
BEML
Price: Rs 937 BSE Index: 15,896 30 October 2009

Upgrade to Outperformer
RESULT UPDATE

Share Data

Reuters code BEML.BO

Bloomberg code BEML IN

Market cap. (US$ mn) 827

6M avg. daily turnover (US$ mn) 3.9

Issued shares (mn) 42

Target price (Rs) 1,000

Performance (%) 1M 3M 12M

Absolute (13) (12) 114

Relative (7) (15) 22

Valuation Ratios

Yr to 31 Mar FY10E FY11E

EPS (Rs) 59.6 70.6

+/- (%) (8.4) 18.3

PER (x) 15.6 13.2

PBV (x) 1.8 1.7

Dividend/Yield (%) 1.1 1.1

EV/Sales (x) 1.2 1.0

EV/EBITDA (x) 10.0 7.9

Major shareholders (%)

Promoters 54

FIIs 15

MFs 14

BFSI’s 7

Public & Others 10

2QFY10 Result – Strong order backlog

Sales for 2QFY10 dropped by 21.3% to Rs 4,834 mn and for 1HFY10 it is up 5%.

The operating margins for the quarter dropped by 490 bps as employee (up 787

bps) and other operating expenses (up 470 bps) moved up significantly even as

raw material cost declined by 700 bps YoY. The increase in employee expense

was attributed to pay revision. The other operating expenses moved 16%

sequentially in comparison to 4% increment in sales. The interest expenditure

has almost tripled YoY. The current order backlog stands at Rs 58.4 bn. BEML

is setting up a manufacturing facility in Mysore for aerospace products which

will be operational from 2010-11. It is also setting up a 6 MW wind based power

plant with an investment of Rs 380 mn.

In FY10, BEML’s sales from the mining segment are expected to grow by 18-20%,

rail and metro sales are expected to double whereas defense sales are likely to

stagnate. By July 2010, BEML expects to increase indigenisation of  metro rolling

stock to 45-50% from the present 20% levels. Breakeven in metro segment is

expected only by 2011. Spares business in metro is expected at 10% of initial

order annually, over the subsequent 20 years and the same for mining

equipment would be 20% annually over the next 10 years. Spares business is

expected to exceed Rs 10 bn three years from now and defense to exceed Rs 15 bn

over the next five years. Rolling stock opportunity based on the MRTS plan is

expected at Rs 600 bn over the next decade. BEML is targeting 25% of  this. BEML

plans to invest Rs 2.6 bn for its new facility at Palakkad and Rs 1 bn for upgradation

of existing facilities. It also plans further capex of Rs 3 bn over the subsequent

two years. We have revised our earnings upward by 9% for FY10 to Rs 59.6 and

for FY11 by 8% to Rs 70.6. At the current market price of Rs 937, the stock is

trading at 16x FY10E and 13x FY11E. We upgrade the stock to Outperformer

rating with a target price of Rs 1,000 based on 14x FY11E earnings.

Batlivala & Karani
MID CAP

Financial highlights

(Rs mn) 2QFY09 2QFY10 YoY(%) 1HFY09 1HFY10 YoY(%) FY08 FY09 YoY(%) FY10E YoY(%) FY11E YoY(%)

Net Revenues 6,139 4,834 (21.3) 9,018 9,488 5.2 25,404 27,972 10.1 34,117 22.0 42,886 25.7

EBITDA 583 222 (61.9) 305 338 10.8 2,968 3,552 19.7 4,175 17.5 5,280 26.5

EBITDA Margin (%) 9.5 4.6 – 3.4 3.6 – 11.7 12.7 – 12.2 – 12.3 –

Other Income 216 217 0.3 427 349 (18.4) 872 1,020 17.0 579 (43.2) 653 12.8

Depreciation 70 86 24.0 118 153 29.7 177 276 55.8 269 (2.6) 338 26.0

Interest 57 151 163.0 115 248 115.6 (231) (393) 70.3 (641) 63.1 (1,046) 63.2

Profit before Tax & EoI 672 202 – 500 286 (42.7) 3,431 3,903 13.8 3,844 (1.5) 4,549 18.3

Tax 117 66 (43.8) 119 97 (18.1) 1,231 1,177 (4.4) 1,353 15.0 1,601 18.3

Adjusted PAT 555 136 – 381 189 (50.4) 2,201 2,727 23.9 2,491 (8.6) 2,948 18.3

Reported PAT 555 136 – 381 189 (50.4) 2,201 2,727 23.9 2,491 (8.6) 2,948 18.3
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35.9x
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Balance Sheet

Yr end 31 Mar (Rs mn) FY08 FY09 FY10E FY11E

Cash & marketable securities 5,211 2,635 5,473 6,880

Other current assets 26,037 35,997 36,464 44,101

Investments 79 54 54 54

Net fixed assets 2,352 2,835 4,382 6,087

Other non-current assets 28 – – –

Total assets 33,708 41,521 46,373 57,123

Current liabilities 13,722 16,709 19,294 23,817

Total debt 3,033 5,691 5,964 9,733

Other non-current liabilities – 5 – –

Total liabilities 16,754 22,405 25,258 33,549

Share capital 418 418 418 418

Reserves & surplus 16,680 18,783 20,785 23,244

Less: Misc. expenditure (146) (87) (87) (87)

Shareholders’ funds 16,952 19,113 21,115 23,574

Minorities interests 2 4 – –

Total equity & liabilities 33,708 41,521 46,373 57,123

Capital employed 19,985 24,812 27,078 33,307

Income Statement

Yr end 31 Mar (Rs mn) FY08 FY09 FY10E FY11E

Net sales 25,404 27,972 34,117 42,886

Growth (%) 4.8 10.1 22.0 25.7

Operating expenses (22,437) (24,420) (29,942) (37,606)

Operating profit 2,968 3,552 4,175 5,280

EBITDA 2,968 3,552 4,175 5,280

Growth (%) 6.0 19.7 17.5 26.5

Depreciation (177) (276) (269) (338)

Other income 872 1,020 579 653

EBIT 3,662 4,297 4,485 5,595

Interest paid (231) (393) (641) (1,046)

Pre-tax profit 3,431 3,903 3,844 4,549
(before non-recurring)

Pre-tax profit 3,431 3,903 3,844 4,549
(after non-recurring)

Tax (current + deferred) (1,231) (1,177) (1,353) (1,601)

Net profit (before Minority 2,201 2,727 2,491 2,948
Interest, Pref. Dividend, etc.)

Prior period adjustments 82 (8) – –

Reported PAT 2,283 2,718 2,491 2,948

Adjusted net profit 2,283 2,718 2,491 2,948

Growth (%) 11.4 19.1 (8.4) 18.3

Cash Flow Statement

Yr end 31 Mar (Rs mn) FY08 FY09 FY10E FY11E

Pre-tax profit 3,431 3,903 3,844 4,549

Depreciation 177 276 269 338

Change in working capital (7,310) (7,443) 1,452 (3,363)

Total tax paid (1,046) (945) (523) (1,353)

Cash flow from oper. (a) (4,748) (4,208) 5,042 171

Capital expenditure (802) (765) (1,815) (2,045)

Change in investments (54) 25 – –

Others 37 65 – –

Cash flow from inv. (b) (819) (675) (1,815) (2,045)

Free cash flow (a+b) (5,567) (4,883) 3,227 (1,874)

Equity raised/(repaid) 5,136 (7) – –

Debt raised/(repaid) 2,777 2,658 273 3,769

Dividend (incl. tax) (344) (317) (658) (489)

Others (270) (27) (3) –

Cash flow from fin. (c) 7,299 2,308 (388) 3,280

Net change in cash (a+b+c) 1,732 (2,576) 2,839 1,406

Key Ratios

Yr end 31 Mar (%) FY08 FY09 FY10E FY11E

Adjusted EPS (Rs) 54.6 65.1 59.6 70.6

Growth (1.6) 19.1 (8.4) 18.3

Book NAV/share (Rs) 405.8 457.6 505.5 564.3

Dividend/share (Rs) 6.5 12.0 10.0 10.0

Dividend payout ratio 13.9 21.6 19.6 16.6

Tax 35.9 30.1 35.2 35.2

EBITDA margin 11.7 12.7 12.2 12.3

EBIT margin 14.4 15.4 13.1 13.0

RoCE 24.1 19.2 17.3 18.5

Net debt/Equity (12.8) 16.0 2.3 12.1

Valuations

Yr end 31 Mar (x) FY08 FY09 FY10E FY11E

PER 17.1 14.3 15.6 13.2

PCE 15.8 13.0 14.1 11.9

Price/Book 2.3 2.0 1.8 1.7

Yield (%) 0.7 1.3 1.1 1.1

EV/Net sales 1.6 1.5 1.2 1.0

EV/EBITDA 14.1 11.8 10.0 7.9

Du Pont Analysis – ROE

Yr end 31 Mar (x) FY08 FY09 FY10E FY11E

Net margin (%) 9.0 9.7 7.3 6.9

Asset turnover 0.9 0.7 0.8 0.8

Leverage factor 2.1 2.1 2.2 2.3

Return on equity (%) 16.8 15.1 12.4 13.2
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B&K Investment Ratings:

1. BUY: Potential upside of > +25% (absolute returns)

2. OUTPERFORMER: 0 to +25%

3. UNDERPERFORMER: 0 to -25%

4. SELL: Potential downside of < -25% (absolute returns)
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