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ICRA

Results inline with expectations; valuations stretched

® ICRA’'s Q1FY11 operating revenues at Rs410mn, up 23.7% yoy
and PAT at Rs104mn, up 30% yoy were in line with our
expectations

= The revenue growth was driven by rating segment which
grew by a healthy 30%yoy to Rs271mn

= OPMs expanded by 475bps yoy to 31.9%, albeit down 914bps
sequentially. The margin expansion was as expected driven
by strong revenue growth and favourable base effect

u We expect the 22% CAGR in core earnings over FY10-12E.
Maintain REDUCE with TP of Rs1,200 (16x FY12E core EPS)

Revenues growth inline with expectations

ICRA's revenues for the quarter grew by 23.7%yoy to Rs410bn inline with expectation.
The growth mainly came from rating segment which reported growth of 30% yoy.

Income from operations

YoY QoQ

% Q1FY10 Q2FY10 Q3FY10 Q4FY10 Q1FY11
(bps)  (bps)
Rating Services Fees 209 247 274 331 271 295 -183
Consulting Fees 40 37 62 78 51 293 -344
Information Services Fees 6 10 10 15 7 85 -524
KPO/BPO Services Fees 27 26 24 49 31 13.7 -36.8
Professional Services Fees 49 43 52 34 50 22 48.8
Total operating revenues 332 363 421 507 410 237 -19.1

Source: Company, Emkay Research

Margins booking in consulting business drives margins

With a 475bps expansion in operating margins, the operating profit grew by a higher
45.4% yoy. We believe that the expansion in the OPMs was driven by the lumpiness in
the consulting business as the better revenues got booked this quarter whereas, the
costs for the same would have been accounted in the preceding quarters.

However, the rating business still continued to be dominant contributor to the EBIT with
almost 99% of total EBIT.

Valuation table

YE- Net EBITDA EPS EPS RoE EV/

Mar Sales (Core) (%) APAT (Rs) %chg (%) P/E EBITDA P/BV
FY09 1,358 559 41.2 411 41.1 52 242 304 - 6.9
FY10 1,623 607 37.4 552 55.2 34 28.0 226 - 5.9
FY11E 1,944 732 37.7 557 55.7 1 232 224 - 4.7
FY12E 2,319 874  37.7 666 66.6 19 225 188 - 3.8

Source: Company, Emkay Research




Key financials — Quarterly

Rs mn Q1FY10 Q2FY10 Q3FY10 Q4FY10 Q1FY11 YoY (%) QoQ (%)
Revenue 332 363 421 507 410 23.7 -19.1
Expenditure 242 233 242 299 280 15.6 -6.5
as % of sales 73 64 58 59 68 -475 914
Rent 161 158 160 205 190 18.1 -7.0
as % of sales 48.6 47.7 48.3 61.7 57.4 878 -430
Employee Cost 36 30 29 30 32 -11.7 54
as % of sales 10.8 9.0 8.9 9.0 9.5 -127 49
Other expenditure 45 30 29 30 32 -29.3 54
as % of sales 135 9.0 8.9 9.0 9.5 -394 49
EBITDA 90 131 178 208 131 454 -37.1
Depreciation 9.0 10.0 10.5 12.0 10.0 11.2 -16.9
EBIT 81 121 168 196 121 49.2 -38.3
Other Income 42.1 315 33.9 34.3 34.1 -19.1 -0.7
Interest 0.0 0.0 0.0 0.0 0.0 0.0 0.0
PBT 123 152 202 230 155 25.8 -32.7
Total Tax 66 65 59 67 51 -21.9 -23.8
Adjusted PAT 80 95 144 162 104 30.0 -35.4
(Profit)/loss from JV's/Ass/MI 0.0 0.0 0.0 0.0 0.0 0.0 0.0
APAT after MI 80 95 144 162 104 30.0 -35.4
Extra ordinary items 43 12 2 -3 2
Reported PAT 124 107 146 159 106 -14.1 -33.0
Reported EPS 12 11 15 16 11 -14.1 -33.0
Margins (%)
EBIDTA 27.1 36.0 42.4 41.0 31.9 475 -914
EBIT 24.4 33.2 39.9 38.7 29.5 503 -920
EBT 371 41.9 48.0 454 37.8 64 -768
PAT 24.2 26.0 34.1 31.9 25.4 123 -642
Effective Tax rate 53.5 42.9 29.3 29.3 33.2 -2028 389
Source: Company, Emkay Research
Segmental results (reported)

Q1FY10 Q2FY10 Q3FY10 Q4FY10 Q1FY11 YoY (bps) QoQ (bps)
EBIT (Rs mn)
Rating Services Fees 115 149 159 214 150 30.4 -30.0
Consulting Fees -8 -6 17 17 0 -102.6 -98.9
Information Services Fees -4 -1 7 3 -3 -28.4 -180.8
KPO/BPO Services Fees 12 6 11 16 6 -48.6 -61.6
Professional Services Fees -7 2 0 -14 -2 -63.3 -83.1
Total 108 149 194 235 151 39.1 -35.9
EBIDTA margins (%)
Rating Services Fees 54.9 60.3 58.0 64.5 55.3 37 -922
Consulting Fees -19.6 -15.7 28.0 22.2 0.4 1996 -2181
Information Services Fees -55.7 -15.0 72.1 21.6 -36.7 1894 -5837
KPO/BPO Services Fees 42.5 23.1 44.7 31.6 19.2 -2329 -1237
Professional Services Fees -135 4.3 0.1 -42.7 -4.9 866 3782
Total 32.7 411 46.1 46.4 36.7 407 -965

Source: Company, Emkay Research
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ICRALTD. Result Update

Adjusted net profit grows by 30% in line with revenues

The reported net profit declined by a 14.1% yoy to Rs106mn. However, adjusted for
reversal in diminution in value of investment in Q1FY10, the net profit would have grown by
a higher 30%yoy to Rs104mn. The reversal in diminution in value of investment during
Q1FYO stood at Rs66.3mn.

Valuation and view

We expect ICRA’s revenue growth to gain pace going forward benefiting from base rate
implementation and pick up in the debt raising activity. At the current market price, the stock
is quoting at 21.5x FY11EA7.4x FY12E PE. We maintain our REDUCE rating on the stock
with target price of Rs1200, valuing at 16x FY12E core EPS and cash and cash equivalent
of Rs243/share.
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Key Financials

Income Statement

Balance Sheet

Y/E, Mar (Rs. mn) FY09 FY10 FY11E FY12E Y/E, Mar (Rs. mn) FY09 FY10 FY11E FY12E
Net Sales 1,358 1,623 2,014 2,403 Equity share capital 100 100 100 100
Growth (%) 36.6 19.5 24.0 194 Reserves & surplus 1,716 2,022 2,388 2,915
Expenditure 799 1,009 1,253 1,494 Net worth 1,816 2,122 2,488 3,015
Employee Cost 554 685 850 1,014 Minority Interest
Employee Cost 94 125 155 185 Secured Loans 0 0 0 0
Other Exp 152 200 248 296 Unsecured Loans 0 0 0 0
EBITDA 559 614 761 909 Loan Funds
Growth (%) 52.3 9.8 23.9 19.5 Net deferred tax liability -30 -10 -10 -10
EBITDA margin (%) 41.2 37.8 37.8 37.8 Total Liabilities 1,786 2,112 2,478 3,005
Depreciation 36 41 45 50
EBIT 600 706 855 1,022 Gross Block 438 473 515 560
EBIT margin (%) 44.2 43.5 42.5 42.5 Less: Depreciation 197 232 277 327
Other Income 77 134 139 163 Net block 241 242 238 233
Interest expenses 0 0 0 0 Capital work in progress - - - -
PBT 569 793 855 1,197 Investment 299 746 783 783
Tax 179 258 278 389 Current Assets 2,019 2,154 2,485 3,123
Effective tax rate (%) 315 325 325 325 Inventories - - - -
Adjusted PAT 411 477 577 690 Sundry debtors 282 366 454 542
Growth (%) 52.4 16.0 21.1 195 Cash & bank balance 51 109 120 313
Net Margin (%) 30.3 29.4 28.7 28.7 Loans & advances 545 557 572 589
(Profit)/loss from JVs/Ass/MI - - - - Other current assets 1,141 1,122 1,339 1,678
Adjusted PAT After JVs/Ass/MI 411 477 577 690 Current lia & Prov 772 1,029 1,095 1,285
E/O items -31 86 0 175 Current liabilities 368 538 547 555
Reported PAT 390 535 577 808 Provisions 405 492 548 730
Growth (%) 36.8 37.1 7.9 40.0 Net current assets 1,246 1,124 1,390 1,837
Misc. exp 0 0 0 0
Total Assets 1,786 2,112 2,478 3,005
Cash Flow Key ratios
Y/E, Mar (Rs. mn) FY09 FY10 FY11E FY12E Y/E, Mar FY09 FY10 FY11E FY12E
PBT (Ex-Other income) 568 706 855 1022 Profitability (%)
Depreciation 36 41 45 50 EBITDA Margin 41.2 374 37.7 37.7
Interest Provided -47 0 0 0 Net Margin 30.3 34.0 28.7 28.7
Other Non-Cash items -17 87 57 181 ROCE 35.5 40.7 345 34.6
Chg in working cap -800 -66 -304 -427 ROE 24.2 28.0 23.2 225
Tax paid -194 -258 -278 -389 RolC
Operating Cashflow -453 511 375 437 Per Share Data (Rs)
Capital expenditure -45 -36 -41 -45 EPS 41.1 55.2 55.7 66.6
Free Cash Flow -498 475 333 393 CEPS 44.3 58.9 60.1 71.6
Other income 86 0 0 0 BVPS 181.6 212.2 267.4 325.1
Investments 566 -447 -37 0 DPS 1.2 15 1.8 1.8
Investing Cashflow 607 -483 -78 -45 Valuations (x)
Equity Capital Raised - - - - PER 30.4 22.6 224 18.8
Loans Taken / (Repaid) - - - - P/CEPS 28 21 21 17
Interest Paid -0.2 - - - P/BV 6.9 5.9 4.7 3.8
Dividend paid (incl tax) -120 -125 -149 -199 EV / Sales - - - -
Income from investments EV / EBITDA
Others 0 0 0 0 Dividend Yield (%) 1.0 1.2 14 14
Financing Cashflow -120 -125 -149 -199 Gearing Ratio (x)
Net chg in cash 34 -96 147 193 Net Debt/ Equity - - - -
Opening cash position 35 69 -27 120 Net Debt/EBIDTA - - - -
Closing cash position 69 -27 120 313 Working Cap Cycle (days) - - - -
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Recommendation History: ICRA — ICRA IN

sult Update

Date Reports Reco CMP  Target
19.05.2010 |CRA Q4FY10 Result Update Reduce 967 800
21.01.2010 |CRA O3FY10 Result Update Reduce 851 800
04.11.2009 |CRA_Q2FY10 Result Update Reduce 760 700
27.07.2009 |CRA OI1FY10 Result Update Reduce 878 820
Recent Research Reports
Date Reports Reco CMP Target
02.08.2010 Bank of India Q1FY11 Result Update Reduce 410 350
29.07.2010 Corporation Bank Q1FY11 Result Update Accumulate 565 600
27.07.2010 Union Bank of India Q1FY11 Result Update Reduce 321 300
23.07.2010 Allahabad Bank Q1FY11 Result Update Accumulate 185 220
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