGR of 19% and 22% respectively

over FY2014-17. Hence, we maintain Marico as one of our

best pick in the mid-cap FMCG space and maintain our

Buy rating on the stock with a revised price target of

Rs340 (valuing stock at 25x its FY2017E EPS).

Valuations (consolidated)

Particulars FY2013 FY2014 FY2015E FY2016E FY2017E

Net sales (Rs cr) 4,596.2 4,686.5 5,839.7 6,748.8 7,809.2

Adjusted net profit (Rs cr) 370.3 485.4 593.8 742.6 874.5

EPS (Rs) 5.7 7.5 9.2 11.5 13.6

Growth YoY % 10.8 31.1 22.3 25.0 17.8

PER (x) 36.7 41.1 33.6 26.8 22.8

P/BV (x) 6.9 14.6 10.5 7.7 5.9

EV/EBIDTA (x) 22.3 26.4 20.9 16.5 13.7

RoCE (%) 24.3 30.7 41.4 40.5 37.6

RoNW (%) 23.7 29.0 36.5 33.2 29.3

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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to Sensex

GlaxoSmithKline Consumer Healthcare Reco: Hold

Stock Update

Volume growth to remain in mid-single digit; price target revised to Rs5,730 CMP: Rs5,694

Price target: Rs5,730

Market cap: Rs23,972 cr

52 week high/low: Rs5,799/4,064

NSE volume: 10,614
(no. of shares)

BSE code: 500676

NSE code: GSKCONS

Sharekhan code: GSKCONS

Free float: 1.2 cr
(no. of shares)

Key points

� GlaxoSmithKline Consumer Healthcare (GSK Consumer) posted yet another
quarter of mute volume growth of 2% (adjusting for inventory pipeline in exports
business volume growth stood at 3-3.5%) in Q2FY2015. The slowdown in the
domestic market continues to affect the HFD category (decline by 4% in Q2).
The biscuit segment registered a growth of 6% due to a high base of 2FY2015
and discontinuance of some of the SKU’s of digestive and diabetic variants.

� GSK Consumer’s management expects the volume growth to come back to 4-5% by
Q4FY2015 and expect the stable volume growth trajectory of 5-6% in HFD segment
(contributes above 90% of revenues) in the next two years. The key growth drivers
in near term would be improvement in penetration in north and west region and
strong growth in some of the premium variants. The biscuit segment is expected to
grow by 10-12% in the near term. In view of decline in the prices of some of the key
inputs, such as milk powder (corrected by 7-8%) and packaging cost, the management
has indicated of improvement in gross margins from H2FY2015.

� GSK Consumer would stop getting tax benefits from its Baddi facility from May
2015, which would result in an impact of 300BPS on the margins. However, the
lower input cost and savings at other operating cost would help in mitigate the
impact of same. We have revised downwards our estimates for FY2016 earnings by
4% to factor in lower than earlier estimated volume growth and lower net sales due
to increase in excise duty. We have also introduced FY2017 financials in this note.

� GSK Consumer is a strong player in the domestic HFD segment with a strong
portfolio of brands in base and premium segments. We expect the company to
benefit from the improving consumer sentiments in urban India and lowering of
input cost. Also, with strong cash flows, it is one of the cheery dividend payers
in the FMCG space. We maintain our Hold recommendation on the stock with a
revised price target of Rs5,730 (rolling it over to FY2017 earnings).

Results Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ%

Net sales 1,074.7 971.9 10.6 852.9 26.0

Business auxiliary inc. 38.9 42.1 -7.6 37.4 4.2

Total operating income 1,113.6 1014.1 9.8 890.3 25.1

Total expenditure 917.9 822.1 11.7 734.3 25.0

Operating profit 156.8 149.9 4.6 118.7 32.1

Other income 61.9 43.4 42.6 38.5 60.6

EBIDTA 257.6 235.4 9.4 194.6 32.4

Interest 0.2 0.1 35.7 0.2 18.8

PBDT 257.4 235.3 9.4 194.4 32.4

Depreciation 12.1 11.6 4.8 12.2 -0.5

PBT 245.3 223.7 9.6 182.2 34.6

TAX 85.0 76.8 10.7 62.3 36.5

Adjusted PAT 160.3 146.9 9.1 120.0 33.6

Reported PAT 160.3 146.9 9.1 120.0 33.6

 EPS (Rs.) 38.1 34.9 9.1 29 33.6

GPM (%) 61.6 62.9 (135)BPS 65.0 (343)BPS

OPM% (excluding business Auxiliary inc.) 14.6 15.4 (83)BPS 13.9 68BPS

OPM% (including business auxiliary income) 18.2 19.8 (155)BPS 18.6 (43)BPS

investor’s eye stock update
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Valuations

Particulars CY2012 FY2014 FY2015E FY2016E FY2017E

Revenues (Rs cr) 3,079.4 4,682.9 4,135.2 4,594.4 5,272.8

Growth (%) 15 52 -12 11.1 14.8

Operating margins (%) 18.3 18.6 17.7 18.7 19.2

PAT (Rs cr) 436.8 674.8 576.2 662.2 777.3

Growth (%) 23.0 54.5 -14.6 14.9 17.4

EPS (Rs) 103.9 160.4 137.0 157.4 184.8

P/E (x) 54.8 44.4 * 41.6 36.2 30.8

EV/EBIDTA (x) 32.7 25.6* 23.8 20.5 17.1

RoNW (%) 34.9 34.0* 29.1 28.2 28.0

RoCE (%) 52.0 51.3* 44.1 42.8 42.5

* FY2014 financial numbers are estimated for 15 months as the company has changed its accounting year end to March 2014, hence not comparable; we have

annualised these ratios to make them comparable.

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

Key highlights of the conference call

� Sales volume growth in HFD segment stood at 2%

(adjusted volume growth of 3.5%): The health food

drink (HFD) segment continues to feel the pressure of

muted consumer demand with sales volume growth

standing at 2% (adjusting for inventory pipeline issue

the sales volume growth stood at 3-3.5%). The revenue

growth of 11% is largely driven by 9% price-led growth.

Its key brand, Horlicks, registered a revenue growth

of 10% (volume growth of 2%) and Boost grew by 7%

(entirely price-led growth). Some of the premium

brands, such as Horlicks – Kesar Badam grew ahead of

the base brand. Some of the other variants, such as

Woman Horlicks and Mother Horlicks would continue

to gain good acceptance in the coming years (especially

in the urban markets). The management expects

volume growth to improve gradually and remain in the

range of 5-6% in the near- to medium-term.

� Food business grew by 11% - biscuits disappoint; Oats

continue to gain market share: GSK Consumer’s food

business grew by 11% in Q2FY2015. The growth was

affected by 6% growth in the biscuit segment, which

registered a lower growth due to a high base and

discontinuance of some of the stock keeping units

(SKUs) in digestive and diabetic variants. The oats

segment grew by 7% with market share gains in south

India (now no.2 brand in south India after PepsiCo).

Foodles multigrain noodles and Boost bites registered

a strong growth, which aided the food business to grow

in double digits. The management has hinted of no

new launches in the foods segment in the next six to

nine months. It expects the biscuit segment to grow

at a stable rate of 10-12% in the coming quarters.

� Auxiliary income affected by one-off Crocin

regulatory issue, growth to be 10-12% in the near

term: GSK Consumer’s business auxiliary income was

affected by one-off lower sales of Crocin brand due to

regulatory issues. However, other brands, such as Eno

and premium toothpaste brand-Sensodyne (grew by

12% in Q2FY2015) registered a double-digit growth.

The company expects the business auxiliary income

to grow in the range of 10-12% in the stable

environment.

� Gross margins to improve in the second half: In view

of decline in the prices of some of the key inputs,

such as milk powder (corrected by 7-8%) and packaging

cost, the management has indicated of improvement

in gross margins from H2FY2015. The consumption cost

for skimmed milk powder stood at Rs280 per kg in

Q2FY2015, which has come down to Rs255-260 per kg

in Q3FY2015 and is expected to further decline to

Rs235-240 in Q4FY2015.

� Sustained focus on distribution enhancement: GSK

Consumer’s direct distribution reach currently stands

at 8.5 lakh outlets, which it expects to grow strongly in

the coming years. It has introduced several initiatives,

such as wholesalers royalty programme to improve

indirect reach. Its indirect reach currently stands at

3.1 million outlets, increased by 0.6 million outlets on

a Q-o-Q basis. We expect GSK Consumer’s indirect reach

to go up to 4.5 million outlets by H1FY2016.

investor’s eye stock update
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Torrent Pharmaceuticals Reco: Buy

Stock Update

Elder’s brands aided growth in Q2; price target revised to Rs1,083; maintain Buy CMP: Rs942

Price target: RsRs1,083

Market cap: Rs15,939 cr

52 week high/low: Rs982/451

NSE volume: 1.0 lakh
(no. of shares)

BSE code: 500420

NSE code: TORNTPHARM

Sharekhan code: TORNTPHARM

Free float: 4.8 cr
(no. of shares)

Key points

� Torrent Pharmaceuticals (Torrent Pharma) reported a strong result in Q2FY2015 as

reflected in a 28.5% jump in net sales to Rs1,203 crore, a 238BPS expansion in operating

margin to 21.5% and a 75% jump in the reported net profit to Rs198 crore.

� The net sales was boosted by incremental revenues from the newly acquired

branded business of Elder Pharmaceuticals (contributed near Rs95 crore of

revenue in Q2FY2015) and stronger traction in Brazilian (up 28% YoY) and the

US business (up 45% YoY). Excluding the newly acquired business, the growth

from base business stood at 15.5%.

� However, excluding the impact of (a) forex gains (b) one-offs related to shelf

stock adjustment (c) employees social security related spend in Q2FY2015 and

(d) other operating income on account of licensing income from CRAMS contracts

in Q2FY2014, the adjusted net profit grew by 52% during the quarter.

� Taking cues from the H1FY2015 results and interaction with the management,

we have fine-tuned our estimates for FY2015 and FY2016. We also introduce

estimates for FY2017 and roll-over our valuation to earnings of FY2017 to set a

new price target of Rs1,083 (16x FY2017E EPS). We maintain Buy recommendation

on the stock.

Results Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Net sales 1,203 936 28.5 1,092 10.1

Expenditure 944 793 19.0 769 22.8

Operating profit 259 143 80.8 323 -19.9

Other operating income 14.0 36.0 (61.1) 22.0 -36.4

Other Income 72 10 620.0 49 46.9

EBITDA 344.6 189 82.3 394 -12.5

Interest 54 15 260.0 24 125.0

Depreciation 56 22 154.5 21 166.7

PBT 235 152 54.3 349 -32.8

Taxes 37 39 (5.1) 93 -60.2

Adj.PAT 198 113 74.9 256 -22.8

Reported PAT 197.6 113.0 74.9 256.0 -22.8

EPS 11.7 6.7 74.9 15.1 -22.8

Margins (%) BPS BPS

OPM 21.5 15.3 623 29.6 -808

EBIDTA 28.7 20.2 846 36.1 -743

PATM 16.4 12.1 436 23.4 -701

Tax 15.8 25.7 -989 26.6 -1088

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

The newly acquired business of Elder Pharmaceuticals

aids growth in the domestic market

The company reported a 48.8% growth in domestic

formulation business to Rs442 crore during the quarter,

which included approximately Rs95 crore from newly

acquired branded business of Elder Pharmaceuticals. Even

excluding the revenue from newly acquired brands, the

growth in domestic market stood at 17% in Q2FY2015,

which is healthy.

The management expects a stronger traction in the newly

acquired business will sustain in the next few quarters

and the growth will stabilise by the end of the next year

(ie FY2016).

Brazilian business recovers in Q2; growth to sustain in

H2FY2015

After witnessing a muted growth in its Brazilian business

during the past few quarters, the company reported a

strong 27.7% growth in Q2FY2015 to Rs160 crore. The

growth was led by (a) volume growth in base business (b)

launch of a new product (Nebivolol) in branded generic

business (c) stronger traction in the institutional business

(contributes 20% of Brazilian sales) and (d) incremental

revenue from generic business. Most of the growth factors,

which drove the growth during this quarter are sustainable

and therefore, we can look forward for a similar growth

in H2FY2015 as well.

The US business remains firm despite shelf-stock

adjustments

The company reported a 45% growth in the US business to

Rs167 crore in Q2FY2015. As the exclusivity on Cymbalta

expired in June this year, the company reported a 38%

decline on a quarter-on-quarter (QoQ) basis. However,

the base business remained firm during the quarter,

despite competition in key products categories. The

company has undertaken shelf stock adjustments to align

the products with prevailing prices in the market.

However, as the shelf-stock adjustments process is getting

over, subsequent quarter may see a better traction in the

US business.

During H1FY2015, the company had filed one abbreviated

new drug application (ANDA) and got approvals of two

ANDA from the US food and drug administration (USFDA).

Till date, the company has 50 ANDAs approvals (including

six tentative approvals) and its pipeline consists of 21

pending approvals and 45 products under development.

The company aims to launch 8 to 10 products in FY2015,

which will drive the growth during the year.

Other market sees a moderate growth in Q2

The company witnessed a 5.5% growth in the European

business to Rs248 crore in Q2FY2015. Rest of the world

market remained flat at Rs97 crore due to discontinuance

of business in some regions which is non-profitable.

Revenue break-up (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Domestic formulations 442 297 48.8 352 25.6

Contract manufacturing 98 100 (1.7) 26 278.1

(insulin)

Others 4 2 115.0 2 115.0

International 672 573 17.4 734 -8.4

Europe (+Heuman) 248 235 5.5 230 7.8

Brazil 160 125 27.7 149 7.4

Rest of world + Russia 97 97 (0.2) 86 12.8

USA 167 115 45.2 269 -37.9

Total revenues 1,217 972 25.2 1,114 9.2

Operating margin expands by 623BPS YoY in Q2

The company reported a 623 basis points (BPS) expansion

in operating profit margin to 21.5%, thanks to a better

product mix and discontinuance of business in non-

profitable regions. However, as the shelf-stock

adjustments process in USA is getting over and branded

business is getting better traction in domestic and Brazilian

market, we expect the operating margin to remain healthy

going forward.

Revenue break-up (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Adjusted material cost 381 301 26.6 301 26.6

     % of sales 31.7 32.16 27.56

Employee expenses 224 182 23.1 184 21.7

     % of sales 18.6 19.4 16.8

Other expenses 339 310 9.4 284 19.4

     % of sales 28.2 33.1 26.0

Total 944 793 769 22.8

The forex gains and lower tax rates boosts bottom-line

During the quarter, the company earned a net foreign

exchange (forex) gains (amount not disclosed), which is

included in other income (other income shoots up 620%

to Rs72 crore during the quarter. The company had

reported a forex loss of Rs36 crore in Q2FY2014 and a

forex gain of Rs34 crore in Q1FY2015. Moreover, the

effective tax rate during the quarter stood at 15.8% as

compared to 25.7% in Q2FY2014. Therefore, the reported

net profit jumped by 75% to Rs198 crore.
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However, the management has maintained the guidance

of effective tax rate at 21% to 22% (minimum alternate

tax [MAT] rate) for FY2015 (vs 22.3% in H1FY2015).

Outlook

We remain positive on the Torrent Pharma, which has

multiple growth drivers to sustain a high growth in the

next couple of years. These growth drivers includes (1)

improved field force productivity in branded business in

India and stronger traction in the newly acquired brands

of Elder Pharma (scope of price increases remains for most

of these brands) (2) strong products pipeline in USA and

(3) recovery in the Brazilian business. We expect the

investor’s eye stock update

revenue and profit compounded annual growth rate (CAGR)

of 16% and 20% over FY2014 and 2017E, respectively.

We fine-tune our estimates and roll-over valuation to

set a new price target of Rs1,083; maintain Buy

Taking cues from the H1FY2015 results and interaction

with the management, we have fine-tuned our estimates

for FY2015 and FY2016. We also introduce estimates for

FY2017 and roll-over our valuation to earnings of FY2017

to set a new price target of Rs1,083 (16x FY2017E earnings

per share [EPS] of Rs67.7). We maintain Buy

recommendation on the stock.

Revised estimate Rs cr

Particulars       Old New Var %
FY2015E FY2016E FY2015E FY2016E FY2017E FY2015E FY2016E

 Net sales 4,810 5,473 4,807 5,514 6,336 (0.1) 0.7

 Operating profit 1,097 1,259 1,154 1,323 1,552 5.2 5.1

      OPM(%) 22.8 23.0 24.0 24.0 24.5

 EBIDTA 1,255 1,440 1,414 1,612 1,869 12.7 11.9

 PBT 1,039 1,211 1,036 1,218 1,459 (0.3) 0.5

 PAT 800 938 819 956 1,145 2.3 1.9

 EPS 47.3 55.5 48.4 56.5 67.7 2.3 1.8

Valuations (consolidated)

Particulars FY2013 FY2014 FY2015E FY2016E FY2017E

Net sales (Rs cr) 3,054.0 4,036.0 4,807.1 5,513.6 6,336.4

Adjusted net profit (Rs cr) 470.0 664.0 818.6 955.8 1145.3

Shares in issue (cr) 8.5 16.9 16.9 16.9 16.9

EPS (Rs) 55.6 39.2 48.4 56.5 67.7

PER (x) 17.0 24.0 19.5 16.7 13.9

EV/EBIDTA (x) 14.8 20.1 15.2 12.8 10.4

Book value (Rs/share) (x) 168.1 112.4 160.2 209.7 270.4

P/BV (x) 5.6 8.4 5.9 4.5 3.5

Mcap/sales 2.1 3.2 2.7 2.3 2.0

RoCE (%) 33.8 37.0 29.8 24.9 25.4

RoNW (%) 35.9 39.9 35.5 30.5 28.2

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

Stock Update

Weak quarter, maintain Hold CMP: Rs325

Price target: Rs425

Market cap: Rs12,808 cr

52-week high/low: Rs488/299

NSE volume: 7.7 lakh
(no. of shares)

BSE code: 532733

NSE code: SUNTV

Sharekhan code: SUNTV

Free float: 9.9 cr
(no. of shares)

Key points

� For Q2FY2015, Sun TV Network (Sun TV)’s revenues grew by 9.2% YoY to Rs509.3

crore. Advertisement revenues were up by 11.4% YoY to Rs260 crore, while the total
subscriptions revenues grew by 12.2% YoY to Rs213 crore. EBITDA margins improved
by 537BPS YoY to 77.8%, however EBIT margins were down by 575BPS YoY to 41.4%
attributed to a steep increase in the amortisation cost to Rs165 crore, up by 74% YoY.
The net income excluding for EO in Q2FY14 was up by 3.8% YoY to Rs154.8 crore.

� Given the delay in the implementation of DAS regime (extended by one year) and
gradual improvement in the advertisement spends, the earnings numbers of Sun
TV is expected to remain soft over the next two years. We expect a CAGR of 11%
over FY2014-16E. We have marginally tweaked our earnings estimates to factors;
1) softness in subscriptions revenues; will see material improvement only on
implementation of Phase III and IV digitalisation 2) higher amortisation cost 3) and
positive side, significant improvement in earnings of radio business subsidiaries.

� In the last three months, stock has corrected close to 24% owing to CBI case on the
promoters and weak earnings, however we believe at 14x FY16E (45% discount to
ZEEL) and strong cash and cash equivalents of Rs1,018 crore (strong cash addition
in the last two quarters), we believe most of the negative has been priced in the
stock. The material outperformance may not be there in the near term owing to
the absence of strong earnings and overhang of CBI case on the promoters. Thus,
we maintain our Hold rating on the stock with a price target of Rs425.

investor’s eye stock update

Results Rs cr

Particulars Q2FY15  Q2FY14  Q1FY15  YoY (%)  QoQ (%)

 Advertising revenue  260.3  233.6  280.4  11.4  (7.2)

 Broadcasting revenue  31.0  34.7  26.0  (10.7)  19.2

 Subscription revenue  213.1  190.0  209.3  12.2  1.8

 Others (including IPL)  5.0  8.2  117.8  (38.9)  NA

 Total revenue  509.3  466.4  633.5  9.2  (19.6)
 Cost of revenue  40.4  44.0  41.9  (8.0)  (3.4)

 Staff cost  50.1  48.3  45.8  3.9  9.5

 IPL franchisee fees  -  -  85.1

 Other expenditure  22.7  36.5  93.2  (38.0)  (75.7)

 Total cost  113.2  128.7  265.9  (12.1)  (57.4)

 EBITDA  396.1  337.7  367.7  17.3  7.7
 Other income  22.2  17.8  19.7  24.7  12.7

 Depreciation  185.0  117.6  139.0  57.4  33.1

 EBIT  233.3  237.9  248.4  (1.9)  (6.1)

 Interest cost  0.5  0.9  0.8  (48.9)  (43.2)

 EBT  232.9  237.0  247.6  (1.8)  (5.9)
 Provision for taxation  78.1  87.9  82.0  (11.1)  (4.8)

 PAT  154.8  149.2  165.6  3.8  (6.5)
 EO  -  20.0  -

 Net income  154.8  169.2  165.5

 Equity capital (FV Rs. 5)  197.0  197.0  197.0

 Diluted EPS (Rs)  3.9  3.8  4.2

 Margins (%)
 EBITDA margin  77.8  72.4  58.0

 Core EBIT margin  41.4  47.2  36.1

 NPM  30.4  32.0  26.1

 Tax rate  33.5  37.1  33.1
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Valuations (consolidated)

Particulars FY2013 FY2014 FY2015E FY2016E

Revenues (Rs cr) 1,923.0 2,223.6 2,406.8 2,708.1

Growth Y-o-Y  (%) 4.1 15.6 8.2 12.5

EBITDA margins (%) 73.3 67.9 70.2 70.7

EBIT margins (%) 50.3 46.4 45.8 47.1

Net profit (Rs cr) 709.6 748.0 794.4 919.5

Growth Y-o-Y  (%) 2.4 5.4 6.2 15.7

EPS (Rs) 18.0 19.0 20.2 23.3

PE (x) 18.1 17.1 16.1 13.9

EV/EBITDA (x) 8.7 7.9 6.9 5.8

RoE (%) 26.8 25.4 24.2 25.0

RoCE (%) 37.0 36.0 34.2 35.3

Advertisement revenues: up by 11% YoY

Source: Company

Total subscription revenues up by 12.2% YoY, though outlook on
domestic subscription remian muted

Source: Company

EBITDA margins improved by 575BPS YoY, however EBIT margins
down owing to higher amortization

Source: 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.

*EBITDA margins excluding IPL
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(%) 1m 3m 6m 12m

Absolute 10.9 24.4 66.2 97.5

Relative 5.6 13.5 31.9 48.1

to Sensex

Price target: Rs420

Market cap: Rs8,440 cr

52 week high/low: Rs380/156

NSE volume: 2.7 lakh
(no. of shares)

BSE code: 500260

NSE code: RAMCOCEM

Sharekhan code: RAMCOCEM

Free float: 13.7 cr
(no. of shares)

Key points

� The Ramco Cements’ earnings grew by 4.9x led by an improvement in realisation

(up 14% YoY), muted growth in the cost of production (up 5.8% YoY) and lower

depreciation (down 19% YoY). However, the company has witnessed a decline in

volume (down 11.7% YoY). Consequently, EBITDA per tonne improved to Rs777

per tonne (up 87%YoY).

� Although tough demand environment persists in southern region, price hikes

taken by regional cement players have helped the company in expanding its

operating margins. We believe the southern region may remain under pressure

with respect to its demand, although the company can reap benefit of operating

leverage with an improvement in realisation.

� We have revised our estimates upwards for FY2015 to factor in improvement in

margins backed by better realisation for FY2015 considering the price hikes

taken by cement players during H1FY2015.

� We maintain Buy rating on the stock and reiterate our preference for The Ramco

Cements as preferred pick in the southern region (due to a relatively better

balance sheet, quality of management and valuations). We have revised our

price target to Rs420.

Results Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Net sales 951 921 3 963 -1

Total expenditure 735 787 -7 791 -7

Operating profits 216 134 62 171 26

Other income 2 2 8 2 31

EBIDTA 219 136 61 173 26

Interest 48 47 2 50 -4

PBDT 171 89 93 123 39

Depreciation 62 77 -19 63 0

PBT 108 12 805 61 79

Tax 19 -6 396 24 -23

Extraordinary items 0 0 - 0 -

Reported profit after tax 90 18 390 36 147

Adjusted PAT 90 18 390 36 147

EPS 4 1 390 2 147

OPMs (%) 22.7 14.5 822 BPS 17.8 493 BPS

PAT (%) 9.4 2.0 744 BPS 3.8 566 BPS

investor’s eye stock update

The Ramco Cements Reco: Buy

Stock Update

Strong operating performance boosts earnings; price target revised to Rs420 CMP: Rs355



28Sharekhan Home NextNovember 07, 2014

investor’s eye stock update

Valuations

Particulars FY12 FY13 FY14 FY15E FY16E

Net sales (Rs cr) 3,224 3,831 3,761 4,000 5,139

Growth (%) 23.8 18.8 -1.8 6.3 28.5

EBDITA (Rs cr) 937 1,006 641 794 1,039

EBDITA margin (%) 29.1 26.3 17.0 19.8 20.2

Adjusted PAT (Rs cr) 385 404 123 248 370

Growth (%) 82.6 4.9 -69.6 101.2 49.3

EPS diluted (Rs) 16.2 17.0 5.2 10.4 15.5

PE (x) 22.6 21.5 70.7 35.1 23.5

P/BV (x) 4.2 3.7 3.5 3.3 2.9

EV/EBDITA (x) 12.2 11.3 18.2 14.7 11.2

EV/sales (x) 3.5 3.0 3.1 2.9 2.3

RoE (%) 20.4 18.3 5.1 9.6 13.1

RoCE (%) 9.5 9.4 4.4 6.1 7.6

� Revenue improves due to better realisations: The

overall revenue of The Ramco Cements grew by 3% year

on year (YoY) to Rs951 crore. The revenues from the

cement division grew by 3% YoY due to increase in

realisation by 14% YoY, although the volume declined by

12% YoY. The revenues from the wind power division grew

by 8% YoY to Rs37 crore. The profit after tax (PAT) for the

quarter grew at 4.9x to Rs90 crore supported by lower

depreciation (down 19% YoY). The average blended

realisation improved by 14.2% to Rs4,560 during the

quarter as there was a price rise by the cement companies

in south. On the demand front, the cement offtake in

Andhra Pradesh continued to remain sluggish and is likely

to recover from 2HFY2015. The other southern states

such as Tamil Nadu, Kerala and Karnataka witnessed a

relatively better demand environment.

� Better realisation and lower power and fuel costs

boosts margins: The operating profit margin (OPM) of

The Ramco Cements has expanded sharply by over 822

basis points (BPS) YoY to 22.7%. The margin expansion

was on account of: (a) a better realisation growth (b)

lower power and fuel cost which declined by 3% YoY

on per tonne basis and (c) lower rise in raw material

costs which rose marginally by 2% YoY on per tonne

basis. Hence, the overall cost of production has

increased by 5.8% YoY on a per tonne basis.

Consequently, the EBITDA per tonne for the quarter

grew by 87% YoY to Rs777 per tonne.

� Maintain Buy with a price target of Rs420: We

maintain Buy rating on the stock with a price target of

Rs420, which is based purely on the valuation, which

is a close replacement value (enterprise value [EV]/

tonne of $155). The Ramco Cements is a stock for value

buyers with a long-term perspective. Currently the

stock is trading at EV/EBITDA of 14.7x and 11.2x, its

FY2015E and FY2016E estimated earnings.

Segmental performance

Cement division

For the quarter, the company’s cement sales volume

declined by 12% YoY to 1.94 million metric tonne (MMT)

due to lower demand from Andhra Pradesh and in the

other key southern states. However, the average blended

cement realisation during the quarter increased by 14%

to Rs4,560 per tonne. On the demand front, the recovery

in the cement offtake is likely to recover in the southern

region from H2FY2015.

Per tonne analysis (blended basis)

Particulars Q2FY14 Q3FY14 Q4FY14 Q1FY15 Q2FY15 YoY % QoQ %

Volume 2,200,000 1,940,000 2,250,000 2,127,000 1,943,000 -11.7 -8.7

Realisation 3,993 4,331 4,085 4,236 4,560 14.2 7.6

Cost break up

Total RM 825 815 798 901 841 1.9 -6.6

Employee expense 245 300 248 274 275 12.4 0.3

Power & fuel 982 921 1,005 946 953 -3.0 0.7

Transportation & handling 898 995 1,023 1,007 1,043 16.1 3.6

Other expenses 626 646 732 591 670 7.0 13.4

Total expense per tonne 3,577 3,677 3,805 3,720 3,783 5.8 1.7

EBDITA per tonne 415 654 279 517 777 87.0 50.2
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The negative impact arising from the lower volume (-12%

on YoY) was more than offset by better realisation (+14%

YoY) leading to the revenues from the cement division

growing by 3% YoY to Rs920.9 crore. Additionally, lower

power and fuel cost apart from lower growth in input

costs lead to an expansion in the profit before interest

and tax (PBIT) margin which expanded by 924BPS and

stood at 15.5% in Q2FY15. Consequently, the PBIT of the

division has grown by 156% YoY to Rs142.3 crore.

Going ahead, we believe that the average cement

realisation for FY2015 will improve on back of the likely

improvement that can be seen from 2HFY2015.

investor’s eye stock update

Wind power division

The wind power segment has booked revenues of Rs37.0

crore (up 8% YoY). The company has posted profit of Rs25.5

crore (vs profit of Rs18.9crore in Q2FY2014) at PBIT level.

The company is planning to add total 12 MW of power

capacity at Alathiyur and Jayanthipuram which will increase

the company’s captive power capacity to 175 MW.

Segmental performance   Rs.cr

Particulars Q2FY15 Q2FY14  YoY % Q1FY15  QoQ %

Segment revenue

Cement 920.9 894.1 3 936.0 -1.6

Wind power 37.0 34.4 8 26.6 39.3

Total 957.9 928.4 3 962.6 -0.5

Less: Inter segmental revenue 6.5 7.7 -16 3.4 88.9

Net segment revenue 951.4 920.7 3 959.2 -0.8

Segment results

Cement 142.3 55.6 156 104.3 36.4

Wind power 25.5 18.9 35 14.1 80.6

Total 167.8 74.5 125 118.5 41.7

PBIT margins (%)

Cement 15.5 6.2 924 BPS 11.1 431 BPS

Wind power 68.9 55.1 NA 53.1 NA

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Automobiles
Apollo Tyres
Ashok Leyland
Bajaj Auto
Gabriel India
M&M
Maruti Suzuki India
Rico Auto Industries
TVS Motor Company

Banks & Finance
Allahabad Bank
Andhra Bank
Axis (UTI) Bank
Bajaj Finserv
Bajaj Finance
Bank of Baroda
Bank of India
Capital First
Corp Bank
Federal Bank
HDFC
HDFC Bank
ICICI Bank
IDBI Bank
LIC Housing Finance
Punjab National Bank
PTC India Financial Services
SBI
Union Bank of India
Yes Bank

Consumer goods
GSK Consumers
Godrej Consumer Products
Hindustan Unilever
ITC
Jyothy Laboratories
Marico
Zydus Wellness

IT / IT services
CMC
Firstsource Solutions
HCL Technologies
Infosys
Persistent Systems
Tata Consultancy Services
Wipro

Capital goods / Power
Bharat Heavy Electricals
CESC
Crompton Greaves
Finolex Cables
Greaves Cotton
Kalpataru Power Transmission

PTC India

Thermax

V-Guard Industries

Infrastructure / Real estate

Gayatri Projects

ITNL

IRB Infra

Jaiprakash Associates

Larsen & Toubro

Pratibha Industries

Punj Lloyd

Oil & gas

Oil India

Reliance Ind

Selan Exploration Technology

Pharmaceuticals

Aurobindo Pharma

Cadila Healthcare

Cipla

Divi's Labs

JB Chemicals & Pharmaceuticals

Glenmark Pharmaceuticals 

Ipca Laboratories

Lupin

Sun Pharmaceutical Industries

Torrent Pharma

Agri-Inputs

UPL

Building materials

Grasim
Orient Paper and Industries
Shree Cement
The Ramco Cements

UltraTech Cement

Discretionary consumption
Cox & Kings

Eros International Media

Indian Hotel Company

KKCL

Raymond

Relaxo Footwears

Speciality Restaurants

Sun TV Network

Zee Entertainment Enterprises

Diversified / Miscellaneous

Aditya Birla Nuvo

Bajaj Holdings

Bharti Airtel

Bharat Electronics

Gateway Distriparks

Max India

Ratnamani Metals and Tubes
Supreme Industries
Technocraft Industries (India)

To know more about our products and services click here.
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