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investor’s eye stock idea

Triveni Turbines Reco: Buy

Stock Idea

On a turbo-charged growth path CMP: Rs91
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Company details

Price target: Rs128

Market cap: Rs2,994 cr

52-week high/low: Rs109/49

NSE volume: 1.4 lakh
(No of shares)

BSE code: 533655

NSE code: TRITURBINE

Sharekhan code: TRITURBINE

Free float: 9.9 cr
(No of shares)

Price performance

(%) 1m 3m 6m 12m

Absolute 1.6 3.8 30.5 80.8

Relative -4.7 -4.4 8.3 28.8
to Sensex

Price chart

Shareholding pattern

Key points

� Ahead of the pack: Triveni Turbines Ltd (TTL), the market leader (with over 65%

market share domestically) in the up to 30MW steam turbine segment, is at an

inflexion point with a strong ramp-up in the after-market (spares and refurbishment

of the existing plants; contributes 26% of revenues) and export (contributes 32% of

the revenues) businesses while the domestic market is showing distinct signs of a

pick-up. Unlike most of its peers, TTL is already showing a distinct improvement in

order booking and reported a 47% growth in its order inflows in the first half of this

fiscal (it has an order backlog of Rs770 crore).

� JV with GE—an added boost to export business: TTL has established itself in the

overseas markets with installations across 50 countries and export orders account

for 60% of its current order book. A joint venture (JV) with global power equipment

major General Electric (GE) to manufacture turbines (30MW to 100MW) is further

boosting its export business with the revenues from the JV scheduled to grow

multi-fold in the current and the next year (over a relatively small base of Rs20

crore in FY2014). The venture is also expected to turn profitable in FY2015.

� Industry beating margins sustainable: The shifting of the revenue mix towards a

higher contribution from the fast growing and highly profitable businesses of exports

and after-market is aiding margins. We expect the company to sustain its OPM at

22-24%, which is among the best in the industry and way ahead of competition.

� Healthy balance sheet and operating cash flows: TTL is virtually a debt-free company

and has an efficient working capital cycle resulting in very healthy return ratios

(both RoE and RoCE in the upwards of 50%). It has consistently been able to maintain

a low working capital cycle by virtue of the advances received (up to 15-20% of the

order value) from its customers and a short execution cycle (of less than one year).

With a minimal investment of Rs40 crore to substantially increase its manufacturing

capacities and healthy growth rates, we see the cash generated from operations

increasing manifold to Rs147 crore in FY2017 from Rs37.5 crore in FY2014.

� Quality business at discounted valuations; Buy with price target of Rs128: Given

its relatively better competitive positioning in the domestic as well as overseas

markets, strong order backlog and a healthy balance sheet (it is debt-free and

Valuations (consolidated)

Particulars FY2013 FY2014 FY2015E FY2016E FY2017E

Net sales (Rs cr)  665.3  515.4  701.6  991.3  1,256.1

Growth Y-o-Y % - -22.5 36.1 41.3 26.7

Operating margin (%) 23.1 19.5 20.6 23.6 23.6

Net profit (Rs cr)  104.7  68.0  94.8  144.9  181.6

Adjusted EPS (Rs)  3.2  2.1  2.9  4.4  5.5

Growth Y-o-Y % -35.1 39.5 52.8 25.3

PER (x)  28.6  44.1  31.6  20.7  16.5

P/B (x)  21.7  17.1  11.1  7.2  5.0

EV/EBIDTA (x)  17.5  26.2  17.9  11.4  8.6

RoCE (%) 0.0 54.3 57.0 61.7 53.6

RoNW (%) 0.0 43.4 42.7 42.4 35.9

Foreign
19%

DIIs
4%

Promoters
70%

Others
7%
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enjoys superior return ratios), TTL is set to report a

39% compounded annual growth in its earnings over

the three-year period FY2014-2017. It is our preferred

pick in the power equipment space and among the

few Indian capital goods companies to have established

a global footprint. However, in spite of a superior

quality of business and return ratios, it trades at a

close to 40% discount to its comparable peer like

Thermax. Thus, we see significant scope for re-rating

(narrowing of the valuation gap) and set our price

target at Rs128 (23x FY2017 estimates which is a

discount of 15% to the current multiple of Thermax

and lower than TTL’s average PE multiple of 25x over

the past five years). We initiate coverage on TTL with

a Buy rating.

� Key risks: (1) A less than expected pick-up in the capex

cycle in both the domestic and overseas markets; (2)

a delay in order execution; and (3) any unfavorable

currency movement.

Company background

TTL, which demerged from its parent company Triveni

Engineering in October 2010, is engaged in the

manufacturing and servicing of steam turbines of capacity

of up to 30MW. The company has a substantial market

share (about 75%) in the sub-20MW turbines and is

establishing itself in the 20-30MW turbine space, where

it has managed to gain a 35% market share in a short span

of three years. The TTL scrip started trading on the stock

exchanges on October 28, 2011 after the restructuring in

the Triveni group.

Along with turbines and other products, the company also

offers a host of services like erection & commissioning,

spare parts, refurbishment and operations & maintenance

which collectively constitute the after-market business.

The segments TTL caters to include

� process co-generation industries: including sugar, steel,

pulp and paper;

� waste heat recovery systems in steel, cement and

metal industries; and

� independent power producers (IPPs).

With over 2,500 turbine installations in over 50 countries

across Asia, Europe, Africa, central America and Latin

America, the company is fast spreading its global footprint

to more countries and geographies.

Investment arguments

Ahead of the pack: TTL is the market leader in the domestic

market for steam turbines of up to 30MW capacity. Despite

a drastic fall (of about 60% over four years) in the sub-30MW

steam turbine market in India, TTL has managed to hold a

market share of 63% (as in FY2014; the remaining share is

mostly held by Siemens). The company has a strong presence

in the sugar co-generation and metal segments which has

helped it to offset the low order booking by the IPPs in the

past few quarters. In the aftermarket segment,the company

enjoys a robust margin of up to 40%. An increasing

contribution from this segment would help it to maintain a

robust operating profit margin (OPM) level of 20-24%.

Sales break-up: rising share of after-market segment boosted revenues

GE venture expected to break even in FY2015 itself: In

November 2010, TTL formed a JV with an associate of GE,

GETL. The JV undertakes the manufacturing and servicing of

steam turbines of capacity of 30MW to 100MW for the domestic

as well as international markets. This venture bagged Rs180

crore worth of orders in FY2014 (which are likely to be

executed in FY2015 itself). This venture was making losses

due to a lack of orders and is now expected to turn profitable

in FY2015. In the overseas markets, the company sees good

demand from renewable and waste heat recovery projects

particularly in southern Europe and Latin America.

0

100

200

300

400

500

600

700

FY07 FY08 FY09 FY10 FY11 FY12 FY13 FY14

0%

5%

10%

15%

20%

25%

Product Sales Aftermarket Aftermarket ( as a % of sales)

Robust margins are backed by after-market business

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

30.0%

Q
1F

Y
13

Q
2F

Y
13

Q
3F

Y
13

Q
4F

Y
13

Q
1F

Y
14

Q
2F

Y
14

Q
3F

Y
14

Q
4F

Y
14

Q
1F

Y
15

Q
2F

Y
15

Operating margin PA T margin 



4Sharekhan Home NextNovember 13, 2014

investor’s eye stock idea

Financials of GE Triveni, the JV Rs cr

Particulars FY12 FY13 FY14 FY15E FY16E FY17E

Turnover (net) 0.0 19.2 21.8 161.1 251.9 386.1

Growth Y-o-Y  % 13.3 639.9 56.4 53.3

PBT margin (%) 2 20 25

PBT -3.2 -2.1 -2.4 3.2 50.4 96.5

Provision for taxation 0.0 0.0 0.0 0.6 16.6 31.9

Tax rate 20 33 33

PAT before minority -3.2 -2.1 -2.4 2.6 33.8 64.7
interest

Minority Interest -1.6 -1.1 -1.2 1.3 16.9 32.3

PAT after minority -1.6 -1.1 -1.2 1.3 16.9 32.3
interest

Chinese couldn’t sustain in the sub-30MW range: The

turbines manufactured by TTL (in the 0-30MW range) are

highly customised for diverse user industries like sugar and

steel which act as an entry barrier for the Chinese and the

other foreign companies. Also, the after-market services

are also very important in this segment. Owing to these

reasons, Chinese competitors are not able to find a foothold

in this market whereas they have posed tough competition

to the domestic players like Bharat Heavy Electricals in

the higher-capacity turbine categories.

Domestic investment sentiment better: The turbine

market in the sub-30MW category has seen a significant

fall since FY2011 (when the market size was 1,200MW) to

around 700MW in FY2014. However, the management of

TTL indicated that trade enquiries have shown an

improvement lately which could materialise into firm

orders from H2FY2015 onwards.

Healthy balance sheet and operating cash flows: TTL

has consistently been able to maintain a negative working

capital cycle by virtue of the advances received (up to

15-20% of the order value) from its customers and a short

execution cycle (of less than one year), thereby improving

its liquidity position considerably. In the export orders,

the company is asking for advance payments to minimise

the working capital requirement.  Currently, TTL is debt-

free and enjoys healthy returns ratios. With a minimal

investment of Rs40 crore to substantially increase its

manufacturing capacities and healthy growth rates, we

see the cash generated from operations increasing

manifold to Rs147 crore in FY2017 from Rs37.5 crore in

FY2014.

Outlook and valuation

After a subdued FY2014, TTL is expected to report a 35-

40% growth in the consolidated revenues backed by a

strong order book of Rs770 crore (1.5x FY2014 revenues).

However, the growth looks subdued when compared with

the FY2013 financials.  The company expects to maintain

a steady profit before tax (PBT) margin level of 20%. It

has been receiving a decent number of enquiries from

both the domestic and the international markets and is

hoping to see good order flow from H2FY2015 onwards,

once the industrial capex activity picks up. This would

boost its revenues from FY2016. Overall, we are expecting

the company to post a compounded annual growth rate

(CAGR) of 34.5% in the revenues and that of 39% in the

earnings over FY2014-17.

Valuation-wise, the company is trading at 16.5x FY2017E

earnings per share (EPS), which is at a 40% discount to its

close peers like Thermax. We feel that the company should

be re-rated based on the above factors and we assign it a

target multiple of 23.4x  FY2017E EPS, which is a discount

of 10% to Thermax’ FY2017E valuation multiple.  Hence,

we initiate coverage on the stock with a Buy rating and a

price target of Rs128 (23.4x FY2017E consolidated EPS).
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Profit & Loss account Rs cr

Particulars FY13 FY14 FY15E FY16E FY17E

Net sales (Rs cr)  665.3  515.4  701.6  991.3  1,256.1

Growth Y-o-Y (%) -22.5 36.1 41.3 26.7

Total cost  504.5  411.8  552.5  757.4  959.7

Operating profit  160.9  103.6  149.1  234.0  296.5

Total other income  8.1  10.8  14.0  18.3  23.7

EBITDA  169.0  114.4  163.2  252.2  320.2

Depreciation  12.8  13.5  19.5  21.5  23.5

Interest  2.7  1.2  1.3  1.4  1.6

PBT  153.5  99.7  142.4  229.3  295.2

Tax  50.0  32.9  47.0  75.7  97.4

PAT before minority 103.4  66.8  95.4  153.6  197.7
interest

Minority interest  (1.3)  (1.2)  0.6  8.7  16.2

PAT  104.7  68.0  94.8  144.9  181.6

Growth Y-o-Y (%) -35.1 39.5 52.8 25.3

PAT margin 15.7 13.2 13.5 14.6 14.5

Effective tax rate %() 32.6 33.0 33.0 33.0 33.0

EPS (Rs)  3.2  2.1  2.9  4.4  5.5

Balance Sheet Rs cr

Particulars FY13 FY14 FY15E FY16E FY17E

Share capital  35.8  33.0  33.0  33.0  33.0

Reserves & surplus  102.5  141.8  236.6  381.4  563.0

Total shareholders’ funds 138.3  174.8  269.6  414.4  596.0

Minority interest  5.2  4.1  4.7  13.4  29.6

Non current liabilities  14.7  25.7  30.8  37.0  44.4

Total liabilities  158.2  204.5  305.0  464.8  669.9

Fixed assets  119.2  130.4  149.2  179.2  209.2

Long-term loans 18.1  51.5  56.6  67.9  81.5

and advances

Other non-current assets  5.9  11.5  12.6  16.4  18.1

Current assets, 256.1  302.3  423.5  625.0  860.5
loans & advances

Current investment  5.0  -  -  -  -

Inventories  66.5  111.6  182.6  258.0  326.9

Sundry debtors  117.3  112.6  144.2  203.7  258.1

Cash and bank  32.0  9.2  14.1  72.3  175.5

Loans and advances  20.5  23.3  28.0  30.8  33.8

Other current assets  14.8  45.6  54.7  60.1  66.2

Less : Current liabilities 241.0  291.1  337.0  423.7  499.4

and provisions

Net current assets  15.1  11.1  86.5  201.2  361.1

Total assets  158.3  204.5  305.0  464.8  669.9

Financials (consolidated)

Cash flow statement Rs cr

Particulars FY13 FY14 FY15E FY16E FY17E

Profit before tax 153.4 99.7 142.4 229.3 295.2

Depreciation 12.8 13.5 19.5 21.5 23.5

Others 1.3 0.1 1.3 1.4 1.6

Cash before working 167.6 113.3 163.2 252.2 320.2
capital changes

Increase/(Decrease) in WC (48.7) (45.6) (57.6) (68.5) (75.0)

Tax paid (48.8) (30.3) (47.0) (75.7) (97.4)

Cash flow from operations 70.0 37.5 58.6 108.0 147.8

Capital expenditure (5.9) (53.2) (18.8) (30.0) (30.0)

Other investing activities 6.9 8.5 (1.1) (3.8) (1.6)

Cash flow from investing 0.9 (44.7) (19.9) (33.8) (31.6)

Increase/(Decrease) in (35.4) 18.7 11.3 0.0 0.0

borrowings

Dividend & dividend

tax paid (17.5) (29.2) (28.8) (28.8) (28.8)

Interest paid (Net) (2.7) (0.6) (1.3) (1.4) (1.6)

Cash flow from financing (53.1) (13.6) (18.7) (30.2) (30.3)

Increase/(Decrease) in cash 17.9 (20.8) 19.9 44.0 85.8

Opening cash balance 11.8 30.0 9.2 29.2 73.2

Closing cash balance 30.0 9.2 29.2 73.2 159.0

Change in cash (as per 18.2 (20.8) 19.9 44.0 85.8
books)

Free cash flow 64.1 (15.7) 39.8 78.0 117.8

Free cash flow/share 1.9 (0.5) 1.2 2.4 3.6

Key ratios

Particulars FY13 FY14 FY15E FY16E FY17E

Operating margin (%) 23.1 19.5 20.6 23.6 23.6

PAT margin (%) 15.7 13.5 14.3 15.1 15.4

RoE (%) 0.0 43.4 42.7 42.4 35.9

RoCE (%) 0.0 54.3 55.4 59.2 51.7

Receivables/sales (x) 0.2 0.2 0.2 0.2 0.2

WC / sales (x) 0.0 0.0 0.1 0.2 0.3

P/CEPS 25.5 36.7 26.2 18.0 14.6

Debt / Equity (x) 0.0 0.1 0.0 0.0 0.0

WC cycle

Particulars FY13 FY14 FY15E FY16E FY17E

Inventory days 49 101 100 100 100

Debtor days 65 76 70 70 70

Creditor days 84 117 117 110 110

WC cycle days 30 61 53 60 60

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 Pharmaceutical Industries Reco: Buy

Stock Update

Taro boosts Q2 results; price target revised up to Rs1,018 on rollover  CMP: Rs909

Key points

� Sun Pharmaceutical Industries (Sun Pharma) reported a healthy performance in

Q2FY2015, as reflected in a 13% growth in revenue, a 188-BPS expansion in

operating profit margin and 15% growth in adjusted net profit, despite a higher

base in Q2FY2014 caused by the launch of exclusivity (generic Prandin) and

advantage on the launch of Doxil under limited competition last year.

� The growth during the quarter is mainly attributed to a stronger performance

of its Israeli subsidiary, Taro Pharmaceutical Industries (Taro Pharma; up by 22%

YoY), and domestic formulation business (up by 21% YoY). Excluding the revenue

of Taro, Sun Pharma has witnessed a moderate 6% growth in exports of

formulations.

� The management is confident to get Ranbaxy Laboratories (Ranbaxy) merged

within a stipulated time period (ie by the end of December 2014), however a

minor delay is not ruled out. The management broadly maintains guidance of

13-15% growth in FY2015.

� We introduce estimates for FY2017, while keeping intact our estimates for

FY2015 and FY2016. We rollover our valuation to the earnings for FY2017E to

set a new price target of Rs1,018. We maintain Buy rating on the stock.

Price target: Rs1,018

Market cap: Rs188,272 cr

52 week high/low: Rs932/552

NSE volume: 23.4 lakh
(no. of shares)

BSE code: 524715

NSE code: SUNPHARMA

Sharekhan code: SUNPHARMA

Free float: 75.3  cr
(no. of shares)

investor’s eye stock update

Results Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Net sales 4,751 4,192 13.3 3,927 21.0

Expenditure 2,589 2,364 9.5 2,203 17.5

Operating profit 2,161 1,828 18.2 1,724 25.4

Other income 72 120 -40.1 101 -29.2

EBITDA 2,233 1,948 14.6 1,825 22.3

Interest 24 12 108.9 7 270.8

Depreciation 167 100 66.4 128 30.6

PBT 2,041 1,836 11.2 1,690 20.8

Taxes 194 276 -29.6 212 -8.3

Minority interest 275 197 39.0 88 212.0

Adj.PAT 1,572 1,362 15.4 1,391 13.1

Reported PAT 1,572 1,362 15.4 1,391 13.1

EPS* 7.6 6.6 15.4 6.7 13.1

Margins (%) BPS BPS

OPM 45.5 43.6 188 43.9 159

EBIDTA 47.0 46.5 53 46.5 53

PATM 33.1 32.5 60 35.4 -231

Tax rate 9.5 15.0 -552 12.5 -302
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Taro boosts the Q2 results

Taro Pharma (65.89% subsidiary of Sun Pharma) reported

a 22% rise in net sales to $250.8 million in Q2FY2015 (vs

our estimates of $210 million). The growth is driven by a

hike in prices of key products, though sales volume has

been declined in the quarter. The gross profit margin

expanded by 130 basis points (BPS) to 79% during the

quarter while the net profit jumped by 49% year on year

(YoY) to $144 million. While the similar performance of

Taro Pharma may not recur in subsequent quarter, we are

optimistic of a healthy performance on annualised basis.

Taro - results (US$mn)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Net sales 250.8 205.3 22.2 130.2 92.6

Gross profit 198.1 159.5 24.2 85.4 132.0

Gross profit margin 79.0 77.7 130 65.6 1342.1

Operating profit 160.3 120.3 33.3 54.5 194.1

OPM% 63.9 58.6 532.2 41.8 2205.4

PBT 170.0 121.4 40.0 51.2 231.9

Tax 26.1 24.7 5.5 4.9 432.5

Effective tax rate 15.4 20.4 -502.3 9.6 578.4

Reported PAT 143.4 96.3 48.8 46.3 209.7

Adjusted PAT 143.4 96.3 48.8 46.3 209.7

Ex-Taro’s performance, Sun Pharma remains moderate

Excluding the performance of Taro Pharma, Sun Pharma

reported a 10.8% growth in revenue on the back of a

moderate 6% growth in exports. The moderate growth is

mainly attributed to the high base effects caused by the

launch of generic Prandin under exclusivity and better

competitive positioning in doxycyline (generic Doxil). The

quarter-on-quarter (Q-o-Q) performance during the quarter

was affected due to the competition in genetic Cymbalta.

Ex-Taro performance of Sun Pharma (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Ex-Taro revenue  3,241  2,924 10.8  3,149 2.9

Ex-Taro exports  1,921  1,812 6  2,037 -5.7

Ex-Taro gross profit  2,748  2,407 14.2  2,652 3.6

Ex-Taro net profit  709  767 -7.5  1,114 -36.3

Gross profit margin (%) 84.8 82.3 247 84.2 56.2

Net profit margin (%) 21.9 26.2 -435 35.4 -1348

Revenue break-up (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Domestic formulations 1,152 949 21.3 992 16.1

Exports formulations 3,420 3,080 11.0 2,815 21.5

   US formulations 2,886 2,588 11.5 2,323 24.2

   Row 534 492 8.5 491 8.7

API 210 212 -0.8 174 20.4

Others 3.3 -2.0 -266 3.3 2.0

Total 4,785 4,239 12.9 3,985 20.1

Operating margin expanded by 188BPS in Q2

Backed by a better price increment of key products of

Taro Pharma, Sun Pharma reported a 188-BPS expansion

in the operating margin to 45.5%, despite a higher other

expenditure caused by integration process of Ranbaxy.

Cost analysis (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Adj. material cost 811 800 1.3 765 6.0

     % of sales 17 19 19

Employee expenses 566 530 6.7 567 -0.3

     % of sales 11.9 12.6 14.5

R&D expenses 312 210.8 48.0 244 28.0

     % of sales 6.6 5.0 6.2

Other expenses 901 822 9.6 627 43.7

     % of sales 19.0 19.6 16.0

Total 2,589 2,364 9.5 2,203 17.5

Other highlights

� The integration process of Ranbaxy is broadly as per

schedule, but a minor delay is not ruled out. The

company has got clearances of stock exchanges,

approvals of shareholders, clearances of competition

commissions of various countries except India and USA.

As the merger requires court’s sanction, a minor delay

is not ruled out.

� Licensing agreement for Tildrakizumab: During the

quarter, Sun Pharma and Merck & Co Inc entered into

an exclusive worldwide licensing agreement for Merck’s

investigational therapeutic antibody candidate,

Tildrakizumab (MK-3222), which is currently being

evaluated in Phase III registration trials for the

treatment of chronic plaque psoriasis, a skin ailment.
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Valuations (consolidated)

Particulars FY2013 FY2014 FY2015E FY2016E FY2017E

Net sales (Rs cr) 11,238.9 16,004.4 18,008.1 20,598.7 24,593.8

PAT (Rs cr) 3,591.6 5,721.8 6,367.6 7,051.1 8,436.8

Shares in issue (cr) 103.6 207.1 207.1 207.1 207.1

EPS (Rs) 34.7 27.6 30.7 34.0 40.7

PER (x) 26.2 32.9 29.6 26.7 22.3

Cash EPS (Rs) 37.9 29.6 33.3 36.8 43.7

Cash PER (x) 24.0 30.7 27.3 24.7 20.8

EV/EBIDTA (x) 18.4 25.7 22.6 19.7 15.9

Book value (Rs/share) 136.6 90.8 111.5 141.5 178.1

P/BV (x) 6.7 10.0 8.2 6.4 5.1

Mcap/sales 8.4 11.8 10.5 9.1 7.7

RoCE (%) 34.4 34.2 31.5 28.1 27.2

RoNW (%) 25.4 30.4 27.6 24.1 22.9

Revised estimate Rs cr

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

Net sales 18,008 20,599 18,008 20,599 24,594 - -

Operating profit 8,068 8,960 8,068 8,960 10,748 - -

      OPM (%) 44.8 43.5 44.8 43.5 43.7 - -

 EBIDTA 8,560 9,477 8,560 9,477 11,290 - -

 PBT 8,001 8,874 8,001 8,874 10,643 - -

       Effective tax rate (%) 13.5 14 13.5 14 15 - -

 Minority interest 553 581 553.1 580.8 609.8 - -

 PAT 6,368 7,051 6,368 7,051 8,437 - -

 EPS 30.7 34 30.7 34 40.7 - -

Under terms of the agreement, Sun Pharma will acquire

worldwide rights to Tildrakizumab for use in all human

indications from Merck in exchange for an upfront

payment of $80 million milestone payments and tiered

royalties. Merck will continue all clinical development

and regulatory activities, which will be funded by Sun

Pharma. Upon final approval for the product, Sun

Pharma will be responsible for all subsequent activities.

However, no timeline can be attributed at this moment

as to when the launch will happen.

� Company continues to co-operate with USFDA to get

clearance for its key facilities: The management

continues to undertake remedial actions in light of

adverse observation by the US food and drug

administration (USFDA) on its Halol facility (form-483s)

and import alert on Karkhadi facility. However, no

timeline could be given to get the resolution complete.

� The company maintains its market share in generic

Doxil as an innovator company, Johnson & Johnson,

continues to get batch-by-batch clearances.

Outlook

We maintain a positive stance on the company. The key

growth drivers of the company include (1) a strong product

pipeline in the USA (130 abbreviated new drug applications

[ANDAs] pending approval and a run rate of 20-25 ANDA

filings per year); (2) strong growth prospects in the Indian

and emerging markets after the integration of Ranbaxy;

(3) a continual stronghold on the Doxil market in the USA,

as the innovator company (Johnson and Johnson) is yet

to make a strong comeback; and (4) a cash-rich balance

sheet of the company keeps alive the prospects of further

acquisitions. Besides, the strong execution track record

of the management keeps us optimistic.

We broadly maintain estimates, revise price target up

to Rs1,018 on rollover; maintain Buy

We introduce estimates for FY2017, while keeping intact

our estimates for FY2015 and FY2016. We rollover our

valuation to the earnings for FY2017E to set a new price

target of Rs1,018 (implies 25x FY2017E earnings per share

[EPS]). We maintain Buy rating on the stock.

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

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute 37.1 44.9 100.0 133.7

Relative 28.6 33.6 66.0 66.5
to Sensex

Price target: Rs485

Market cap: Rs10,738 cr

52 week high/low: Rs443/178

NSE volume: 5.3 lakh
(no. of shares)

BSE code: 500271

NSE code: MAX

Sharekhan code: MAX

Free float:  15.9 cr
(no. of shares)

Key points

� Max India reported a strong growth of 26% YoY in PBT (consolidated) contributed

by a strong uptick in operating revenues (up by 15% YoY). The life insurance

subsidiary, Max Life reported a 21.3% Y-o-Y growth in shareholder profits and

has given a dividend of Rs107 crore to parent company. In view of a strong

earnings performance and healthy treasury corpus the Max India announced

interim dividend of Rs4 per share.

� Healthcare business (Max Healthcare) continued to show traction in revenues

and profits. The EBITDA margins improved to 10.34% while new hospitals have

broke even at EBITDA levels. We have reviewed our valuations for the healthcare

business to factor in the healthy growth and transaction with Life Healthcare.

� Max Life has outperformed the sector and it has the best operating metrics

among the peer group. We have revised our SOTP-based price upwards to Rs485

(mainly due to rolling life insurance valuations to FY17 estimates). While the

stock has appreciated sharply in the past few weeks (partly factoring in insurance

reforms and premium positioning in insurance business), we believe the upside

triggers will remain from value unlocking from insurance and healthcare

business. We maintain our Buy rating on the stock.

Results Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Operating revenue  2,483.0  2,158.0  15.1  1,974.0  25.8

Total revenue  3,291.0  2,234.0  47.3  3,686.0  (10.7)

EBIDTA  184.0  152.0  21.1  142.0  29.6

Profit/(Loss) before tax  117.0  93.0  25.8  77.0  51.9

Fixed assets  1,487.0  1,495.0  (0.5)  1,470.0  1.2

Networth  2,941.0  2,984.0  (1.4)  3,013.0  (2.4)

Treasury coprus  384.0  247.0  55.5  235.0  63.4

Life insurance AUM  28,038.0  24,716.0  13.4  26,697.0  5.0

Max India Reco: Buy

Stock Update

Price target revised to Rs485, strong performance from life insurance segment  CMP: Rs403

investor’s eye stock update
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Strong performance from life insurance

Max Life continues to report a strong performance as its

shareholder profits grew by 21.3% year on year (YoY) to

Rs165 crore. While the growth in new business premiums

were slightly lower at 5% YoY (mainly due to high base of

last year), the overall premiums grew by 15.4% YoY driven

by an uptick in the renewal premiums. The conservation

ratio expanded to 86.7% from 80% in Q1FY15 which is

among the best in the industry. The expense ratio also

declined to 25.7% (among the best in non-bank insurers)

from 28.3% in Q2FY2015, which contributed to growth in

profits. Consequently, the Max Life paid dividend of Rs107

crore during the quarter to the parent company.

In the product mix, the proportion of par products remained

stable at 65%, while that of unit linked insurance plans

(ULIPs) increased to 32% on a year-on-year (Y-o-Y) basis.

The company has got insurance regulatory and development

authority (IRDA)’s approval for non-par products, which

should drive growth in the coming quarters.

Life insurance (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

First year premium  432  416  3.8  355  21.7

Renewal premium  1,366  1,160  17.8  990  38.0

Single premium  139  103  35.0  113  23.0

Total  1,937  1,679  15.4  1,458  32.9

Shareholders Profit  165  136  21.3  118  39.8

APE  436  415  5.1  357  22.1

Conservation ratio (%)  87  79  770BPS  80  670BPS

Average case size (Rs)  31,411  28,877  8.8  29,774  5.5

Case rate per agent 0.3 0.4 -27.9 0.3 6.9
per month

AUM  28,038  21,734  29.0  21,286  31.7

Expense ratio %  26  28  (260)BPS  31  (500)BPS

Max Healthcare—Margins and profitability continue to

improve

Max Healthcare reported net profits of Rs22crore in

Q2FY2014 (vs Rs8 crore in Q2FY2014) led by a strong

growth in revenues and increase in the earnings before

interest, tax, depreciation and amortisation (EBITDA)

margins. The new hospitals have also showed impressive

performance (48% growth in the revenues) and have

largely break-even at EBITDA level. Recently, the company

has received Rs383 crore infusion from its partner Life

Healthcare (LHC) and consequently the Max India stake

will come down to 46% in the company. About half of the

proceeds from LHC will be utilised to redeem preference

shares and debt while remaining will be used to fund

expansion of ~1500 beds over the next three to four years.

Max Healthcare (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Revenues  435  351 23.9  416 4.6

EBITDA  45  31 45.2  40 12.5

EBITDA margins (%)  10  9 151BPS  10 73BPS

Average operational 1,660  1,440 15.3  1,598 3.9
bed (Nos.)

Average occupancy (%)  76  78 -1.7  77 -0.4

Average rev per 27,709  25,392 9.1  27,894 -0.7

bed/day (Rs)

Health insurance—focus on B2C business

The health insurance (Max Bupa) business has showed a

growth of 22% YoY in the gross written premiums (GWP).

Since the company has turned focus on business to

consumer (B2C), the GWP growth in this segment was

much higher at 43%. The conservation ratio in this business

improved to 91% from 87% YoY while claims ratio has

declined to 51% vs 55% in Q2FY2014. The company has a

9.5% market share among the private players.

Valuations

Max Life has outperformed the sector and has the best

operating metrics among the peer group. We have revised

our sum-of-the-parts (SOTP) based price upwards to Rs485

(mainly due to rolling life insurance valuations to FY2017

estimates). While the stock has appreciated sharply in

the past few weeks (partly factoring in insurance reforms

and premium positioning in insurance business), we

believe the upside triggers will remain from value

unlocking from insurance and healthcare business.  We

maintain our Buy rating on the stock.

SOTP

Business Method Stake (%) Value/Share (Rs)

Life insurance Appraisal 70% 371

Healthcare EV/EBITDA 46% 43

Specialty films Price/Sales 100% 17

Max Bupa Book value 74% 26

Treasury corpus 28

SOTP based price target 485

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 -0.4 4.9 17.0 35.3

Relative -6.6 -3.3 -2.9 -3.6
to Sensex

Price target: Rs720

Market cap: Rs34,866 cr

52 week high/low: Rs669/439

NSE volume: 4.6 lakh
(no. of shares)

BSE code: 533106

NSE code: OIL

Sharekhan code: OIL

Free float: 19.5 cr
(no. of shares)

Key points

� Oil India Ltd (OIL) reported a weak set of numbers for Q2FY2015; its earnings declined
by 33% YoY and 29% QoQ, with a cascading effect on revenues, which dropped by
22% YoY and 17% QoQ, and were below our as well as the Street’s estimates. The
revenues of the oil segment were adversely affected by a lower net realisation
(after accounting for subsidy) and a marginal drop in volume. Consequently, the
EBIT of the oil segment declined sharply (down 47% YoY and 50% QoQ) and pulled
down the overall PAT of OIL. Though the natural gas and other divisions grew
handsomely, but their contribution to the overall revenues is relatively very low.

� While the gross realisation of crude oil (7% down on both Y-o-Y and Q-o-Q basis)
remained low on weak global prices during the quarter, the provisional subsidy
was unchanged at $56 per barrel; consequently, the net realisation was lower by
14% at $45 per barrel. Further, weak oil volume (down 7% YoY but up 3% QoQ)
and dollar realisation against the rupee (down 3% YoY but up 1% QoQ) caused the
revenues of the oil segment to fall. However, backed by better volume and
realisation, the revenues of the natural gas segment grew by 7% YoY and 2% QoQ.

� We believe in the absence of any fixed formula for the sharing of the subsidy
burden, the company provided for subsidy at the rate of $56 a barrel in this
quarter which would be adjusted at the end of the year considering the falling
crude oil prices. We don’t rule out a declaration of a fixed formula for subsidy
sharing by the end of the year, before the follow-on public offering of ONGC.
We expect a net realisation of $50-55 per barrel per annum and see better
days ahead for OIL, in view of the positive structural changes pertaining to
diesel deregulation and gas price revision (which will reflect in the company’s
Q3FY2015 numbers as effective from November 2014). Therefore, we advise
investors to use the current stock price correction on the event of the Q2FY2015
numbers as an opportunity to buy. We retain our price target of Rs720.

Oil India Reco: Buy

Stock Update

Q2 dented by provisional subsidy; positive outlook for core business CMP: Rs580

investor’s eye stock update

Results Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Revenue  2,192  2,836 -22.7  2,655 -17.4

Operating profits  809  1,451 -44.2  1,255 -35.5

Other income  430  347 23.7  282 52.6

EBIDTA  1,239  1,799 -31.1  1,537 -19.4

Interest  78  0  86 -8.9

Depreciation & provision  194  465 -58.3  165 17.8

PBT  967  1,333 -27.5  1,286 -24.8

Tax  359  429 -16.5  434 -17.5

Extraordinary items  -  -  -

Reported PAT  608  904 -32.7  852 -28.6

Adjusted PAT  608  904 -32.7  852 -28.6

Adj. EPS  10.1  15.0 -32.7  14.2 -28.6

Margins (%) BPS BPS

OPM 36.9 51.2  (1,426) 47.3  (1,036)

PAT 27.7 31.9  (411) 32.1  (434)

Tax rate 37.1 32.2  487 33.8  331
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Valuations

Particulars FY12 FY13 FY14 FY15E FY16E

Net sales (Rs cr)  9,863  9,948  9,609  10,821  13,362

Growth (%) 18.5 0.9 -3.4 12.6 23.5

EBDITA (Rs cr)  4,580  4,593  4,024  4,697  6,114

EBDITA margin (%) 46.4 46.2 41.9 43.4 45.8

Adjusted PAT (Rs cr)  3,447  3,589  2,977  3,308  4,294

Growth (%) 19.4 4.1 -17.0 11.1 29.8

EPS diluted (Rs)  57.3  59.7  49.5  55.0  71.4

PE (x)  10.1  9.7  11.7  10.5  8.1

P/BV (x)  2.0  1.8  1.7  1.6  1.4

EV/EBDITA (x)  4.7  4.8  5.4  4.6  3.5

EV/sales (x)  2.2  2.2  2.3  2.0  1.6

Div yield (%) 3.3 5.2 3.7 3.8 4.9

RoE (%) 20.7 19.4 14.9 15.3 18.2

RoCE (%) 27.9 26.2 16.8 16.5 19.9

Weak Q2 performance with lower realisation and

volume in oil

OIL reported a weak set of numbers for Q2FY2015; its

earnings declined by 33% year on year (YoY) and 29%

quarter on quarter (QoQ), with a cascading effect on the

revenues, which dropped by 22% YoY and 17% QoQ led by

a sharp decline in the revenues of the oil segment. The

revenues of the oil segment were affected in terms of all

parameters, ie volume, gross realisation and subsidy. While

the gross realisation of crude oil (down about 7% both YoY

and QoQ) remained low on weak global prices during the

quarter, the subsidy burden was unchanged at $56 per

barrel; consequently, the net realisation was lower by

14%. Further, weak oil volume (down 7% YoY but up 3%

QoQ) and dollar realisation against the rupee (down 3%

YoY but up 1% QoQ) caused the revenues of the oil segment

to fall in the quarter under review. The oil subsidy

remained unchanged at $56 per barrel, translating into

Rs2,238 crore of total subsidy in Q2FY2015. Consequently,

the earnings before interest and tax (EBIT) of the oil

segment declined sharply (down 47% YoY and 50% QoQ)

and pulled down the overall profit after tax (PAT).

Performance of crude oil business (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Production (mnbbl)  6.4  6.7 -4.0  6.2 4.1

Sales (mnbbl)  6.3  6.8 -7.0  6.1 2.9

Gross realisation ($/bbl)  101.3  108.3 -6.5  108.4 -6.6

Net realisation ($/bbl)  45.3  52.3 -13.5  52.4 -13.6

Rs/$  60.6  62.3 -2.6  59.8 1.4

Revenues  1,559  2,252 -30.8  2,044 -23.7

EBIT  454  855 -47.0  910 -50.1

EBIT 29.1 38.0 44.5

Natural gas division’s performance

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Production  (BCM) 0.7 0.7 4.2 0.7 2.5

Sales  (BCM) 0.6 0.5 5.5 0.5 2.0

Realisation ($/bcm) 13.87 13.35 4.0 14.10 -1.6

Rs/USD 60.61 62.25 -2.6 59.80 1.4

Realisation (Rs/bcm) 840.89 830.74 1.2 842.90 -0.2

Revenue 470 440 6.8 462 1.8

EBIT 247 186 32.6 257 -4.0

EBIT 52.6 42.3 55.7

The production and sales volume of natural gas grew on

both year-on-year (Y-o-Y) and quarter-on-quarter (Q-o-

Q) bases. Further, a better realisation helped the revenues

to grow by 7% YoY and 2% QoQ. A higher volume and a

better realisation brought in operating leverage for the

segment whose EBIT moved up by 33% YoY but remained

4% lower sequentially.
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Q2 numbers show the impact of provisional subsidy

burden and don’t capture benefit of structural changes:

Recently, the government revised the natural gas prices

by 33% from $4.2 per mmbtu earlier to $5.6 per mmbtu

with effect from November 1, 2014. The price would be

reviewed every six months as per the price of the

benchmark basket. The revised gas price is applicable to

OIL and hence the benefit of the same would be captured

in the Q3FY2015 numbers of OIL.

Further, the price of diesel, which used to contribute 60-

65% of the overall oil subsidy for the country, is

deregulated now. As a result, we expect the oil subsidy

investor’s eye stock update

to come down from Rs140,000 crore in FY2014 to around

Rs90,000 crore in FY2015 and to below Rs70,000 crore in

FY2016. During this quarter, the absolute subsidy has also

come down, but the same is not reflected in the Q2

numbers of OIL (which provided subsidy of Rs2,238 crore

at $56 per barrel). If the crude oil prices remain weak for

the rest of the year, the overall subsidy burden would go

down further.

Long-term positive outlook intact; opportunity to buy

on correction: We believe in the absence of any fixed

formula for the sharing of the subsidy burden, the company

provided for subsidy at the rate of $56 per barrel in this

quarter which would be adjusted at the end of the year

considering the falling crude oil prices. We don’t rule out

a declaration of a fixed formula for subsidy sharing by

the end of the year, before the follow-on public offering

of Oil and Natural Gas Corporation (ONGC). We expect a

net realisation of around $50-55 per barrel per annum

and see better days ahead for OIL, considering the positive

structural changes in the sector, viz deregulation of diesel

and gas price revision (which will reflect in the company’s

Q3FY2015 numbers as the same are effective from

November 2014). Therefore, we advise investors to use

the current stock price correction on the event of the

Q2FY2015 numbers as an opportunity to buy. We retain

our price target of Rs720.

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

(%) 1m 3m 6m 12m

Absolute 4.4 39.0 60.2 47.6

Relative -2.1 28.1 33.0 5.2
to Sensex

Key points

� Cipla reported a moderate 10% growth in revenue, 228-BPS decline in the

operating profit margins and a 16.6% decline in the net profit in Q2FY2015. The

subdued performance is mainly attributed to a decline in exports on lower

institutional sales, market rationalisation in key countries and supply constrains

in API segments.

� However, the company reported a 20.3% growth in Indian formulation business

on the back of new product launches and improvement in market share in key

segments. The exports of API declined by 34% YoY, while the exports of

formulation business remained flat during the quarter.

� Despite a weaker performance in Q2FY2014, management maintains the revenue

growth guidance (mid-teens) for FY2015, while OPM will remain flat.

� We broadly maintain our estimates and price target of Rs658, which includes

Rs537 (20x FY2017 EPS) for base business and Rs122 for inhaler opportunities in

Europe. However, owing to limited upside and lack of near-term catalyst, we

downgrade our rating to Hold on the stock.

Cipla Reco: Hold

Stock Update

Moderate growth in Q2; downgrade to Hold  CMP: Rs624

Price target: Rs658

Market cap: Rs50,101 cr

52-week high/low: Rs672/367

NSE volume: 18.2 lakh
(no. of shares)

BSE code: 500087

NSE code: CIPLA

Sharekhan code: CIPLA

Free float: 50.8 cr
(no. of shares)

investor’s eye stock update

Results Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Net sales 2,767.3 2,512.4 10.1 2,720.0 1.7

Expenditure 2,208.9 1,948.2 13.4 2,178.2 1.4

Operating profit 558.4 564.2 -1.0 541.8 3.1

Other income 23.3 75.6 -69.2 40.4 -42.3

Interest 46.9 45.0 4.2 33.3 40.7

Depreciation 122.0 91.4 33.5 125.4 -2.7

PBT 412.8 503.4 -18.0 423.5 -2.5

Tax 100.7 135.8 -25.8 101.9 -1.2

Adjusted PAT 298.7 358.1 -16.6 294.6 1.4

Net profit (reported) 298.7 358.1 -16.6 294.6 1.4

EPS (Rs) 3.7 4.5 -16.6 3.7 1.4

Margins (%) BPS BPS

OPM 20.18 22.5 -228 19.92 26.2

EBIDTA margin 20.2 22.5 -228 19.9 26.2

Net profit margin 10.8 14.3 -346 10.8 -3.7

Tax rate 24.4 27.0 -258 24.1 33.4
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investor’s eye stock update

Healthy growth in domestic market

The company witnessed a 20.3% growth in domestic

formulation business to Rs1,251 crore in Q2FY2015 on the

back of a stronger traction in pediatrics, respiratory,

spectracare and urology segments. The management expects

to sustain a growth of 16% to 17% on an annualised basis.

Moderate exports in Q2 due to multiple factors; expect

partial bounce back in H2FY2015

The company reported a 34% decline in exports of active

pharmaceutical ingredient (API) to Rs136 crore, while the

exports of formulation business remained flat at Rs1,243

crore. The muted growth in exports is attributable to multiple

factors including (a) decline in the third party sales of API

(b) lower off-take in tender business (c) supply constrains

due to upgradation of certain capacities and multiple orders

coming at a time (d) market rationalisation process currently

being undertaken by management to focus on front-ending.

However, the management expects the institutional

business to bounce back in H2FY2015.

Revenue break-up (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Indian formulations 1,251 1,039.8 20.3 1,289 -2.9

Exports formulations 1,243 1,239.0 0.3 1,218 2.1

        API 136 206.0 -34.0 140 -2.9

Total 2,630 2,484.8 5.8 2,647 -0.6

Operating margin declined by 228 basis points (BPS) on

adverse product mix; expect better OPM in H2FY2015

The operating profit margin (OPM) declined by 228BPS year

on year (YoY) to 20.2% on the back of higher employee’s

costs and other expenses. Also, there was a lower other

income (down by 69%) during the quarter, which weakened

the profit line. However, the management maintains the

guidance of achieving the OPM of 21% in FY2015 (similar to

FY2014). Moreover, a 33.5% higher depreciation cost

affected the net profit to decline by 16.6% to Rs298.7 crore.

Cost analysis (Rs cr)

Particulars Q2 Q2 YoY Q1 QoQ
FY15 FY14 % FY15 %

Adj. material cost 1,016 947 7.3 1,025 -0.9

     % of sales 36.7 37.7 37.7

Employee expenses 474 363 30.6 480 (1.3)

     % of sales 17.1 14.4 17.6

Other expenses 719 639 12.6 673 6.9

     % of sales 26.0 25.4 24.7

Total 2,209 1,948 13.4 2,178 1.4

Outlook

The key growth drivers for Cipla includes (a) a healthy

growth in Indian formulation business on the back of

new product launches and focus on niche segments (b)

strong franchise of respiratory products in Europe (c)

institutional business to be stronger in H2FY2015 (d)

ramp-up in tender business in South Africa (e) in-

licensing and out-licensing collaboration with various

partners and (e) front-ending in key markets to boost

margin profile. We expect a revenue and profit

compounded annual growth rate (CAGR) of 20% and 25%

over FY2014-2016E.

We have fine-tuned estimates and maintain price

target of Rs658 but downgrade to Hold:

Despite a weaker performance in Q2FY2014, management

maintains the revenue growth guidance (mid-teens) for

FY2015, while the OPM will remain flat near 21%. We

broadly maintain our estimates and price target of Rs658,

which includes Rs537 (20x FY2017 earnings per share [EPS])

for base business and Rs122 for inhaler opportunities in

Europe. However, owing to limited upside and lack of near-

term catalyst, we downgrade our rating to Hold on the

stock.
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Valuations

Particulars FY2012 FY2013 FY2014 FY2015E FY2016E

Net sales (Rs cr) 6,977.6 8,279.3 10,100.4 12,117.4 14,948.0

PAT (Rs cr) 1,124.0 1,544.9 1,388.4 1,536.3 2,148.9

Shares in issue (cr) 80.3 80.3 80.3 80.3 80.3

EPS (Rs) 14.0 18.9 17.3 19.1 26.8

Change  Y-o-Y % 17.0 35.0 -8.5 10.7 39.9

PER (x) 44.6 33.0 36.1 32.6 23.3

Cash EPS (Rs) 17.5 23.0 21.9 25.5 33.6

Cash PER (x) 35.6 27.1 28.4 24.5 18.6

EV/EBIDTA (x) 31.6 23.2 24.0 20.8 15.5

Book value (Rs/share) 94.0 112.3 125.2 142.9 167.4

P/BV (x) 6.6 5.6 5.0 4.4 3.7

Mcap/sales 7.4 6.2 5.1 4.3 3.5

RoCE (%) 19.2 23.1 18.4 17.6 21.4

RoNW (%) 15.9 18.3 14.6 14.3 17.3

Revised estimates Rs cr

Particulars       Old New Change %
FY2015E FY2016E FY2015E FY2016E FY2015E FY2016E

Net sales 11,735 14,520 11,334 14,125 -3.4 -2.7

Expenditure 9,670 11,688 9,237 11,286 -4.5 -3.4

Operating profit 2,065 2,831 2,097 2,839 1.5 0.3

Other Op income 382 428 382 428 0.0 0.0

EBIDTA 2,448 3,260 2,479 3,267 1.3 0.2

Other income 226 239 226 239 0.0 0.0

Interest 113 88 113 88 0.0 0.0

Depreciation 512 546 512 546 0.0 0.0

PBT 2,048 2,865 2,080 2,873 1.5 0.3

Tax 512 716 520 718 1.5 0.3

Adjusted PAT 1,536 2,149 1,560 2,155 1.5 0.3

Net profit (reported) 1,536 2,149 1,560 2,155 1.5 0.3

EPS (Rs) 19.1 26.76 19.4 26.8 1.5 0.3

OPM (%) 17.6 19.5 18.5 20.1 90.0 60.0

EBIDTA margin (%) 20.9 22.4 21.9 23.1 101.5 68.2

Net profit margin (%) 13.1 14.8 13.8 15.3 67.1 45.5

Tax rate (%) 25.0 25.0 25.0 25.0 0.0 0.0

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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(%) 1m 3m 6m 12m

Absolute 17.8 33.2 28.2 48.3

Relative 10.5 22.8 6.4 5.7
to Sensex

Results (stand-alone) Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Net sales 70.9 58.7 20.7 68.3 3.8

Other operating income 4.1 5.2 -20.9 2.0 103.4

Total revenues 75.0 64.0 17.3 70.3 6.7

Operating profit 6.9 8.6 -18.8 6.1 14.3

Other income 2.1 1.8 15.9 1.8 15.9

Depreciation 6.1 4.9 25.1 5.6 9.5

Interest cost 0.0 0.0 200.0 0.0 50.0

PBT 2.9 5.5 -46.5 2.3 26.7

Tax 0.6 1.5 -58.8 0.4 48.8

Adjusted PAT 2.3 4.0 -42.0 1.9 22.0

Reported PAT 2.3 4.0 -42.0 1.9 22.0

EPS (Rs) 0.5 0.9 -42.0 0.4 22.0

GPM (%) 68.6 71.4 -290 BPS 67.4 113 BPS

OPM (%) 9.3 13.4 -412 BPS 8.6 62 BPS

Speciality Restaurants Reco: Hold

Stock Update

Focus on improving operating efficiencies; price target revised to Rs222 CMP: Rs207

investor’s eye stock update

Key points

� In Q2FY2015, Speciality Restaurants Ltd (SRL) revenues grew by 17% to Rs75

crore largely driven by the addition of new restaurants in the past three quarters.

The same-restaurant-sales continued to remain flat for the company, which is

much better in comparison with Jubilant Foods’ same-store-sales decline of 5%

and McDonald’s India’s same-store-sales decline of 7%. As anticipated,

profitability continues to get hit by higher raw material cost and higher operating

cost for some of the newly opened restaurants (declined by 412BPS YoY).

� The company continues to get better footfalls on weekends; the focus is on

improving the weekday footfalls (largely corporate clients). If cover turnaround

ratio improves by 5-6% and raw material prices further reduces from the current

level, we might see operating margins improving and getting back to double

digits. Also the company is banking on initiatives, such as reducing dependence

on imported raw materials and better space management at the restaurant

level to add-on to the profitability in the long run.

� We retain our assumption of better demand environment and its positive impact

on margins in FY2016. We maintain our Hold recommendation on the stock with

a rolled over price target of Rs222 (valuing the stock at 23x of its FY2017E

earnings, which is at 25% discount to Jubilant Foodworks’ target multiple).

Price target: Rs222

Market cap: Rs972 cr

52 week high/low: Rs214/101

NSE volume: 72,990
(no. of shares)

BSE code: 534425

NSE code: SPECIALITY

Sharekhan code: SPECIALITY

Free float: 2.0 cr
(no. of shares)
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Key conference call highlights

� The cover turnaround and cover charges for some of

the key brands were maintained during the quarter.

Mainland China cover turnaround stood at 1.4x, while

the average cover charges stood at Rs675-680 per

person. The cover turnaround for Oh Calcutta stood

at 1.10x, while for Sigree Global Grill stood at 1.47x

(improved from 1.15x sequentially) during the quarter.

The average cover charges for Sigree Global Grill and

Oh Calcutta stood at Rs550 and Rs860 respectively.

� The footfalls in major restaurant formats remained

encouraging during the festive season. However, there

was no significant improvement in the footfalls in

comparison with the festive season in the previous year.

The management expects the demand environment

to pick-up in the month of November and December.

� The raw material prices have corrected from its high,

but the company is yet to get full benefit of same.

The large benefits of lower raw material prices can be

seen in the coming quarters.

� The company has maintained its focus on reducing the

operating cost and has undertaken several initiatives

in the past (including setting up of commissaries in

key markets). In its one of the recent initiatives, the

company is trying to reduce the kitchen space in its

Valuations

Particulars FY2013 FY2014 FY2015E FY2016E FY2017E

Net sales (Rs cr) 226.9 263.9 315.1 389.3 483.5

Operating profit (Rs cr) 36.8 34.0 32.5 48.9 78.9

Adjusted PAT (Rs cr) 23.4 18.9 12.6 23.6 45.4

Diluted EPS (Rs) 5.0 4.0 2.7 5.0 9.7

OPM (%) 16.2 12.9 10.3 12.5 16.3

PE (x) 29.8 36.9 55.4 29.5 15.4

EV/EBIDTA (x) 18.7 20.2 21.2 14.1 8.5

RoE (%) 11.5 6.4 4.1 7.5 13.2

RoCE (%) 14.6 8.5 5.5 10.0 17.8

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 restaurants from 1500 square feet to around 700-

800 square feet for better space management and

improving margins over the period of time.

� In view of enhancing its footprints in the quick-service

restaurant (QSR) space, the company has opened

Zoodles restaurant in Mumbai (more of a takeaway

and delivery format). It is a six-hundred-square-feet

outlet, smaller than the other restaurants, which the

company has under its portfolio. The average takeaway

bill size stands at around Rs1000 per order. The

takeaway is gaining good acceptance in the recent

times (especially in the urban markets) and SRL wants

to explore opportunities in this space.

� In H1FY2015, the company opened six restaurants

(including two Mainland China and two Sigree Global

Grill). The company is planning to add another six to

eight restaurants in the second half.

� Mainland China Asia Kitchen is operating as per the

expectation and some of the existing Mainland China

restaurants will be converted into Mainland China Asia

Kitchen in the coming quarters. Also the company is

working on converting some of its brands such as Sigree,

Flame & Grill and Machaan under one Indian food brand

– Sigree Global Grill.
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Gayatri Projects Reco: Hold

Stock Update

Troubled FY2015; Hold for reversal in FY2016 CMP: Rs157

Key points

� In Q2FY2015, the stand-alone revenues of Gayatri Projects Ltd (GPL) declined
by 31.6% YoY to Rs306 crore on account of execution delays in the projects
located in Andhra Pradesh after the bifurcation of the state and of uncertainty
related to the sharing of the cost of the irrigation projects. Thus, the EPC
business of the stand-alone entity would continue to suffer over the next couple
of quarters but it may improve afterwards, given a slew of tenders (in road and
other infrastructure projects) that may lead to a better outlook for FY2016.

� The company’s road assets are profitable and generating enough free cash to service
its debts. In its power generation business, it has completed the construction of
the first phase (660MW) of the 1,320MW Krishnapatnam power plant which would
get synchronised with the grid in the next few months and is expected to start
generating revenues (and profits) from Q1FY2016 onwards. The construction of
the second unit is on schedule. NCC Power Project has been delayed due to pending
regulatory approvals for the sale of the NCC stake to SembCorp. However, the
positive side is that GPL would not have to make any more equity investments in
the power business and would have a 35% stake on an aggregate basis (49% in one
of the 1,320MW plants and close to a 24-25% stake in the NCC plant).

� The management sees an improving business environment for the EPC business
with a bid pipeline of Rs8,000-10,000 crore worth of projects. We believe the
order inflow in its stand-alone business should pick up while the issues related
to irrigation orders should get sorted over the next six months, thereby improving
the profitability of the stand-alone business.

� We have revised our estimates for FY2015 and FY2016 downwards after factoring
in the lower project execution on account of the issues mentioned above. We
would like to see the actual order inflow and execution of irrigation projects
before upwardly revising our valuation for the company. Consequently, in the
absence of any near-term trigger and in view of a limited upside to our price
target from the current levels, we downgrade our recommendation on the stock
from Buy to Hold and maintain our price target of Rs180.

Price target: Rs180

Market cap: Rs475 cr

52 week high/low: Rs192/50

NSE volume: 82,280
(no. of shares)

BSE code: 532767

NSE code: GAYAPROJ

Sharekhan code: GAYAPROJ

Free float: 475 cr
(no. of shares)

Results Rs cr

Particulars Q2FY15 Q2FY14 YoY % Q1FY15 QoQ %

Net sales 306.3 447.8 -31.6 342.2 -10.5
Total operating expenditure 258.0 375.1 -31.2 290.5 -11.2
Operating profit 48.3 72.7 -33.5 51.7 -6.6
Other income 0.4 0.5 -10.4 0.2 92.3
Depreciation 7.2 7.6 -4.2 7.7 -6.4
Interest 37.3 22.5 65.8 41.7 -10.6
PBT 4.2 43.1 -90.3 2.5 68.0
Less: Extraordinary expenses -3.2 11.0 1.4
Taxes -0.1 11.3 -101.0 1.6 -106.7
PAT 1.1 20.8 -94.6 -0.5 -308.0
Adjusted PAT 4.3 31.8 -86.5 0.8 408.6
Equity capital 30.2 30.2 0.0 30.2 0.0
EPS 1.4 10.5 -86.5 0.3 408.6
OPM (%) 15.8 16.2 -46 BPS 15.1 65 BPS
NPM (%) 1.4 7.1 -570 BPS 0.2 116 BPS
Effective tax rate (%) -2.7 26.2 -2882 BPS 66.1 -6875 BPS

investor’s eye stock update



20Sharekhan Home NextNovember 13, 2014

investor’s eye stock update

Stand-alone operations remain weak as per expectation

In Q2FY2015, the stand-alone revenues of GPL declined by

31.6% year on year (YoY) to Rs306 crore on account of

execution delays caused by Telangana related issues facing

Andhra Pradesh (the state government's functioning was

severely affected by land acquisition and execution of

projects). The execution of irrigation projects (account for

Rs3,000 crore of exposure out of a total exposure of Rs6,625

crore) may gather pace from Q4FY2015 onwards but the

business is unlikely to contribute materially during Q3FY2015.

The operating profit margin (OPM) contracted by 46 basis

points (BPS) YoY to 15.8% on account of lower other expenses.

Additionally, the interest burden of the stand-alone entity

led to a 65.8% surge in the interest cost YoY. Consequently,

the company’s adjusted net profit stood at Rs4.3 crore

(adjusting for foreign exchange [forex] translation loss of

Rs3.2 crore) as against Rs31.8 crore during Q2FY2015.

Road projects generating positive cash flow—no further

equity requirement

For Gayatri Infraventures Ltd (GIPL; in which GPL holds a 70%

stake with the balance 30% held by private equity investors),

all the six road projects (four annuity and two toll) are

profitable and generating enough profit to take care of the

interest and principal repayments. The achievement of PCC

and approval of premium deferment for the IDTL road project

will further support the revenue generating ability of the road

development business. Further infusion of equity is not

required in road assets from the parent company. We expect

the company to look at unlocking value in GIPL which could

be an important re-rating trigger for the stock.

Krishnapatnam power plant (GPL has 49% stake) to start

contributing from Q1FY2016

GPL has completed the construction of the first phase

(660MW) of the 1,320MW Krishnapatnam power plant

which would get synchronised with the grid in the next

few months and is expected to start generating revenues

(and profits) from Q1FY2016 onwards. The construction

of the second unit is on schedule and the unit is likely to

get commissioned in Q2FY2016 (September 2015).

NCC Power Projects delayed due to regulatory hurdles

NCC Power Project (GPL: 25%, SembCorp Utilities PTE Ltd

[SembCorp]: 45%, NCC: 30%) has been delayed due to

pending regulatory approvals for the sale of the NCC stake

to SembCorp. However, the positive side is that GPL would

not have to make any more equity investment in the power

business and would have a 35% stake in it on an aggregate

basis (49% in one of the 1,320MW plant and close to a 24-

25% stake in the NCC plant).

H2FY2015—a decisive period for business

The management sees an improving business environment

for the engineering, procurement and construction (EPC)

business and has bid for Rs8,000-10,000 crore worth of

road projects alone. We believe the order inflow of its

stand-alone operations will pick up while the issues related

to the irrigation orders will get sorted over the next six

months, thereby improving the profitability of the stand-

alone business. Further, debt should gradually reduce with

options like raising of capital in the primary market,

deferment of debt and road asset monetisation.

GPL continues to enjoy a healthy order book

Currently, the order book of the company stands at a healthy

Rs6,625 crore, which is 3.7x its FY2014 revenues. Out of

this, about Rs3,000 crore worth of orders in Andhra Pradesh

have been progressing slowly as the same had been affected

by the Telangana issue in the state.  The resolution of the

Telangana issue with political stability in the state is likely

to expedite the execution of these orders from H2FY2015.

Excluding Andhra Pradesh’s slow-moving orders, the order

book/sales ratio stands at 2.0x FY2014 revenues, which still

provides a good revenue visibility for the next two years.

Downgrade to Hold in the absence of near-term trigger;

maintain price target of Rs180

We have revised our estimates for FY2015 and FY2016

downwards after factoring in the lower order execution on

account of the issues mentioned above. We would like to see

the actual order inflow and execution of irrigation projects

before upwardly revising our valuation for the company.

Consequently, in the absence of any near-term trigger and in

view of a limited upside to our price target from the current

levels, we downgrade our recommendation on the stock from

Buy to Hold and maintain our price target of Rs180.

Valuations

Particulars FY12 FY13 FY14 FY15E FY16E

Net sales (Rs cr) 1,801.9 2,022.2 1,812.5 1,619.5 2,168.4

Growth Y-o-Y % 25.1 12.2 (10.4) (10.7) 33.9

EBITDA (Rs cr) 279.2 293.9 268.6 245.2 330.5

Margins % 15.5 14.5 14.8 15.1 15.2

Adj. net profit (Rs cr) 98.7 81.6 64.8 33.7 69.7

Growth Y-o-Y % 58.2 (17.3) (20.7) (48.0) 106.7

Shares in issue (cr) 2.4 3.0 3.0 3.0 3.0

EPS (Rs) 32.7 27.0 21.4 11.1 23.0

PER (x) 4.8 5.8 7.3 14.1 6.8

P/BV (Rs) 0.7 0.8 0.7 0.7 0.6

EV/EBIDTA (x) 2.9 3.2 2.4 3.2 2.7

RoCE (%) 16.6 13.8 11.7 8.9 10.3

RoNW (%) 23.1 14.3 10.0 5.0 9.6

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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Key points

� As anticipated, TCPL Packaging Ltd (TCPL) has posted a strong operating performance in H1FY2015 with revenues

growing upwards by 20% (largely driven by a strong double-digit volume growth) and PAT growing by about four

times on a Y-o-Y basis. Being one of the largest packaging player (with expertise in carton packaging largely used in

FMCG space), we believe the strong volume-led operating performance to sustain in the near- to medium-term.

� In addition to cost optimisation, the debt reduction and improving the working capital remains the key focus area

of the company in the coming years. With no major capex ahead, TCPL would see improvement in cash flows and

strong return ratios would sustain in the coming years.

� However, the recent sharp run up in TCPL’s stock price (by about 70% since our initiation of viewpoint on September

24, 2014) have priced in all the positives. We believe the current valuations of TCPL packaging at 10-12x of its

FY2016E are fairly valued, capping the significant upside from the current level. Hence, we recommend our investors

to take home handsome gains within short span and wait for a better point to re-enter into the stock.

TCPL Packaging

Viewpoint

Positives are priced in; book profit (70% gains in six weeks) CMP: Rs425

investor’s eye viewpoint

Valuations

Particulars FY2013 FY2014 FY2015E FY2016E

Revenues (Rs cr) 373 395 502 653

Growth Y-o-Y (%) 32 6 27 30

EBITDA (Rs cr) 56 61 83 111

Margin (%) 14.9 15.5 16.6 16.9

Reported PAT (Rs cr) 14 13 30 40

Adj. PAT (Rs cr) 14 13 30 40

Margin (%) 3.6 3.2 5.9 6.2

Adj. EPS (Rs) 15.5 14.4 34.3 46.3

BV (Rs) 90 101 131 171

P/E (x) 29.0 31.3 13.1 9.7

P/B (x) 5.0 4.5 3.4 2.6

Ev/EBITDA 9.5 8.7 6.4 4.8

D/E (x) 1.6 1.6 1.6 1.3

RoE (%) 17.3 14.2 26.1 27.1

RoCE (%) 12.0 11.7 14.3 17.6

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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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.

http://www.sharekhan.com/Campaign/campaignlanding/default.aspx?sourceid=39&campid=633



