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investor’s eye stock update

Company details

Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute 2.9 14.2 41.9 27.7

Relative 0.4 8.2 22.1 -8.9

to Sensex

Price target: Rs2,540

Market cap: Rs238,538 cr

52 week high/low: Rs2,200/1,447

NSE volume: 11.9 lakh
(no. of shares)

BSE code: 500209

NSE code: INFY

Sharekhan code: INFY

Free float: 48.3 cr
(no. of shares)

Key points

� We have attended the annual analyst meet of Infosys on December 4, 2014;

Dr Vishal Sikka has highlighted the strategic steps and initiatives, which will

bring back the past glory of Infosys and make it an industry bellwether again.

� Taking strategic steps in the right direction: Dr Sikka has stated on the duality

of the business model, through “Renew” of core businesses by transforming

the workforce and adopting the next generation technologies and investments

into the “New” technologies in areas covering the whole digital ecosystem to

enhance the business growth and sustainability. He stressed upon the importance

of design, thinking about rejuvenation of their client’s relationship and innovate

the business models to improve the delivery effectiveness. Dr Sikka also touched

upon the improvement in sales effectiveness and cost optimisation without

any effect on the margin profile of the company.

� Near-term growth could remain soft and volatile: December quarter being a

seasonally weak quarter, expect to remain soft. The management is seeing

macro challenges in the European regions, and also experiencing weakness in

the industries such as resources (mining, oil and gas) and retail. For FY2015,

the management expects the margins to be around 25%. Further, in the journey

of transformation, the near-term volatility in the quarter-on-quarter

performance cannot be ruled out.

� Conviction intact, reasonable valuation offers further upside, stock has potential

to double in the next 30-36 months: The analyst meet interaction has further

cemented our conviction on Infosys for a strong investment bet for the next two to

three years. Given the underperformance of Infosys in the last two years (due to a

low base effect) and under strong leadership of Dr Sikka, we see a big room for

earnings surprise in FY2017E (currently consensus building at revenues growth of

around 13-14%). We now value Infosys at a 15% discount to Tata Consultancy Services

(at 18x FY2017 earnings estimate) and arrive at the revised price target of Rs2,540.

For an investment horizon of about two to three years, we advice our investors to

use stock weakness to increase further position in Infosys, for a 25% return on CAGR

over the next 24-30 years which could double the stock from the current level.

Infosys Reco: Buy

Stock Update

Taking right steps in right direction, price target revised to Rs2,540  CMP: Rs2,070

Valuations

Particulars FY2014 FY2015E FY2016E FY2017E

Total revenue (Rs cr) 50,133.0 54,096.4 60,876.8 68,934.5

EBITDA  margin (%) 27.2 28.2 28.2 27.7

Net profit (Rs cr) 10,861.0 12,624.1 14,127.1 15,880.7

EPS (Rs) 94.6 109.9 123.0 138.3

PER (x) 22.0 18.9 16.9 15.0

EV/EBITDA 15.3 13.1 11.3 9.8

RoE (%) 26.3 26.2 25.4 24.9

RoCE (%) 35.6 35.8 34.4 33.8

Dividend yield (%) 1.5 2.1 2.4 2.7
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� Growth metrics to see a significant improvement by

FY2017: Driven by the strategic steps to transforming

Infosys into a bellwether company, Dr Sikka expects

the operating metrics to witness a significant

improvement by Q1FY2017 and indicated at the growth

to be on the forefront in the industry with a strong

margin profile. Further, investments in the new

technologies reflected from the fact that a strong

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

incremental hiring in the last two quarters in the areas

of big data, analytics, cloud, security and digital space

substantiates Infosys’ focus on getting strong footholds

in the newer technologies. The growth will also be

supplemented through merger and acquisition (M&A)

activities, and more clarity on the usage of cash ($5.4

billion at the end of Q2FY2015) will emerge by April

2015.
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Key points

� On a strong growth trajectory: Skipper, a Kolkata-based company operating in three different segments of power

transmission towers and poles, PVC pipes and power T&D projects businesses, has shown an exceptional strong

growth in the first half of FY2015 and is expected to sustain an impressive growth momentum over the coming

years. We estimate the company’s revenues and earnings growth at a CAGR of 21% and 64% respectively, over

FY2014-2017.

� Robust order book; impressive pipeline: Despite the negative impact of hiving off the not-so-profitable lines of

businesses like steel tubes, the revenue growth is driven by a healthy order book in the power transmission towers

and poles, as well as its EPC business. It has an order backlog of Rs2,200 crore (2x of FY2014 revenues) and is

expecting a strong order inflows from the government’s investment in power transmission and distribution

infrastructure. The setting up of separate feeders for agricultural users and linking of power networks in the north-

east region offers a huge opportunity for the company. The company is planning to add a significant capacity in the

PVC segment, which would also drive growth for the segment.

� Margin expansion to boost earnings and return ratios: During Q2FY2015, the company exited from a low margin

steel tube business, which was mainly contributing (~Rs250 crore in FY2014) to the topline but very less to the

bottomline. Hence, the overall operating margin of Skipper is going to expand in future and the earnings are likely

to outpace the revenue growth. Consequently, the overall returns ratio (RoE and RoCE) are expected to jump in the

next two years and drive re-rating of the valuation multiples.

� Risk: Higher exposure in project business could result in increased working capital requirements in future. Recent

currency movement has resulted in some forex gains that might not be sustainable if the rupee movement ahead is

not favourable.

� Firing on all cylinders: Skipper is a play on two key growth areas of power transmission and distribution, and the

PVC pipe segment. Given its lower base and the efforts taken to restructure the business (hiving off the not-so-

profitable businesses), it is set for an exponential growth in its earnings over the next few years. The valuations are

also comfortable and return ratio is likely to improve resulting in a re-rating of the valuation multiples. Thus, we

have a positive view on the stock and see a scope of around 25% gains over the next three to six months.

Skipper View: Positive

Viewpoint

Skip, hop and jump CMP: Rs122

investor’s eye viewpoint

Valuations

Particulars FY2013 FY2014 FY2015E FY2016E FY2017E

Net sales (Rs cr) 928.17 1,073.05 1,323.24 1,602.45 1,906.91

Growth (YoY) 21.7 15.6 23.3 21.1 19.0

Operating profit (Rs cr) 90.3 118.2 199.9 245.6 296.4

OPM (%) 9.7 11.0 15.1 15.3 15.5

Net profit** (Rs cr) 18.7 26.9 74.3 94.3 117.7

Adjusted EPS (Rs) 1.8 2.6 7.3 9.2 11.5

Growth (YoY) 93.7 43.5 176.1 26.9 24.9

PER (x) 66.0 46.0 16.7 13.1 10.5

P/B (x) 6.0 5.4 4.2 3.3 2.5

EV/EBIDTA (x) 18.0 13.7 8.2 6.8 5.7

Div yield (%) 0.1 0.1 0.6 0.8 1.0

RoCE (%) 14.46 16.14 25.57 27.40 28.70

RoE (%) 9.09 11.64 28.14 27.86 27.19

RoIC (%) 14.74 16.64 26.82 28.93 30.53

**Adjusting for forex gains or any non recurring items
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Skipper Ltd

Skipper Ltd (Skipper) is into manufacturing of integrated

infrastructure products such as transmission towers, steel

pipes, hot rolled products, poles and scaffoldings. Also, it

manufactures PVC pipes and fittings, and deals with power

distribution and lighting poles. Off late, the company has

also started taking projects in power transmission and

distribution space. Skipper is based in Kolkata and its three

manufacturing plants are also in Kolkata. It exports to more

than 20 countries. The company has its manufacturing

plants in the eastern region of India which enables them to

have access to lower cost raw material (steel). Skipper’s

key product segments include engineering products,

infrastructure projects and PVC products. It is among the

three largest manufacturers of transmission towers in India.

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
Triveni Turbines
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

Century Plyboards (India)

Eros International Media

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)
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