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Return of pricing power; attempt to 
improve business model 
After aggressive tariff wars by telecom players from 
2009, Bharti Airtel (Airtel) finally hiked voice tariff rates 
by 20% for pre-paid customers in a few circles with 
effect from 22nd July 2011. This is a very strong move by 
Airtel at a time of mobile number portability (MNP) 
where customers can choose operators without losing 
their number. We believe that this move was taken only 
after gauging competition and Idea Cellular (Idea) & 
Vodafone are likely to follow suit. The biggest 
beneficiary of tariff increase among incumbents will be 
Idea followed by Airtel. Though the stocks have run-up 
post the announcement on Friday (22nd July’11), we 
believe there is still a possibility of an upside of 24% 
and 27% for Airtel and Idea respectively. 

 What led to this move…: We see the following 
reasons for this move: 1) Margins for Idea and Airtel 
have gone down by 500-700bps in the last eight 
quarters for domestic mobile operations, 2) higher 
spectrum pricing disrupted the business model;  3) 
market share of incumbents have gone up despite 
hyper competition (revenue market share of 67% and 
minutes market share of 55%); 4) active subscriber rate 
highest for Idea, Airtel and Vodafone at 92%, 89% and 
81% respectively, indicating quality of service; 5) better 
service offerings compared to new players and 6) tariffs 
in India had reached rock bottom levels   

 …will benefit incumbents: We believe others will also 
follow suit. If such a step is taken by other incumbents, 
Idea will be the biggest beneficiary as its revenue per 
minute (RPM) sensitivity on EBITDA is the highest.  

 Change in estimates: We have changed the estimates 
to factor in the increased tariff rates. For FY13E, we 
believe the revision in EBITDA would be 12% and 20% 
for Airtel and Idea respectively. 

 Upside still left in the stocks: Based on our revised 
estimate, Airtel and Idea can still deliver 24% and 27% 
over one year respectively. 

Price Performance (%) 

 1M 6M 1Yr

Bharti Airtel 4.9 21.7 31.0 

Idea Cellular 13.9 19.2 24.4 

Nifty 3.2 (0.8) 3.6 

Source: Bloomberg, Centrum Research 
*as on 22 July 2011 

 

Summary valuations 
    Mkt Cap       P/BV (x) EV/EBITDA (x) RoE (%) 

Company Rating Rsbn US$bn
CMP 
(Rs) 

Target
Price 

Upside/ 
Downside (%) FY11 FY12E FY13E FY11 FY12E FY13E FY11 FY12E FY13E

Bharti Airtel Buy 1,564 35 411 510 24.1 3.2 2.8 2.3 11.4 8.6  6.3  18.4 23.8 28.7 

Idea Cellular Buy 282 6 85 108 26.7 2.3 2.1 1.8 10.5 8.4  5.6  7.6 7.5 15.0 

Source: Company, Centrum Research Estimates

25 July 2011 
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What led to this move? 
Airtel, the market leader, has sent a very strong message by increasing tariff rates in a few circles for 
pre-paid customers at the time of mobile number portability. We believe there is a case for other 
companies to opt for a similar tariff hike: 

 Margin pressure visible despite improving network utilization: Tariff war started with 
distribution of licenses to new operators in 2008 and the number of players increased to 15. 
While Reliance and Tata got GSM licenses, Unitech and DB Realty, among others, too were 
issued licenses to start telecom operations. This heightened the competition leading to a severe 
tariff war from 2009 onwards.     

Exhibit 1: Incumbents facing margin pressure due to severe tariff war in the domestic mobile 
operation 
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Source: Company, Centrum Research 

Exhibit 2: RPM movement since Q1FY10 
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Source: Company, Centrum Research 

 Spectrum pricing issues: With the increase in volumes, the company started facing capacity 
constraints. This, together with competitive pressure, led to aggressive bidding for 3G and BWA 
spectrums. The impact of this aggressive bidding got severe when regulators recommended 2G 
spectrum charges taking cues from the result of 3G and BWA spectrum cost per MHz by 
companies. This resulted in higher amortization expenses for incumbents denting their PBT 
margins. One-time spectrum and renewal charges were recommended by the regulator similar 
to 3G spectrum charges on per MHz basis which once finalized would lead to another payout by 
players. We expect the impact of one-time excess spectrum charges for Airtel and Idea to be 
Rs40bn and Rs17bn respectively. 
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 Incumbents’ market share intact: Incumbents maintained their revenue market share 
position. With the fall in tariff, volume growth picked up on their networks that clearly showed 
1) consumer preference for incumbents in similar tariff environments and 2) better 
network/service quality. Now with 3G service rollout and initial response from MNP (10mn or 
1.7% of total subscribers opted for MNP as of May 2011), we believe the incumbents’ position 
have further strengthened in terms of customer preference and service offerings. Vodafone, 
Idea and Airtel have entered into an arrangement to offer 3G services across the country.  

Exhibit 3: Incumbents market share intact despite hyper competition 
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Source: Company, TRAI, Centrum Research 

Exhibit 4: Idea, Airtel and Vodafone enjoys highest active subscriber base 
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Source: TRAI, Centrum Research, VLR data 

Tariff hike by Airtel in few circles – a strong step  

We believe that Airtel has taken a strong step. This, we believe is likely to be adopted by Idea and 
Vodafone. While media reports attribute this step to inflation, we believe that this signals the 
confidence of incumbents on consumers’ willingness to absorb the tariff hike. Also, we believe that 
3G and BWA auctions have resulted in a clear demarcation among operators in terms of service 
offerings and customer preferences. Even initial response from MNP validates our hypothesis that 
customers would choose incumbents for their reach, network quality and wider service offerings 
(voice and data).  
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Impact Analysis for Airtel due to tariff hike:  

As per media reports, the company has hiked tariff by 20-50% for pre-paid customers in some circles 
including Andhra Pradesh, Gujarat, Delhi NCR, Madhya Pradesh and Chhattisgarh, Kerala and 
Rajasthan. In these circles, Airtel, Idea and Vodafone are top players. We observed that the base tariff 
for local and STD in these circles have become 1.2p/sec and 1.5p/sec respectively from 1p/sec level. 
Moreover, calls to landlines have become 1.5p/sec and SMS local/national rate is Re1/Rs1.5 (source: 
www.airtel.in).  

Our assumptions: The above mentioned circles contribute nearly one-third to the revenue and 
subscriber base. Hence, our calculation suggests that 20% change in tariff would result in 5-6% 
change in RPM at the blended level considering Q4FY11 as base. Since FY12E would witness three 
quarters’ impact, we have assumed a marginally positive RPM in FY12E to 43p and 5% increase in 
RPM for FY13E. Based on overall calculation, the benefit would be more visible in FY13E. We believe 
that EBITDA for FY13E would be in the range of Rs300-320bn for Airtel.  

Exhibit 5: Change in estimates for Airtel 
  FY12E FY13E 
(Rsmn) Revised Old Variation (%) Revised Old Variation (%)
Net sales 701,466 691,664 1.4 810,037 765,985 5.8
EBITDA 251,500 243,367 3.3 318,270 284,194 12.0
EBITDA (%) 35.9 35.2 67 bp 39.3 37.1 219 bp
PAT  82,698 75,766 9.1 129,114 100,564 28.4
NPM (%) 11.8 11.0 84 bp 15.9 13.1 281 bp

Source: Company, Centrum Research Estimates 

Exhibit 6: Sensitivity of RPM is high on EBITDA for Airtel 
    RPM (% change from base case) 

 5% 3% 0% -3% -5%

10.0% 365,519 348,843 332,542 316,614 301,061
5.0% 356,989 341,019 325,406 310,150 295,251
0.0% 348,460 333,195 318,270 303,686 289,441

-5.0% 339,931 325,372 311,136 297,222 283,632

MoU (% 
change from 
base case) 

-10.0% 331,403 317,549 304,001 290,760 277,824

Observation: Valuation is more sensititive to RPM change compared to % change in MoU 
(table shows consolidated EBITDA for FY13E) 

Source: Centrum Research Estimates 

Similar calculations for Idea suggest that its sensitivity is higher than for Airtel. If Idea aligned its 
tariff rates in similar circles, we believe it would fundamentally be more beneficial. These circles 
account for 45% of the revenue (Adjusted gross revenue) and there is higher scope of scale benefit 
in the case of Idea. Hence, better RPM, together with scale benefit, would result in higher margin 
expansion compared to Airtel. 

Exhibit 7: Change in estimates for Idea 
  FY12E FY13E 
(Rsmn) Old Revised Variation (%) Old Revised Variation (%)
Net sales 185,901 190,577 2.5 217,869 234,973 7.9
EBITDA 44,964 49,067 9.1 57,066 68,645 20.3
EBITDA margin (%) 24.2 25.7 156 bp 26.2 29.2 302 bp
Adj. PAT  6,608 9,686 46.6 13,039 21,724 66.6
PAT Margin (%) 3.6 5.1 153 bp 6.0 9.2 326 bp

Source: Centrum Research Estimates 

Exhibit 8: Sensitivity of RPM is high on EBITDA for Idea 
    RPM (% change from base case) 

 -5.0% -2.5% 0.0% 2.5% 5.0%

10.0% 53,618 65,449 77,878 90,919 104,588
5.0% 50,020 61,355 73,261 85,754 98,847
0.0% 46,423 57,261 68,645 80,589 93,105

-5.0% 42,825 53,167 64,029 75,424 87,364

MoU (% 
change from 
base case) 

-10.0% 39,227 49,073 59,413 70,259 81,622

Observation: Valuation is more sensititive to RPM change compared to % change in MoU 
(table shows consolidated EBITDA for FY13E) 
Source: Centrum Research Estimates 
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Valuations: Upside potential still remains for Airtel and Idea 

On the basis of higher sensitivity of RPM on EBITDA, we believe Idea should be the most preferred 
stock in the telecom space. The company operates only in the domestic market and has been 
steadily gaining revenue and minutes market share. Along with higher sensitivity of RPM on EBITDA, 
the improvement in network utilization due to scale is another factor which works well for Idea. 
Lastly, the recent tie-up between Idea, Airtel and Vodafone for 3G services at pan-India level further 
strengthens the market position of the company. Hence, Idea would be our best pick in the rising 
tariff rate scenario. Key upside triggers would be data revenue growth and higher dividend payout 
once the capex stabilizes going forward. 

As we revise our revenue and EBITDA assumptions for Idea, the target price increases to Rs108 (from 
Rs89 earlier), implying 6.6x FY13E EV/EBITDA. 

Based on our revised estimates for Airtel, we upgrade our target price to Rs510 (from Rs424 earlier 
which was based on September 2012 EBITDA), implying 7.5x FY13E EV/EBITDA. While the company 
has taken a strong step towards increasing tariff rates, we believe the higher base together with 
non-voice business and its African presence would not lead to significant growth in EBITDA 
compared to Idea. However, we maintain that Airtel is a safe long term pick with low risk compared 
to other players due to its diversified revenue stream and the ability to expand margins in its Africa 
business. Also, its strong balance sheet size reduces the impact of regulatory charges compared to 
other operators. 

Risk to our call would be 1) no hike in tariff/no improvement in RPM which we have assumed in our 
model in which case our old target price of Rs89 (based on FY13E EV/EBITDA) would hold for Idea 
and Rs431 for Airtel with the rollover of valuation to FY13E EBITDA.  

Exhibit 9: Our new SOTP valuation for Bharti 

  Multiple Parameter EBITDA EV (Rsmn)

Base Business                     7.5 EV/EBITDA       220,021  1,650,157

Zain Value                     5.5 EV/EBITDA         57,567  316,619

Tower Value 6 EV/Tower (in mn)   548,509

Total EV       2,515,284

Less: Net Debt and MI      525,615

Market Value (Rs mn)      1,947,222

Fair Value       510

Source: Centrum Research Estimates 

Exhibit 10: Sensitivity of RPM on valuation is high on target price (Airtel) 
    RPM (% change from base case) 

 5.0% 2.5% 0.0% -2.5% -5.0%

10.0% 584 548 512 477 444
5.0% 564 529 495 462 430
0.0% 544 511 478 447 416

-5.0% 524 493 462 431 402

MoU (% 
change from 
base case) 

-10.0% 504 474 445 416 388

Source: Centrum Research Estimates 

Exhibit 11: Sensitivity of RPM on valuation is higher on target price in case Idea Cellular vs 
Airtel 
    RPM (% change from base case) 

 5.0% 2.5% 0.0% -2.5% -5.0%

10.0% 191 158 127 97 69
5.0% 179 147 118 89 62
0.0% 167 137 108 81 55

-5.0% 155 126 99 73 48

MoU (% 
change from 
base case) 

-10.0% 143 115 90 65 41

Source: Centrum Research Estimates 
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Financial – Bharti Airtel (Consolidated) 
Exhibit 12: Income Statement 
Y/E March (Rsmn)   FY09 FY10  FY11  FY12E FY13E 

Revenue 369,616 418,472 594,672 701,466 810,037

YoY growth (%) 36.8 13.2 42.1 18.0 15.5

Access charges 52,903 44,806 74,718 86,495 92,630

% of Sales 14.3 10.7 12.6 12.3 11.4

License and spectrum charges 38,266 40,875 52,600 57,404 65,062

% of Sales 10.4 9.8 8.8 8.2 8.0

Network operations cost 59,355 89,316 127,163 149,582 167,144

% of Sales 16.1 21.3 21.4 21.3 20.6

Personnel expenses 16,992 19,028 32,784 42,044 43,041

% of Sales 4.6 4.5 5.5 6.0 5.3

Mktg, Distn, Admin & other exp. 50,421 56,814 107,743 114,441 123,890

% of Sales 13.6 13.6 18.1 16.3 15.3

EBITDA 151,678 167,633 199,664 251,500 318,270

EBITDA Margin (%) 41.0 40.1 33.6 35.9 39.3

Depreciation 47,581 62,832 102,066 127,629 139,314

PBIT 104,097 104,801 97,598 123,872 178,957
Interest expenses 3,479 17,559 25,349 20,155 17,655

Share of Pro. / (losses) in JVs & assoc. (713) (48) (57) - -

PBT from operations 99,905 87,194 72,192 103,717 161,302
Other non operating income (6,832) 17,897 4,590 1,919 1,972

PBT before extra-ordinary items 93,073 105,091 76,782 105,636 163,274

Extra-ordinary income/ (expenses) - (1,028) 12,681 - -

PBT 93,073 104,063 89,463 105,636 163,274

Provision for tax 6,615 13,453 17,790 21,491 30,220

Effective tax rate 7.1 12.9 19.9 20.3 18.5

Minority Interest 1,759 1,870 (1,475) 1,447 3,939

PAT 84,699 88,740 73,148 82,698 129,114

PAT (adjusted) 92,571 89,635 62,987 82,698 129,114

YoY growth (%) 39.6 (3.2) (29.7) 31.3 56.1

PAT margin 25.0 21.4 10.6 11.8 15.9

Source: Company; Centrum Research Estimates 

Exhibit 13: Balance Sheet 
Y/E March (Rsmn)   FY09 FY10  FY11  FY12E FY13E 

Share Capital 18,982 18,988 19,003 19,025 19,047

Share Warrants Account - - - - -

Reserves 284,963 394,709 465,575 545,832 670,487

Net worth 303,945 413,697 484,577 564,857 689,534

Debt 118,800 64,619 745,000 645,000 532,000

Minority Interest 10,704 28,489 27,014 28,461 32,400

Deferred Tax Liability (1,254) (9,442) (9,442) (9,442) (9,442)

Total Capital Employed 432,195 497,363 1,247,149 1,228,876 1,244,492
    

Gross Block 564,575 675,529 1,590,946 1,698,583 1,816,657

Accumulated depreciation 150,214 213,046 315,112 442,741 582,054

Net Block 414,361 462,483 1,275,834 1,255,842 1,234,603

Capital WIP 35,138 34,000 46,094 30,346 26,163

Total Fixed Assets 449,499 496,483 1,321,928 1,286,188 1,260,766

Investments 38,053 63,303 84,354 84,354 85,854

Inventories 963 484 3,178 4,091 4,209

Debtors 18,262 13,757 36,374 45,799 50,701

Cash and cash equivalent 11,241 14,295 42,384 55,448 103,421

Loans and Advances 45,078 23,796 46,621 51,561 57,610

Other current asset 10,266 10,578 11,859 12,696 14,548

Total current assets 85,810 62,910 140,417 169,594 230,489

Current liabilities and provisions 152,377 130,280 305,239 317,854 340,200

Net current assets (66,567) (67,370) (164,822) (148,259) (109,711)

Other non-current assets 21,775 13,592 14,679 15,854 17,122

Other non-current liabilities 10,565 8,645 8,991 9,261 9,538

Miscellaneous expenditure - - - - -

Total Assets 432,195 497,363 1,247,149 1,228,876 1,244,492

Source: Company; Centrum Research Estimates 
 

Exhibit 14: Cash Flow Statement 
Y/E March (Rsmn)  FY09  FY10  FY11 FY12E FY13E 

Cash flow from operating   

Profit before tax 91,314 104,479 90,938 104,189 159,334

Depreciation 46,684 59,066 102,066 127,629 139,314

Other 6,339 4,262 (6,008) (472) 1,968

Interest expenses 3,479 17,559 25,349 20,155 17,655

Cash before WC change 147,816 185,366 212,345 251,500 318,270
Working capital adjustment (10,125) 16,892 98,712 32,426 3,345

Cash flow from operations 137,691 202,258 311,057 283,926 321,615

Direct taxes paid 6,615 13,453 17,790 21,491 30,220

Cash from operations 131,076 188,805 293,267 262,435 291,395
   

Cash flow from investing   

Capex (144,313) (102,047) (972,475) (128,718) (108,801)

Invest & income for invest 13,854 (22,776) 54,533 1,919 472

Cash flow from investing (130,459) (124,823) (917,942) (126,799) (108,330)
   

Cash flow from financing   

Proceeds from sh cap & premium 198 194 215 22 22

Borrowings/ (Repayments) 7,031 (23,069) 680,381 (100,000) (113,000)

Interest paid (3,479) (17,559) (25,349) (20,155) (17,655)

Dividend paid - (4,442) (2,482) (2,440) (4,459)

Cash flow from financing 3,751 (44,876) 652,764 (122,573) (135,092)
   

Net cash increase/ (decrease) 4,368 19,106 28,089 13,064 47,973
Free cash flow to firm (FCFF) (19,255) 83,164 (679,713) 131,536 181,298

FCFF per share (5.1) 21.9 (178.8) 34.6 47.6

Source: Company; Centrum Research Estimates 

Exhibit 15: Ratio Analysis 
Y/E March  FY09  FY10  FY11 FY12E FY13E 

Margin Ratios (%)   

EBITDA Margin 41.0 40.1 33.6 35.9 39.3

PBIT Margin 28.2 25.0 16.4 17.7 22.1

PBT Margin 25.2 25.1 12.9 15.1 20.2

PAT Margin 25.0 21.4 10.6 11.8 15.9

Return Ratios (%)   

ROCE 25.8 23.0 9.4 8.1 11.9

ROIC 29.4 22.7 9.7 8.4 12.8

ROE 35.5 24.6 18.4 23.8 28.7

Turnover Ratios   

Assets Turover Ratio (x) 0.98 0.90 0.68 0.57 0.66

Working capital cycle (days) (89.9) (94.6) (164.2) (176.3) (169.0)

Average collection period (days) 72.7 44.3 73.1 78.3 76.5

Average payment period (days) 163.5 139.4 239.2 256.7 247.4

Inventory holding (days) 1.0 0.4 2.0 2.1 1.9

Per share (Rs)   

Basic EPS 24.4 23.4 19.3 21.8 34.0

Fully diluted EPS 24.4 23.6 16.6 21.7 33.9

CEPS 36.9 40.1 43.4 55.3 70.5

Book Value 80.1 108.9 127.5 148.5 181.0

Solvency ratios (%)   

Debt/ Equity 0.4 0.1 1.5 1.1 0.8

Interest Coverage 29.9 6.0 3.9 6.1 10.1

Valuation parameters (x)   

P/E 16.9 17.4 24.8 18.9 12.1 

P/BV 5.1 3.8 3.2 2.8 2.3 

EV/ EBITDA 10.8 9.3 11.4 8.6 6.3 

EV/ Sales 4.4 3.7 3.8 3.1 2.5 

M-Cap/ Sales 4.2 3.7 2.6 2.2 1.9 

Source: Company; Centrum Research Estimates 
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Financial – Idea Cellular (Consolidated) 
Exhibit 16: Income Statement 
Y/E March (Rsmn)   FY09 FY10  FY11  FY12E FY13E 

Revenue 101,252 123,979 154,384 190,577 234,973

YoY growth (%) 50.7 22.4 24.5 23.4 23.3

Romaing and Access charges 18,442 18,001 24,755 29,953 34,054

% of Sales 18.2 14.5 16.0 15.7 14.5

License and spectrum charges 11,239 13,468 17,728 21,779 26,862

% of Sales 11.1 10.9 11.5 11.4 11.4

Network operations cost 21,078 31,270 40,131 49,560 60,813

% of Sales 20.8 25.2 26.0 26.0 25.9

Personnel expenses 5,245 6,451 8,056 10,433 11,217

% of Sales 5.2 5.2 5.2 5.5 4.8

SG & Admin. and other expenes 17,175 21,210 26,457 29,783 33,382

% of Sales 17.0 17.1 17.1 15.6 14.2

EBITDA 28,073 33,580 37,258 49,067 68,645

EBITDA Margin 27.7 27.1 24.1 25.7 29.2

Depreciation 14,028 20,149 23,973 31,926 35,040

PBIT 14,045 13,430 13,285 17,141 33,605
Interest expenses 9,212 4,005 3,965 6,256 6,655

PBT from operations 4,833 9,425 9,320 10,886 26,950
Other non operating income 4,498 1,328 648 391 431

PBT before extra-ordinary items 9,330 10,754 9,969 11,277 27,382

Extra-ordinary income/ (expenses) - - - - -

PBT 9,330 10,754 9,969 11,277 27,382
Provision for tax 576 1,214 982 1,591 5,658

Effective tax rate 6.1 11.3 9.8 14.1 20.7

Minority Interest - - - - -

PAT 8,755 9,539 8,987 9,686 21,724

PAT (adjusted) 8,804 9,535 8,987 9,686 21,724

YoY growth (%) (10.5) 8.3 (5.7) 7.8 124.3

PAT margin 8.7 7.7 5.8 5.1 9.2

Source: Company; Centrum Research Estimates 

Exhibit 17: Balance Sheet 
Y/E March (Rsmn)   FY09 FY10  FY11  FY12E FY13E 

 Share Capital  31,001 32,998 33,033 33,195 33,195

 Reserves  101,652 80,725 89,966 101,153 122,877

 Net worth  132,653 113,724 122,999 134,348 156,072

 Debt  89,122 78,593 120,228 130,000 112,000

 Minority Interest  - - - - -

 Deferred Tax Liability  1,130 2,142 3,099 3,099 3,099

 Total Capital Employed  222,905 194,459 246,326 267,447 271,171
    

 Gross Block  178,313 270,585 336,977 394,118 426,550

 Accumulated depreciation  45,236 88,907 112,880 144,806 179,846

 Net Block  133,076 181,678 224,097 249,312 246,704

 Capital WIP  21,409 5,465 36,467 18,234 12,763

 Intangible assets (net)  12,187 - - - -

 Total Fixed Assets  166,672 187,143 260,564 267,545 259,467
 Goodwill  22,457 61 61 61 61

 Investments (mkt securities)  20,452 11,304 12,277 - -

 Inventories  521 536 459 554 657

 Debtors  3,618 4,656 4,720 6,317 7,441

 Cash and cash equivalent  30,864 2,900 2,500 4,555 17,471

 Loans and Advances  16,821 25,559 22,917 25,276 28,838

 Other current asset  1,861 2,979 2,951 3,559 4,223

 Total current assets  53,685 36,630 33,547 40,260 58,630

 Current liabilities and provisions  40,361 40,680 60,123 40,419 46,987

 Net current assets  13,324 (4,050) (26,576) (159) 11,643

 Miscellaneous expenditure  - - - - -

 Total Assets  222,905 194,458 246,326 267,447 271,171

Source: Company; Centrum Research Estimates 
 

Exhibit 18: Cash Flow Statement 
Y/E March (Rsmn)  FY09  FY10  FY11 FY12E FY13E 

 Cash flow from operating     

 Profit before tax   9,391 10,754 9,969 11,277 27,382

 Depreciation  14,028 20,149 23,973 31,926 35,040

 Other  5,386 2,677 3,316 5,864 6,224

 Cash before WC change  28,806 33,580 37,258 49,067 68,645

 Working capital adjustment  (4,133) (10,591) 22,126 (23,405) 1,114
 Gross cash flow from 
operations  24,673 22,989 59,385 25,663 69,760

 Direct taxes paid  576 1,214 982 1,591 5,658
 Cash generated from 
operations  24,097 21,775 58,403 24,072 64,102
   

 Cash flow from investing     

 Capex  (62,053) (41,746) (97,394) (38,908) (26,962)
 Investments and income for 
investments  (38,182) 10,476 (325) 12,668 431

Cash flow from investing  (100,235) (31,269) (97,719) (26,239) (26,531)

   

 Cash flow from financing     

 Proceeds from share capital  72,945 (3,935) 289 1,663 -

 Borrowings/ (Repayments)  15,974 (10,529) 41,635 9,772 (18,000)

 Interest paid  13,109 (4,005) (3,965) (6,256) (6,655)

Cash flow from financing  102,027 (18,469) 37,959 5,180 (24,655)

   

 Net cash increase/ (decrease)  25,890 (27,964) (1,357) 3,012 12,917
 Free cash flow to firm (FCFF)  (39,078) (19,936) (38,733) (15,727) 35,857

 FCFF per share  (12.6) (6.0) (11.7) (4.7) 10.8

Source: Company; Centrum Research Estimates 

Exhibit 19: Ratio Analysis 
Y/E March  FY09  FY10  FY11 FY12E FY13E 

 Margin Ratios (%)    

 EBITDA Margin  27.8 27.1 24.1 25.7 29.2

 PBIT Margin  13.9 10.8 8.6 9.0 14.3

 PBT Margin  9.3 8.7 6.5 5.9 11.7

 PAT Margin  8.7 7.7 5.8 5.1 9.2

 Return Ratios (%)    

 ROCE  10.8 6.3 5.7 5.9 10.0

 ROIC  19.5 17.5 17.1 19.4 26.6

 ROE  12.1 8.5 7.6 7.5 15.0

 Turnover Ratios     

 Assets Turover Ratio (x)  0.5 0.6 0.6 0.7 0.9

 Working capital cycle (days)  (201.9) (161.6) (189.0) (99.4) (98.0)

 Average collection period (days) 13.0 13.7 11.2 12.1 11.6

 Average payment period (days)  216.9 176.9 201.2 112.6 110.6

 Inventory holding (days)  1.9 1.6 1.1 1.1 1.0

 Per share (Rs)    

 Basic EPS  2.8 2.9 2.7 2.9 6.5

 Fully diluted EPS  2.8 2.9 2.7 2.9 6.5

 CEPS  7.4 9.0 10.0 12.5 17.1

 Book Value  42.8 34.5 37.2 40.5 47.0

 Solvency ratios    

 Debt/ Equity   0.8 0.7 1.0 1.0 0.7

 Interest Coverage   3.1 8.4 9.4 7.8 10.3

 Valuation parameters (x)    

 P/E   30.1 29.6 31.4 29.3 13.0

 P/BV  2.0 2.5 2.3 2.1 1.8

 EV/ EBITDA  10.8 10.4 10.5 8.4 5.6

 EV/ Sales  3.0 2.8 2.5 2.2 1.6

 M-Cap/ Sales  2.6 2.3 1.8 1.5 1.2

Source: Company; Centrum Research Estimates 
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Appendix A 

Disclaimer 

Centrum Broking Pvt. Ltd. (“Centrum”) is a full-service, Stock Broking Company and a member of The Stock Exchange, Mumbai (BSE) and National Stock Exchange of India Ltd. (NSE). Our 
holding company, Centrum Capital Ltd, is an investment banker and an underwriter of securities. As a group Centrum has Investment Banking, Advisory and other business relationships 
with a significant percentage of the companies covered by our Research Group.  Our research professionals provide important inputs into the Group's Investment Banking and other 
business selection processes. 

Recipients of this report should assume that our Group is seeking or may seek or will seek Investment Banking, advisory, project finance or other businesses and may receive commission, 
brokerage, fees or other compensation from the company or companies that are the subject of this material/report.  Our Company and Group companies and their officers, directors and 
employees, including the analysts and others involved in the preparation or issuance of this material and their dependants, may on the date of this report or from, time to time have 
"long" or "short" positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein. Centrum or its affiliates do not own 1% or more in the 
equity of this company Our sales people, dealers, traders and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions 
that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations 
expressed herein. We may have earlier issued or may issue in future reports on the companies covered herein with recommendations/ information inconsistent or different those made in 
this report.   In reviewing this document, you should be aware that any or all of the foregoing, among other things, may give rise to or potential conflicts of interest. We and our Group 
may rely on information barriers, such as "Chinese Walls" to control the flow of information contained in one or more areas within us, or other areas, units, groups or affiliates of Centrum.  
Centrum or its affiliates do not make a market in the security of the company for which this report or any report was written.  Further, Centrum or its affiliates did not make a market in the 
subject company’s securities at the time that the research report was published.  

This report is for information purposes only and this document/material should not be construed as an offer to sell or the solicitation of an offer to buy, purchase or subscribe to any 
securities, and neither this document nor anything contained herein shall form the basis of or be relied upon in connection with any contract or commitment whatsoever. This document 
does not solicit any action based on the material contained herein. It is for the general information of the clients of Centrum. Though disseminated to clients simultaneously, not all clients 
may receive this report at the same time.  Centrum will not treat recipients as clients by virtue of their receiving this report. It does not constitute a personal recommendation or take into 
account the particular investment objectives, financial situations, or needs of individual clients. Similarly, this document does not have regard to the specific investment objectives, 
financial situation/circumstances and the particular needs of any specific person who may receive this document. The securities discussed in this report may not be suitable for all 
investors. The securities described herein may not be eligible for sale in all jurisdictions or to all categories of investors. The countries in which the companies mentioned in this report are 
organized may have restrictions on investments, voting rights or dealings in securities by nationals of other countries.   The appropriateness of a particular investment or strategy will 
depend on an investor's individual circumstances and objectives. Persons who may receive this document should consider and independently evaluate whether it is suitable for his/ 
her/their particular circumstances and, if necessary, seek professional/financial advice. Any such person shall be responsible for conducting his/her/their own investigation and analysis of 
the information contained or referred to in this document and of evaluating the merits and risks involved in the securities forming the subject matter of this document.  

The projections and forecasts described in this report were based upon a number of estimates and assumptions and are inherently subject to significant uncertainties and contingencies. 
Projections and forecasts are necessarily speculative in nature, and it can be expected that one or more of the estimates on which the projections and forecasts were based will not 
materialize or will vary significantly from actual results, and such variances will likely increase over time. All projections and forecasts described in this report have been prepared solely by 
the authors of this report independently of the Company. These projections and forecasts were not prepared with a view toward compliance with published guidelines or generally 
accented accounting principles. No independent accountants have expressed an opinion or any other form of assurance on these projections or forecasts. You should not regard the 
inclusion of the projections and forecasts described herein as a representation or warranty by or on behalf of the Company, Centrum, the authors of this report or any other person that 
these projections or forecasts or their underlying assumptions will be achieved. For these reasons, you should only consider the projections and forecasts described in this report after 
carefully evaluating all of the information in this report, including the assumptions underlying such projections and forecasts. 

The price and value of the investments referred to in this document/material and the income from them may go down as well as up, and investors may realize losses on any investments. 
Past performance is not a guide for future performance. Future returns are not guaranteed and a loss of original capital may occur. Actual results may differ materially from those set forth 
in projections. Forward-looking statements are not predictions and may be subject to change without notice. Centrum does not provide tax advice to its clients, and all investors are 
strongly advised to consult regarding any potential investment.  Centrum and its affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report.  
Foreign currencies denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of or income derived from the investment. 
In addition, investors in securities such as ADRs, the value of which are influenced by foreign currencies effectively assume currency risk. Certain transactions including those involving 
futures, options, and other derivatives as well as non-investment-grade securities give rise to substantial risk and are not suitable for all investors. Please ensure that you have read and 
understood the current risk disclosure documents before entering into any derivative transactions.  

This report/document has been prepared by Centrum, based upon information available to the public and sources, believed to be reliable. No representation or warranty, express or 
implied is made that it is accurate or complete.  Centrum has reviewed the report and, in so far as it includes current or historical information, it is believed to be reliable, although its 
accuracy and completeness cannot be guaranteed.  The opinions expressed in this document/material are subject to change without notice and have no obligation to tell you when 
opinions or information in this report change. 

This report or recommendations or information contained herein do/does not constitute or purport to constitute investment advice in publicly accessible media and should not be 
reproduced, transmitted or published by the recipient. The report is for the use and consumption of the recipient only. This publication may not be distributed to the public used by the 
public media without the express written consent of Centrum. This report or any portion hereof may not be printed, sold or distributed without the written consent of Centrum. 

This report has not been prepared by Centrum Securities LLC. However, Centrum Securities LLC has reviewed the report and, in so far as it includes current or historical information, it is 
believed to be reliable, although its accuracy and completeness cannot be guaranteed.   

 The distribution of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform themselves about, and observe, 
any such restrictions.  Neither Centrum nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or 
consequential including lost revenue or lost profits that may arise from or in connection with the use of the information.   

This document does not constitute an offer or invitation to subscribe for or purchase or deal in any securities and neither this document nor anything contained herein shall form the 
basis of any contract or commitment whatsoever. This document is strictly confidential and is being furnished to you solely for your information, may not be distributed to the press or 
other media and may not be reproduced or redistributed to any other person. The distribution of this report in other jurisdictions may be restricted by law and persons into whose 
possession this report comes should inform themselves about, and observe any such restrictions. By accepting this report, you agree to be bound by the fore going limitations. No 
representation is made that this report is accurate or complete. 

The opinions and projections expressed herein are entirely those of the author and are given as part of the normal research activity of Centrum Broking and are given as of this date and 
are subject to change without notice. Any opinion estimate or projection herein constitutes a view as of the date of this report and there can be no assurance that future results or events 
will be consistent with any such opinions, estimate or projection.    

This document has not been prepared by or in conjunction with or on behalf of or at the instigation of, or by arrangement with the company or any of its directors or any other person. 
Information in this document must not be relied upon as having been authorized or approved by the company or its directors or any other person. Any opinions and projections 
contained herein are entirely those of the authors. None of the company or its directors or any other person accepts any liability whatsoever for any loss arising from any use of this 
document or its contents or otherwise arising in connection therewith. 

Centrum and its affiliates have not managed or co-managed a public offering for the subject company in the preceding twelve months.  Centrum and affiliates have not  received 
compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for service in respect of public offerings, corporate 
finance, debt restructuring,  investment banking or other advisory services in a merger/acquisition  or some other sort of  specific transaction.   

As per the declarations given by him, Mr. Abhishek Anand, research analysts and the authors of this report and/or any of his family members do not serve as an officer, director or any way 
connected to the company/companies mentioned in this report. Further, as declared by them, they have not received any compensation from the above companies in the preceding 
twelve months.  Our entire research professionals are our employees and are paid a salary.  They do not have any other material conflict of interest of the research analyst or member of 
which the research analyst knows of has reason to know at the time of publication of the research report or at the time of the public appearance. 

While we would endeavor to update the information herein on a reasonable basis, Centrum, its associated companies, their directors and employees are under no obligation to update or 
keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent Centrum from doing so. 

Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or Centrum 
policies, in circumstances where Centrum is acting in an advisory capacity to this company, or any certain other circumstances 

Key to Centrum Investment Rankings 

Buy: Expected outperform Nifty by>15%, Accumulate: Expected to outperform Nifty by +5 to 15%, Hold: Expected to outperform Nifty by -5% to +5%, Reduce: Expected to underperform 
Nifty by 5 to 15%, Sell: Expected to underperform Nifty by>15% 
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