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SANGHVI MOVERS

INR 787

Not as bad as it looks BUY

Sanghvi Movers’ Q3FY07 numbers were significantly lower than our estimates in terms of
revenues and profitability. Net revenues declined by 12.8% Y-o-Y and 18% sequentially.
The key reason for this Y-0-Y underperformance is absence of any one-time revenues as it
was in Q3FY06 when the company earned INR 225.8 mn (51% of total revenues) due to
shutdown of Reliance Industries refinery; in Q2FY07 too Sanghvi Movers earned one-time
revenues (overtime) of INR 90.1 mn (19% of total revenues in Q2FY07) from Suzlon
Energy. Adjusting for these one-time revenues, the results do not seem disappointing.

Sanghvi Movers has maintained healthy EBITDA margin of 72.2%, a 520bps improvement
on a Y-0-Y basis, as a result of its cost cutting initiatives and employee rationalisation. Net
profits, however, declined by 31% Y-o-Y due to higher interest and depreciation charges.
The company recently raised INR 726 mn through private placement to Goldpeak
investment at INR 825. This has helped Sanghvi Movers address one of its major concerns
of high leverage. The debt-equity ratio has now reduced to 1.6x from 2.9x in FY086.

We are revising our revenue forecast in FYO7E and FYO8E downwards by 14.2% and
15.2%, respectively, and our net profit forecast (excluding extraordinary items) by 12.8%
and 17.5% in FYO7E and FYOS8E, respectively. Adjusting for the dilution effect, the EPS
forecast is revised downwards by 22.2% and 26.3% in FYO7E and FYOS8E, respectively.
On our revised EPS of INR 54.1 and INR 75.2, the stock trades at a PE of 14.6x and 10.5x
our estimates for FYO7E and FYOS8E, respectively. With no let up in demand due to
infrastructure creation and continuous capacity expansion by Sanghvi Movers to cater to
this growing demand, we maintain our ‘BUY’ recommendation.

Key Highlights

+ Net revenues in QBFY07 stood at INR 389 mn, down 12.8% Y-o-Y and 18%
sequentially. Adjusting for the overtime earned from Suzlon Energy in the last quarter,
revenues are flat this quarter.

+ EBITDA, at INR 281 mn, de-grew 6.0% Y-0-Y. However, the EBITDA margins stood
at 72.2% as against 67% in Q3FY06 and 72.5% in Q2FY07 because of the following
reasons:

e Substantial reduction in cost as a result of company’s cost cutting measures and
employee rationalisation.

*  Reduction in other operating expenses by 30% Y-o-Y.

Financials

Year to March Q3FYO7  Q8FY06  Y-0-Y% Q2FYO7 Q-0-Q% FYO7E  FYO8E
Sales (INR mn) 389 446 (12.8) 473 (17.8) 1,807 2,411
EBITDA (INR mn) 281 299 (6.0) 343 (18.1) 1,249 1,658
Net profit (INR mn) 84 121 (30.8) 131 (35.9) 442 615
EPS (INR) 18.0 9.4 90.2 14.5 24.0 541 75.2
P/E (x) 14.6 10.5
EV/ EBITDA (x) 7.0 5.3

ROE (%) 33.1 29.3
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Sanghvi Movers

e

. PBIT, at INR 196 mn, declined 12.3% Y-0-Y and 24.7% sequentially on account of 14%
Y-0-Y increase in depreciation cost.

+  Net profit (at INR 84 mn) was down 31% Y-0-Y, resulting in net margin of 21.5% as against
27.2% in Q3FY06, on account of 75% Y-0-Y rise in interest cost.

Strong demand growth and capacity expansion

Sanghvi Movers continues to get orders from Suzlon, Enercon, BHEL, and various other players
from the cement and steel sectors. To cater to the strong demand in various sectors, Sanghvi
Movers has already added cranes worth INR 1.2 bn in OMFYO7. We expect the company to end
the financial year with a total gross block addition of INR 1.8 bn. We expect Sanghvi Movers to
reach gross block of INR 7.3 bn in FYO8E.

Financial snapshot (INR mn)
Year to March Q3FY07 _ Q3FY06 Y-0-Y% Q2FY07 Q-0-Q% FY06 FYO7E FYO8E
Net sales 389 446 (12.8) 473 (17.8) 1,490 1,807 2,411
Employee Expenses 15 15 2.1 17 6.7) 52 69 89
Operating & other expenditure 93 132 (29.7) 114 (18.3) 453 490 663
EBITDA 281 299 (6.0) 343 (18.1) 986 1,249 1,658
Depreciation 88 77 18.7 85 3.4 356 412 523
EBIT 196 185 5.8 260 24.8) 630 837 1,135
Other income 2 1 98.0 2 537.9 6 15 15
Interest (Net) 67 38 74.5 62 7.9 137 220 271
PBT 129 185 (30.2) 198 (35.0) 499 632 879
Taxes 45 63 (29.0) 67 (83.2) 177 189 264
PAT 84 121 (30.8) 131 (35.9) 322 442 615
Extra-ordinary items - - (171) (100.0) - - -
Adjusted PAT 84 121 (30.8) 131 (35.9) 322 442 615
Tax Rate (%) 0.3 0.3 0.3 35.3 30.0 30.0
% of sales
Operating & Other expense (%) 23.9 29.7 241 30.4 271 27.5
Employee expense (%) 4.0 3.4 3.5 3.5 3.8 3.7
EBITDA margins (%) 72.2 67.0 72.5 66.2 69.1 68.8
NPM (%) 21.5 27.2 27.6 21.6 24.5 25.5
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Sanghvi Movers

Company Background

Incorporated in 1989, Sanghvi Movers is one of the largest crane hiring companies in India and
nineteenth largest in the world as per International Cranes magazine. It supplies two main types of
cranes — hydraulic and crawler. It also undertakes turnkey projects, which includes providing
equipment, technical services, and skilled manpower. Its clients include ONGC, Reliance, L&T, NFC,
BHEL, I0CL, TISCO, ACC, Gujarat Ambuja, Hyundai, Ispat, Indogulf Fertilisers, Balco, Skanska
Construction, Suzlon Energy, Delhi Metro, and Petron Engineering. It caters to the oil and gas, power,
steel, refinery, cement, automobile, chemicals, wind mill, and power sectors (among others).

Investment Theme

Sanghvi Movers’ largest clients are in the wind mills, refineries and petrochemicals, and power
sectors. We believe that the market opportunity for hiring cranes in its client sectors is likely to be
more than INR 28 bn, of which, Sanghvi Movers is likely to cormer a lion’s share because of its
established market position.

Risks and Concerns

Sanghvi Movers is in the business of buying cranes and giving them on hire. This seems to be a low
entry business and any significant scale up from the competitors pose a big threat to the company’s
business. Also, Sanghvi Movers derives ~55% of its revenues from the wind power sector. Hence,
any slowdown in this user industry may drastically affect the company’s performance and its
business prospects.
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Financial Statements

Income statement (INR Mn)
Year to March FY05 FYOBE FYO7E FYO8E FYO9E
Income from operations 754 1,490 1,807 2,411 2,991
Direct costs 231 375 428 582 737
Employee costs 26 52 69 89 116
Other expenses 4 78 62 81 105
Total operating expenses 299 504 558 753 959
EBITDA 455 986 1,249 1,658 2,032
Depreciation and amortisation 213 356 412 523 580
EBIT 242 630 837 1,135 1,452
Interest expenses a7 137 220 271 312
Other income 5 6 15 15 15
Profit before tax 201 499 632 879 1,155
Provision for tax 64 177 189 264 358
Extraordinary items - - - - -
Reported profit 137 322 442 615 797
Adjusted net profit 137 322 442 615 797
Shares outstanding 8 8 8 8 8
Dividend per share 4.4 8.8 18.5 18.8 24.4
Dividend payout (%) 26.2 22.3 25.0 25.0 25.0
Common size metrics- as % of net revenues

Year to March FY05 FYOBE FYO7E FYO8E FYO9E
Operating expenses 39.6 33.8 30.9 31.2 32.1
Depreciation 28.2 23.9 22.8 21.7 194
Interest expenditure 6.2 9.2 12.2 11.3 10.4
EBITDA margins 60.4 66.2 69.1 68.8 67.9
Net profit margins 18.2 21.6 24.5 25.5 26.6
Growth metrics (%)

Year to March FY05 FYOBE FYO7E FYO8E FYO9E
Revenues 64.7 97.7 21.3 33.4 241
EBITDA 79.9 116.6 26.6 32.8 225
PBT 108.3 148.4 26.7 39.1 315
Net profit 122.0 134.8 374 39.1 29.6
EPS 122.0 134.8 37.4 39.1 29.6
Cash flow statement

Year to March FY05 FYOGE FYO7E FYO8E FYO9E
Net profit 137 322 442 615 797
Add: Depreciation 213 356 412 523 580
Add: Misc expenses written off 1 - - - -
Add: Deferred tax 22 (11) - - -
Gross cash flow 373 667 854 1,138 1,377
Less: Dividends 36 72 111 154 199
Less: Changes in W. C. 107 116 13 36 15
Operating cash flow 230 479 730 948 1,168
Less: Change in investments 4 (4) - - -
Less: Capex 845 1,797 1,800 1,500 1,200
Free cash flow (619) (1,314) (1,070) (552) (37)
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Sanghvi Movers

Balance sheet

As on 31st March FY05 FYO6E R= FYO8E FYO9E
Equity capital 73 73 82 82 82
Reserves & surplus 495 735 1,783 2,245 2,842
Shareholders funds 568 808 1,865 2,326 2,924
Secured loans 1,019 2,342 3,042 3,542 4,042
Unsecured loans 25 31 31 31 31

Borrowings 1,044 2,373 3,073 3,573 4,073
Sources of funds 1,611 3,181 4,938 5,899 6,997
Gross block 2,366 4,056 5,856 7,356 8,556
Depreciation 842 1,199 1,610 2,134 2,714
Net block 1,523 2,858 4,246 5,223 5,843
Capital work in progress 18 124 124 124 124
Total fixed assets 1,541 2,982 4,370 5,347 5,967
Investments 4 0 0 0 0
Sundry debtors 197 327 473 631 782
Cash and equivalents 33 38 394 342 805
Loans and advances 143 282 325 357 393
Other current assets

Total current assets 373 648 1,192 1,330 1,980
Sundry creditors and others 49 184 222 283 355
Provisions 82 100 237 329 430
Total CL & provisions 131 284 458 612 785
Net current assets 242 364 733 718 1,195
Net Deferred tax (177) (165) (165) (165) (165)
Uses of funds 1,611 3,181 4,938 5,899 6,997

Book value per share (BV) 69 99 228 284 358
Ratios

Year to March FY05 FYO6E RO= FYO8E FYO9E
ROE (%) 26.4 46.8 33.1 29.3 30.4
ROCE (%) 19.8 26.5 21.0 21.2 22.8
Current ratio 2.9 2.3 2.6 2.2 2.5
Debtors (Days) 95 95 95 95 95
Fixed assets t/0 (x) 0.6 0.7 0.5 0.5 0.5
Debt/Equity 1.8 2.9 1.6 1.5 1.4
Valuations parameters

Year to March FY05 FYO6E R= FYO8E FYO9E
EPS (INR) 16.8 39.4 541 75.2 97.4
Y-o-Y growth (%) 122.0 134.8 37.4 39.1 29.6
CEPS (INR) 47.9 92.9 104.4 139.2 168.4
PE (x) 47.0 20.0 14.6 10.5 8.1

Price/BV(x) 11.3 8.0 3.5 2.8 2.2
EV/Sales (x) 9.9 5.9 4.9 3.6 2.9
EV/EBITDA (x) 16.4 8.9 7.0 5.3 4.3
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RATING INTERPRETATION

Buy Expected to appreciate more than 20% over a 12-month period Reduce Expected to depreciate up to 10% over a 12-month period

Accumulate Expected to appreciate up to 20% over a 12-month period Sell Expected to depreciate more than 10% over a 12-month period

Trading Buy Expected to appreciate more than 10% over a 45-day period Trading Sell Expected to depreciate more than 10% over a 45-day period
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