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Indo Tech Transformers Rs 196

Powering Growth

Buy

SCRIP DETAILS

Market Cap (Rs crores) 208.6

P/E (x) - FYO7 (E) 11.9
Market Cap/Sales (x) - FY07 (E) 1.6
EV EBIDTA (x) - FY07 (E) 8.0
Dividend (Rs)/ Yield (%) 2/1.0
Equity Capital (Rs crores) 10.6
Face Value (Rs) 10.0
52 Week High/Low (Rs) 252/ 117.5
Website: www.indo-tech.com
NSE Code INDOTECH
Sensex 13,130
Nifty 3,805
(as on 30th June 2006)
Promoters 60.2
FIIs 3.1
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Indo Tech Transformers Ltd (ITTL), which currently manufactures power and
distribution transformers at its facilities in Chennai, Tamil Nadu and Kerala,
has reported better-than-expected results for Q2FY07.

Improving Performance

Net sales for Q2FY07 jumped by 27%, to Rs 32.5 crores from Rs 25.6
crores in Q2FY06. PAT for the quarter went up 24%, to Rs 4.6 crores from
Rs 3.7 crores. For H1FYQ7, net sales grew to Rs 53.9 crores, up 29%. The
Company showed an impressive rise of 58% in PAT, to Rs 7.8 crores from
Rs 5.0 crores in HIFY06. EPS jumped significantly, to Rs 7.4 for HIFY07
from Rs 4.7 in H1FY06. For H1FYO07, almost 65% of the revenues were
contributed by the Tamil Nadu SEB - this indicates too much dependence on
a single customer.

Expansion in operating margins

For H1FY07, the Company reported operating profits of Rs 10.5 crores, up
43%. Margins were up 180 bps, from 17.7% in H1FY06 to 19.5% in
H2FY07, on the back of raw material cost as a percentage of sales,
declining by 150 bps. Also, personnel cost and other expenses, which, in
proportion to sales were lower as compared to those in HIFY06, also
contributed to expansion of margins.

Strong Order Book provides earnings visibility

Currently, ITTL has an order-book position worth Rs 172 crores, which is
executable over a period of 9 to 12 months. Of this, the order book for power
transformers is Rs 163.4 crores and for distribution transformers is Rs 8.6
crores. The customer-wise break-up of the order book comprises of SEBs
accounting for 93% and the balance being accounted by EPC contractors,
corporate houses and exports.

Moving-up the value chain by entering into higher value power transformers

\ The Company manufactures both, power and distribution transformers upto

110/ 132 KV. There is substantial demand for these classes of transformers,
as well as for a higher class (the 220 KV) of transformers. The margins in

3500these transformers are also higher, as compared to those of the smaller
1 3000range of transformers. With the setting-up of the new manufacturing facility

25000f the 132-KV and 220-KV classes of transformers, the Company is well
2000 POSItioned to cater to the power transformer segment and thus move up the

value chain.

Foray into dry-type transformers to be margin accretive

The Company has signed an MoU with a leading MNC, for setting up a plant
capable of manufacturing dry-type transformers, using Nomex insulating
materials, with the technology being provided by the MNC. This facility
would be set-up at the Thirumazhisai complex and would chiefly cater to
industrial and corporate customers. The margins for dry-type transformers
are more by 1-2% than those of oil transformers. The plant is likely to
commence commercial production by Dec 06.

Positive Industry Outlook

Emphasis by the Government of India on providing electricity to all by 2012,
wherein 1,00,000 MW of power generation capacity is likely to be added,
would result into demand of about 7,00,000 MVA transformers by 2012.
Besides, focus on reducing T&D losses is also generating replacement
demand for transformers. The Company is well -placed to benefit from the
same, as it has built strong relationships with various SEBs in the South,
over the years.
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(YE March 31) Q2FY07 Q2FY06 Chg (%) H1FYO07 H1FYO06 Chg (%) FYO7(E) Chg (%)
Net Sales 32.5 25.6 27.0 53.9 41.6 29.4 120.9 30.6
Raw Mat. consumed 22.6 17.5 28.8 38.0 30.0 26.7 84.5 28.5
Other expenses 2.3 1.9 21.2 3.9 3.0 27.7 9.1 15.3
Personnel 0.8 0.6 24.2 1.5 1.2 20.3 2.9 15.1
Total expenditure 25.7 20.0 27.9 43.4 34.3 26.6 96.5 26.7
Operating Profit 6.8 5.5 23.4 10.5 7.4 42.7 24.4 47.4
Other Income 0.8 0.2 271.4 1.8 0.3 513.8 2.8 250.0
Interest 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Gross Profit 7.6 5.7 32.5 12.3 7.7 60.6 27.2 56.8
Depreciation 0.3 0.2 23.8 0.5 0.4 19.5 1.0 17.6
PBT 7.3 5.5 32.8 11.8 7.3 62.9 26.2 58.8
Prov. for Tax- Current 2.7 1.9 20.0 4.0 2.3 51.0 8.6 59.3
PAT 4.6 3.7 24.3 7.8 5.0 57.7 17.6 59.1
Equity Share capital 10.6 10.6 10.6 10.6 10.6

EPS (Rs) 4.3 3.5 24.3 7.4 4.7 57.7 16.6 59.1
CEPS (Rs) 5.1 3.7 38.4 8.1 4.9 65.1 17.5 58.8
OPM (%) 21.0 21.6 19.5 17.7 20.2

PBT (%) 22.6 21.6 21.9 17.4 21.7

PAT (%) 14.2 14.5 14.5 11.9 14.6

Valuation and Conclusion

ITTL is an established player, with over a decade of presence and stands to benefit from the current boom in the
power sector. Further, the Company, having established strong relationships with the South-based SEBs and
industrial customers over the years, is all set to reap benefits, going forward.

At CMP of Rs 196, the stock is trading at 11.9x its FY07(E) earnings of Rs 16.6 & 8.0x its FYO7(E) EV/ EBITDA.
Given the robust power industry scenario, the Company’s entry into higher value power transformers and dry type
transformers, together with the strong order book position, we recommend investors to buy the stock at the CMP,
with a price target of Rs 275, an upside of 40% from the current levels for a 9-12 months horizon.
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Disclaimer, Disclosure and Copyright Notice

The contents of this material are general and are neither comprehensive nor appropriate for every individual and are
solely for the informational purposes of the readers.

This material does not take into account the specific investment objectives, financial situation or needs of an
individual/s or a Corporate/s or any entity/s. A qualified professional should be consulted before making an
investment decisions or acting on any information contained in this material.

All investments involve risk and past performance does not guarantee future results. Investigate before you invest.
You are strongly cautioned to verify any information before using it for any personal or business purpose.

Way2wealth Brokers (P) Limited (herein after called Way2Wealth) does not guarantee the accuracy, quality or
completeness of any information. Much of the information is relevant only in India. Way2wealth makes no warranties,
either express or implied, including, but not limited to warranties of suitability, fithess for a particular purpose,
accuracy, timeliness, completeness or non-infringement.

In no event shall Way2Wealth be liable for any damages of any kind, including, but not limited to, indirect, special,
incidental, consequential, punitive, lost profits, or lost opportunity, whether or not Way2Wealth has been advised of
the possibility of such damages.

This material contains statements that are forward-looking; such statements are based upon the current beliefs and
expectations and are subject to significant risks and uncertainties. Actual results may differ from those set forth in the
forward-looking statements.

These uncertainties include but are not limited to: the risk of adverse movements or volatility in the securities
markets or in interest or foreign exchange rates or indices; adverse impact from an economic slowdown; downturn in
domestic or foreign securities and trading conditions or markets; increased competition; unfavorable political and
diplomatic developments; change in the governmental or regulatory policies; failure of a corporate event and such
others.

This is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to participate
in any particular trading strategy. No part of this material may be copied or duplicated in any form by any means or
redistributed without the written consent of Way2Wealth. In no event shall any reader publish, retransmit, redistribute
or otherwise reproduce any information provided by Way2Wealth in any format to anyone. Way2Wealth and its
affiliates, officers, directors and employees including persons involved in the preparation or issuance of this report
may from time to time have interest in securities thereof, of companies mentioned herein.
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