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B EMCO Maintain Outperformer
SmaLL Car

Share Data Price: Rs 96 BSE Index: 16,353 27 October 2009
Reuters code EMCOBO — 2QFY10 Result — Lower sales hit earnings growth
Bloomberg code EMCOIN * Revenue declined 13% YoY, below our expectations, primarily led by delays and
Market cap. (US$ mn) 11 postponement in project completion schedule, thereby affecting project execution.
6M avg. daily turnover (US$ mn) 1.6 Revenue consisted of 68% from transformers, 28% from projects and 4% from meters
Issued shares (mn) 54 business. While transformer business reported 14% growth in volumes, at 3,091 MVA,
Target price (Rs) 100 transformer realisations dipped significantly on account of lower commodity prices and

competitive pressures, thus resulting in ~20% decline in transformer segment for the
Performance (%) 1M 3M 12M ) )
quarter. Projects business grew at a healthy pace of 22% YoY.

Absolute 76 114 . . , .
»  EBITDA margins were at 12.9%, a decline of 40 bps YoY. While raw material costs to sales
Relativi 9 0 112 . .
came declined by 260 bps YoY, at 71%, employee expenses increased 42% YoY as the company
Valuation ratios has ramped up their projects team. Interest expenses declined 26% YoY on account of
Yr to 31 Mar FYI0E FYI11E repayment of some debt from the proceeds of the sale of Emco Energy’ power project
EPS (Rs) 8.0 10.0 to GMR Energy (Rs 1.7 bn). EMCO had incurred Rs 428 mn on this venture. Net of tax,
the company has booked Rs 985 mn as extraordinary gains during the quarter.
+/- (%) (11.6) 4.7
PER (x) 19.0 97 *  Order book has increased by 23% YoY to Rs 16 bn, 64% being from projects and 34% from
X . .
transformers business, thus providing substantial growth visibility for the next 18 months.
PBV (x) 0.9 0.8
. ) Maintain Outperformer
Dividend/Yield (%) 1.4 1.4
. We believe monetisation of investments in power projects will be beneficial
EV/Sales (x) 0.6 0.5
for EMCO to meet the increased working capital of the changing business
EV/EBITDA (x) 45 4.3 . . .
mix and improve the balance-sheet strength. EMCO has however, retained
Major shareholders (%0) the core team of this entity, to purse its growth plans in power sector. While
Promoters 33 transformer business is facing realisations pressures, sales growth will be
FIls 6 largely dependent on strong volumes and greater execution of large projects
MF 12 in hand. Execution of 5 projects of 765 kV from PGCIL (Rs 5.5 bn) will accelerate
S
in 2HFY10. Furthermore, as interest pressure will ease in subsequent quarters,
BFSI’s 1
earnings growth is likely to pick up in 2HFY10. Given these developments, we
Public & Others 18 have revised our profit estimates up by 4% for FY10E and 7% for FY11E.
Financial highlights
(Rs mn) 2QFY09 2QFY10 YoY (%) 1HFY09 1HFY10 YoY (%) FY09 FYIOE YoY (%) FYIIE YoY (%)
Net Revenue 2,306 2,014 (12.7) 4,140 3,941 (4.8) 9,963 10,845 89 13,656 95.9
EBITDA 307 260 (15.2) 546 512 6.1) 1,463 1,390 (5.0 1,716 23.5
EBITDA Margin (%) 13.3 12.9 - 13.2 13.0 147 12.8 - 12.6 (2.0)
Depreciation 39 44 14.7 76 88 15.1 164 187 14.1 220 17.8
Interest 105 78 (25.9) 160 165 26 471 436 (7.5) 542 24.3
PBT and Eol 163 141 (13.5) 309 24  (14.8) 805 777 (3.4) 969  (24.7)
Tax 50 48 (5.4) 96 89 (74) 273 957 (5.9) 320 94.7
Eol - 985 - - 985 - - 985 - - -
Reported PAT 113 1,079 854.4 213 1,160 443.3 531 1,506 183.6 649 (56.9)
Adjusted PAT 113 94 (17.1) 213 175 (18.1) 532 521 2.1) 649 94.7

Adjusted EPS (Rs) 1.9 16 (17.1) 3.6 3.0 (18.1) 9.0 8.0 (11.6) 10.0 24.7
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Income Statement

Cash Flow Statement

Yrend31Mar (Rsmn) FY08 FY09 FYI0E FY11E | | Yrend31Mar (Rsmn) FY08 FY09 FYI10E FYII1E
Net sales 9,443 9,963 10,845 13,656 | | Pre-tax profit 952 804 1,762 969
Growth (%) 44.0 5.5 8.9 25.9| | Depreciation 103 162 187 220
Operating expenses (8,150)  (8,500)  (9,455) (11,940) | | Chg in working capital  (1,227) (743) (375)  (1,820)
Operating profit 1,292 1,463 1,390 1,716 | | Total tax paid (207) (216) (456) (320)
EBITDA 1,292 1,463 1,390 1,716 | | Cash flow from oper. (a) (379) 7 1,118  (950)
Growth (%) 49.3 13.2 (5.0) 23.5| | Capital expenditure (1,095) (392) (201) (175)
Depreciation (98) (164) (187) (220) | | Chg in investments 162 13 0 0
Other income 78 (23) 10 15| | Cash flow from inv. (b) (933) (379)  (201) (175)
EBIT 1,272 1,276 1,213 1,511 | | Free cash flow (a+b)  (1,312) (372) 917 (1,125)
Interest paid (317) (471) (436) (542) | | Equity raised/ (repaid) 421 0 189 0
Pre-tax profit 955 805 777 969 1 | Debt raised/(repaid) 1,231 478 (76) 1,028
(before non-recurring items) Dividend (incl. tax) (60) (96) (96) (86)
Non-recurring items 3) 1) 985 U1 | Other financing activities @) 0 0 0
Pre-tax profit 952 804 1,762 9691 | Cash flow from fin. (c) 1,590 381 17 943
(after non-recurring items) Net chg in cash (a+b+c) 277 9 934  (182)
Tax (current + deferred) (306) (273) (257) (320)
Net profit 647 531 1,506 649 | |Key Ratios
Adjusted net profit 650 532 521 649 | |Yrend31Mar (%) FY08 FY09 FYIOE FY11E
Growth (%) 65.7  (18.1) (2.1) 2471 | gps Ry) o 0.0 80 0.0
Prior period adjustments @ 0 0 01 |EPS growth 251 (181)  (11.6) 24.7
Netincome 644 531 1,506 649 | | EBITDA margin 13.7 14.7 12.8 12.6

EBIT margin 13.5 12.8 11.2 11.1
Balance Sheet RoCE 20.9 16.5 13.7 14.7
Yr end 31 Mar (Rsmn) FY08 FY09 FY10E FY11E Net debt/Equity 45.6 51.8 44.9 62.1
Current assets 8,580 10,190 12,035 14,471 ]
Investments 134 122 122 122 Valuations
Net fixed assets 1830 92060 2074 2029 | | Yrend3lMar (x) FY03  FY09 FYIOE FYIIE
Other non-current assets 51 74 0 0 PER 7.6 9.3 10.5 8.4
Total assets 10,595 12,445 14,230 16,621 | |PCE 6.6 7.1 7.7 6.3

Price/Book 1.2 1.1 0.9 0.8
Current liabilities 3,357 4,215 4,739 5,540 | | Yield (%) 1.7 1.7 1.4 1.4
Total debt 3,084 3,561 3,486 4,514 | | EV/Net sales 0.7 0.7 0.6 0.5
Other non-current liabilities 193 273 0 0| |EV/EBITDA 5.2 4.9 45 4.3
Total liabilities 6,634 8,050 8,225 10,054

Du Pont Analysis — ROE
Share capital 313 313 194 194 | | Yr end 31 Mar (x) FY08 FY09 FYI0E FY11E
Reserves & surplus 3,648 4,082 5,881 6,443 Net margin (%) 6.9 5.9 4.8 4.8
Shareholders’ funds 3,961 4,396 6,005 6,567 Asset turnover 1.0 0.9 0.8 0.9
Total equity & liabilities 10,595 12,445 14,230 16,621 | | Leverage factor 2.7 2.8 2.6 2.5
Capital employed 7,238 8,230 9,490 11,081 | | Return on equity (%) 18.7 12.7 10.0 10.3
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Analyst Declaration: I, Renu Baid, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities
and issuers. I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendation or view expressed

in this report.
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B&K Securities is the trading name of Batlivala & Karani Securities India Pvt. Ltd.

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)

All rights reserved. No part of this publication may be reproduced, stored in a retrieval system, or transmitted, in any form or by any means, electronic,
mechanical, print, publishing, photocopying, recording or otherwise without the permission of Batlivala & Karani Securities India Pvt. Ltd. Any unauthorized
act in relation to all or any part of the material in this publication may call for appropriate statutory proceedings.

The information contained herein is confidential and is intended solely for the addressee(s). Any unauthorized access, use, reproduction, disclosure or
dissemination is prohibited. This information does not constitute or form part of and should not be construed as, any offer for sale or subscription of or any
invitation to offer to buy or subscribe for any securities. The information and opinions on which this communication is based have been complied or arrived
at from sources believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as to their accuracy, correctness and
are subject to change without notice. Batlivala & Karani Securities India P Ltd and/ or its clients may have positions in or options on the securities mentioned
in this report or any related investments, may effect transactions or may buy, sell or offer to buy or sell such securities or any related investments. Recipient/s
should consider this report only for secondary market investments and as only a single factor in making their investment decision. The information enclosed
in the report has not been vetted by the compliance department due to the time sensitivity of the information/document. Some investments discussed in this
report have a high level of volatility. High volatility investments may experience sudden and large falls in their value causing losses when the investment is
realized. Those losses may equal your original investment. Some investments may not be readily realizable and it may be difficult to sell or realize those
investments, similarly it may prove difficult for you to obtain reliable information about the value, risks to which such an investment is exposed. Neither B&K
Securities nor any of its affiliates shall assume any legal liability or responsibility for any incorrect, misleading or altered information contained herein.

B & K SECURITIES INDIA PRIVATE LTD.
Equity Research Division: City Ice Bldg., 298, Ground/1st Floor, Perin Nariman Street, Behind RBI, Fort, Mumbai - 400 001, India. Tel.: 91-22-4031 7000, Fax: 91-22-2263 5020/30.
Registered Office: Room No. 3/4, 7 Lyons Range, Kolkata - 700 001. Tel.: 91-33-2243 7902.

B&K Research is also available on Bloomberg <BNKI>, Thomson First Call & Investext.
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