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3QFY13 Results Update | Sector: Capital Goods

Financials & Valuation (INR b)
Y/E March 2013E 2014E 2015E

Net Sales 136.4 151.8 175.2

EBITDA 9.6 13.4 15.8

Adj PAT 5.2 7.6 9.2

Adj EPS (INR) 15.4 22.5 27.2

EPS Gr (%) 3.0 46.4 20.8

BV/Sh. (INR) 121.3 132.1 147.6

RoE (%) 12.9 17.8 19.4

RoCE (%) 14.4 19.6 21.2

Payout (%) 52.0 43.0 42.0

Valuation

P/E (x) 42.5 29.1 24.1

P/BV (x) 5.4 5.0 4.4

EV/EBITDA (x) 21.4 15.6 13.2

Div. Yield (%) 1.5 1.4 1.2

 Results in-line; operating performance a mixed bag: SIEM's 1QFY13 operating

performance was a mixed bag. Revenue was flat YoY at INR24.8b (v/s our

estimate of INR24.8b) and net profit was up 22% YoY at INR731m (v/s our

estimate of INR723m). However, segmental working capital deteriorated

significantly, raising concerns on project cash flows. EBITDA margin expanded

200bp YoY to 6.5%, marginally ahead of our estimate of 6%. Order intake

declined 31% YoY to INR20b and is lower than the revenue of INR25b. Results

for the quarter were also supported by the merger of Power Engineering and

VAI Metals, the financials of which have not been separately disclosed.

 In-line performance not broadbased; improvement largely supported by

Healthcare: Though reported numbers are broadly in line with our estimates,

we are disappointed as (1) the in-line performance was not broadbased, (2)

Infra & Cities has again posted losses, and (3) segmental working capital seems

to be under pressure.

 Profitability remains under pressure: Profitability remained subdued across

segments, although Healthcare margins have been sustained on QoQ basis at

4.6% v/s 4.9%.

 Segmental working capital under pressure in contrast to the past trend: Capital

employed in all the business segments barring Healthcare has shown

deterioration, indicating pressure on project cash flows. SIEM had been

showing tight control over capital employed, indicating strict preference for

project cash flows over revenues.

 Maintain Neutral: We have cut our earnings estimate by 13% for FY13 to factor

in lower expectations on profitability improvement. The stock quotes at 41x

FY13E and 29x FY14E EPS. Maintain Neutral with a price target of INR746 (30x

FY14E EPS).
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Results in-line; operating performance a mixed bag
 SIEM's 1QFY13 operating performance was a mixed bag. While revenues at

INR24.8b were flat YoY (vs our est of INR24.8b) and Net profit at INR731m, up 22%

YoY (vs our est of INR723m) were in line with our estimates, segmental working

capital has significantly deteriorated (in Infrastructure & Cities, Energy and Industry

segments) and raises concerns about deteriorating project cash flows.

 EBITDA margins at 6.5%, up 200bp YoY was marginally ahead of our estimates of

6%. RM/sales has been significantly curtailed at 72.8% of sales (lowest since

2QFY11) while Staff cost and Other expenses were ahead of estimates. Staff cost

is up 25% YoY (flat QoQ) while other expenses are up 11% YoY. We believe the

decrease in raw material cost and increase in staff cost is possibly due to merger

of Power Engineering services in Energy segment as the business is largely service

oriented and labor intensive.

 Order intake at INR20b also declined 31% YoY, and is lower than revenues of

INR25b.

 Results for the quarter were also supported by the merger of Power Engineering

Pvt Ltd and VAI Metals, the financials for which have not been separately disclosed.

Performance not broad-based; Improvement largely supported by
Healthcare segment
 Although reported numbers are broadly in-line with our estimates, we are

disappointed as to

I. in- line performance was not broad based, but rather poor performance of

Infra & Cities, Energy and Industry segment has been compensated by better

performance in Healthcare sector

II. Infra & Cities has again turned into losses after reporting profits at EBIT level

during 4QFY12

III. Segmental working capital seems to be under pressure (in past, the

management had indicated a strict preference for project cash flows vs

revenues).

Revenue growth impacted by sluggish industrial capex Profitability remains under pressure

Source: Company, MOSL
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Sales declined despite positive impact of merger of VAI and Power
Engineering
 Sales declined across segments, except Healthcare which grew by 11% YoY.

 Energy segment's sales continued to show decline (down 2% YoY) as both the

Qatar project (INR35) and Torent Power Project (INR15b) are near closing and

fresh order inflow remains muted.  Also, the sales degrowth is lower as the

numbers are supported by merger of Power Engineering.

 In the Industry segment, sales continue to remain muted (down 2% YoY) in line

with the trend in last few quarters indicating continuous headwinds in the industrial

demand. We estimate sales in Industry segment was supported by merger of VAI

Metals, excluding which the decline would have been in the range of ~15% YoY.

 Infrastructure segment sales decline 2% YoY after showing moderation in sales

during 4QFY12 (flat YoY) which is disappointing given the segment's sales had

been showing sustained growth over last few quarters.

Profitability continues to remain under pressure; Healthcare margins
sustained
 Profitability continued to remain subdued across segments, although Healthcare

margins has been sustained on QoQ basis at 4.6% vs 4.9%.

 Infra & Cities segment has reported losses at EBIT level which is disappointing

(EBIT loss of INR2m)

 Energy segment margins at 4.2% was muted and is a reflection of the constrained

macro environment.

 Industry segment margins at 5.3% was better than the reported margins of 3.8%

during FY12, and is possibly supported by merger of VAI metals.

Order intake remains muted, impacted by
PAT impacted by contracting margins and slowing sales constrained environment

Source: Company, MOSL
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Segment analysis (INR m)

Y/E September FY12 FY13 FY12 % YoY % YoY

1Q 2Q 3Q 4Q 1Q 1QFY13 FY12

Revenues (INR m)

Infrastructure & Cities 6,346 8,894 6,950 8,892 6,249 31,142 -2 9

Industry 8,712 9,429 10,755 11,794 8,481 42,681 -3 20

Energy 9,480 18,341 12,119 12,082 9,264 52,529 -2 -2

Healthcare & Other 2,020 2,916 2,780 3,108 2,244 10,814 11 2

Gross Sales 26,559 39,581 32,603 35,876 26,237 137,165 -1 7

Less: inter-seg revenue 1,807 1,979 2,577 2,237 1,559 8,586 -14 -3

Net Sales 24,752 37,601 30,026 33,640 24,678 128,580 0 8

EBIT Margin % BP YoY

Infrastructure & Cities 6.1 8.0 -0.2 6.2 0.0 5.3 -612 -793

Industry 1.2 5.6 4.1 4.2 5.3 3.8 411 -631

Energy -0.4 18.1 2.4 -6.2 4.2 6.4 454 -1,203

Healthcare & other -1.9 -4.4 2.4 4.9 4.6 0.6 647 -482

Total EBIT 1.6 11.2 2.4 1.3 3.6 4.9 200 -893

Source: Company, MOSL

Segment working capital under pressure in contrast to the past trend
 Segmental capital employed in all the business segments (barring Healthcare

which is largely based on imports from parent and has lower capital base) has

shown deterioration indicating pressure on project cash flows.

 This is in contrast to the trend in recent quarters when SIEM had been showing

tight control over capital employed despite constrained economic environment

indicating strict preference for project cash flows over revenues

Segment analysis (INR m)

Y/E September FY12 FY13

1Q 2Q 3Q 4Q 1Q

Capital Employed

Infrastructure & Cities 6,713 7,722 7,514 6,856 8,779

Industry 7,766 6,659 6,500 7,103 9,972

Energy 11,826 14,727 16,382 10,871 14,258

Healthcare & other services 929 967 411 -735 655

Unallocated Assets 12,018 11,799 11,793 15,531 6,957

Total 39,252 41,874 42,600 39,626 40,621

Source: Company, MOSL

Cutting estimates led by reduced profitability expectations
  We have cut our earnings estimate by 13% for FY13 to factor in lower expectations

on profitability improvement.

 We expect a recovery in FY14 on the back of pick up in investment climate leading

to improved environment for short cycle industrial products, urban infrastructure

and Healthcare segments, while ordering in Power Transmission is likely to show

improvement driven by pick-up in ordering from SEBs.

 At CMP of INR655, the stock quotes at P/E of 41x FY13E and 29x FY14E. Maintain

Neutral with price target of INR746 (30x FY14E). SIEM is exposed to several

segments of the Indian economy, and offers one of the best plays on long-term

recovery. However, in the near term, valuations are demanding as the headwinds

to earnings persists.
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Stock performance (1 year)

Shareholding Pattern (%)

Dec-12 Sep-12 Dec-11

Promoter 74.7 73.8 75.0

Domestic Inst 8.4 8.9 8.5

Foreign 3.8 3.8 3.4

Others 13.1 13.5 13.1

Target Price and Recommendation

Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

655 746 13.9 Neutral

Siemens: an investment profile

EPS: MOSL forecast v/s consensus (INR)

MOSL Consensus Variation

Forecast Forecast (%)

FY13 15.4 18.4 -16.3

FY14 22.5 23.1 -2.4

Comparative valuations
                    Siemens*     Crompton ABB#

P/E (x) FY13E 42.5 36.8 75.9

FY14E 29.1 13.4 49.5

P/BV(x) FY13E 5.4 2.1 5.2

FY14E 5.0 1.9 4.8

EV/Sales (x) FY13E 1.5 0.7 1.7

FY14E 1.4 0.6 1.5

EV/EBITDA (x) FY13E 21.4 13.5 41.3

FY14E 15.6 8.3 29.0

*Siemens-September year ending; #ABB CY12 and CY13

Company description
Siemens India, a 75% subsidiary of Siemens AG, is a

strong play on infrastructure, industry and transport

systems. The company derives ~45% of revenues from

power (largely T&D) and industry sectors each. The

company also has a strong presence in healthcare

diagnostics products.

Key investments arguments
 SIEM has strong capabilities in three core sectors of

the economy: Infrastructure, industry and consumer

sector (healthcare, water). With a strategy of

aggressively widening its product footprint in India,

SIEM stands to significantly benefit from the

longterm growth opportunity in India.

 SIEM is emerging as a key partner in Siemens AG's

global growth strategy. The company is a key

beneficiary of the group's growing presence in

several developing regions. It has meaningfully

benefitted from ongoing infrastructure investments

in the Middle-East, particularly Qatar. We believe

India will be a key sourcing destination for valueprice

products.

 Over the past 3 years SIEM invested nearly INR7.7b

and plans to invest an additional INR16b over the

next 3-4 years. New investments will aim at setting

up six new hubs in India. Four out of the six hubs will

be 'centers of competence' for value-priced

products. We believe the investments will drive

strong growth during next 2-3 years.

Key investment risks
 The liquidity crunch and a possible slowdown in the

industrial capex will impact the Siemens business

since it derives ~50% of business from the industrial

segment.

 An increasing share of project business will impact

execution.

Recent developments
 The company has suspended its plans to set up a

wind factory in Vadodara . Cost of INR1.2b incurred

till now has been impaired during 4QFY12.

Valuation and view
 We have cut our earnings estimate by 13% for FY13

to factor in slower recovery in profitability.

 At CMP of INR654, the stock quotes at P/E of 41x FY13E

and 29x FY14E. Maintain Neutral with price target of

INR746 (30x FY14E).

Sector view
 We have a Neutral view on the sector.
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