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SKF India
Long-term bet; Buy

Key takeaways

Muted revenue growth, as expected. SKF India (SKF) reported revenue of
%5.2bn (down 13.8%, yoy, 4% below our estimates). Decline in sales was
primarily on account of lower demand from its key target market i.e. auto and
industrial. For CY12, contribution from export came down to 6.5%. We had
expected a shatper decline in the export and industrial segments. Management
is focused on tightening its working capital requirements. We expect the
demand to pick up in 2HCY13.

High other expenditure, low utilisation. Other expenditure was up

Auto Components

Result Update

Rating: Buy

Target Price: 724
Share Price: 3554

Key data SKF IN / SKFB.BO
52-week high / low 3729 /3541
Sensex / Nifty 19325/ 5852
3-m average volume US$0.3m
Market cap %29bn / US$0.54bn
Shares outstanding 52.7m

Shareholding pattern (%)

Dec’12 Sep’12 Jun’12

100bps, causing margin erosion of 185bps, yoy. In the past few quarters, SKF Promoters 536 536 536

has been facing margin pressures due to slowing revenue growth and its - of which, Pledged - - -

inability to pass on higher costs. With facilities underutilized, margins will ~ Free Float 464 464 484

remain muted, primarily owing to lower fixed cost absorption. Depreciation - Foreign Institutions 158 146 141

was up 16% yoy due to regular capex incurred in CY12. Effective income tax - Domestic Institutions 162 175 177

rate is however down 556bps yoy, restricting PAT decline to 20.3% yoy, to - Public 144 143 146

3322m (21% below estimated). Other income came at I151m, up 235% yoy.

SKF has maintained dividend per share at I7.5 since the past three years

despite almost similar earnings. We expect revenue CAGR of 15.5% over Financials (VE Dec) Cvise  CYlde

CY12-14e and PAT CAGR of 22%. Sales (m) 26586 29,399
Net profit (m) 2,438 2,839

Our take. A debt-free company, with I2.2bn in cash at end CY11, SKF has EPS () 46.2 53.8

been generating strong operating cash flow over years. We value it at a one- Growth (%) 28.3 16.4

yeatr forward PE of 15x (on par with its past two-yeat average), at price target PE (x) 12.0 10.3

of ¥724. Though there is no near-term trigger, the long-term story remains  pgy () 29 19

intact. Risks. Slowdown in industrial activity, auto sales; commodity price ROE (%) 19.7 20.0

fluctuations and increase in import RoCE (%) 213 217
Dividend yield (%) 2.2 27
Net gearing (%) (35.6) (39.8)
Source: Anand Rathi Research

Quarterly results (YE Dec) 4QCY11 4QCY12 % yoy CcY11 CY12 % yoy

Sales (¥m) 6,007 5,179 (138) 24349 22276 (8.5)

EBITDA m) 621 439 (29.2) 2,979 2,584 (13.3)

EBITDA margin (%) 103 85  (185)bps 12.2 116 (63)bps

Interest (Xm) (83) (100.0)

Depreciation (Xm) 99 115 15.9 385 436 13.2

Other income m) 45 151 234.6 546 683 25.2 Girish Solanki

PBT Rm) 649 475 (26.8) 3139 2831 9.8) girishsginzkzi(g?;if:;ﬁ

Tax (Rm) 246 153 (37.6) 1,054 931 (11.7)

Tax rate (%) 37.8 323 (556)bps 336 329 (72)ops Rohan Korde

PAT Rm) 404 322 (20.3) 2,085 1,901 (8.8) +9122 6626 6733

Source: Company

rohankorde@rathi.com
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Quick Glance - Financials and Valuations

Fig 1 —Income statement (Xm)

Fig 2 — Balance sheet (Xm)

Year-end: Dec CY10 CY11 CY12e CY13e CY14e Year-end: Dec CY10 CY11 CY12e CY13e CY14e
Net sales 20,684 24,167 22,041 26,586 29,399 Share capital 527 527 527 527 527
Sales growth (%) 31.7 16.8 (8.8) 20.6 10.6 Reserves & surplus 7,960 9,585 11,023 12,721 14,634
- Op. expenses 13,511 15737 14415 17,361 19,110 Shareholders’ fund 8,487 10,112 11,550 13,249 15,162
EBIDTA 2,506 2,807 2,349 3,096 3,570 Debt 0 - - - -
EBITDA margins (%) 12.1 11.6 10.7 11.6 12.1 Minority interests - - - - -
- Interest (200) (339) (235) (619) (727) Deferred Tax Liab (net) 30 16 16 16 16
- Depreciation 333 385 436 460 484 Capital employed 8517 10,128 11,566 13,265 15,178
+ Other income 288 378 683 416 460 NetFixed assets 3193 3619 3648 3688 3,704
- Tax 891 1,054 931 1,233 1,435 Working capital 3,205 4,265 4,282 4,863 5,439
Effective tax rate (%) 33.5 33.6 32.9 33.6 33.6 Cash 2,119 2,244 3,637 4,713 6,034
Reported cons.PAT 1,770 2,085 1,901 2,438 2,839 Capital deployed 8517 10,128 11,566 13,265 15,178
+/- Extraordinary items - - - - - Net Debt (2,119.0) (2,244.4) (3,636.7) (4,713.3) (6,034.1)
Adjusted cons. PAT 1,770 2,085 1,901 2,438 2,839 No. of shares (m) 52.7 52.7 52.7 52.7 52.7
FDEPS (X/share) 33.6 39.5 36.0 46.2 53.8 Net Debt/Equity (%) (25.0) (22.2) (31.5) (35.6) (39.8)
Adj. FDEPS growth (%) 87.8 17.8 (8.8) 28.3 164  WCturn (days) 43 56 71 63 64
DPS (/share) 7.0 75 75 120 150  Book Value /share) 161 192 219 251 288
Source: Company, Anand Rathi Research Source: Company, Anand Rathi Research
Fig 3 — Cash-flow statement (Xm) Fig 4 — Ratio analysis @ 3554
Year-end: Dec CY10 CY11 CY12e CY13e CY14e Year-end: Dec CY10 CY11 CY12e CY13e CY14e
PAT 1,770 2,085 1,901 2,438 2,839 P/E (x) 16.5 14.0 15.4 12.0 10.3
+Non Cash ltems 372 37 436 460 484 Cash P/E (x) 13.6 11.9 12.5 10.1 8.8
Cash profit 2,142 2,456 2,337 2,898 3,322 EV/EBITDA (x) 10.8 9.6 10.9 7.9 6.5
- Incr/(Decr) in WG 1,526 1,060 17 581 576 EV/Sales (x) 1.3 1.1 1.2 0.9 0.8
Operating cash flow 617 1,396 2,320 2,317 2,746 P/B (x) 34 29 25 2.2 1.9
-Capex 959 811 465 500 500 ROAE (%) 226 22.4 17.5 19.7 20.0
Free cash flow (342) 585 1,855 1,817 2,246 RoAGE (%) 21.7 26.0 17.7 21.3 21.7
-Dividend 430 460 463 740 925 Dividend yield (%) 1.3 1.4 1.4 2.2 2.7
+ Equity raised (0) (0) (0) Dividend payout (%) 24.3 22.0 24.3 30.4 326
+ Debt raised (1) (0) - Debt/Equity (x) 0.0 - - - -
-Investments - - Receivables days 43.0 48.6 55.0 54.0 53.0
-Misc. items - - - - - Inventory days 37.4 38.9 39.0 32.6 35.7
Net cash flow (774) 125 1,392 1,077 1,321 Payables days 85.5 83.6 84.0 81.0 80.0
+Opening cash 2,893 2,119 2,244 3,637 4,713 Working capital days 4341 56.4 70.8 62.8 64.0
Closing cash 2,119 2,244 3,637 4,713 6,034 Fixed asset T/O (x) 7.2 7.1 6.1 7.2 8.0
Source: Company, Anand Rathi Research Source: Company, Anand Rathi Research
Fig 5— Valuation chart (PE band) Fig 6 — Revenue break-up (CY11)
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Appendix

Analyst Certification

The views expressed in this Research Report accurately reflect the personal views of the analyst(s) about the subject securities or issuers and no part of the
compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the research
analyst(s) in this report. The research analysts are bound by stringent internal regulations and also legal and statutory requirements of the Securities and Exchange
Board of India (hereinafter “SEBI”) and the analysts’ compensation are completely delinked from all the other companies and/or entities of Anand Rathi, and have
no bearing whatsoever on any recommendation that they have given in the Research Report.

Important Disclosures on subject companies
Rating and Target Price History (as of 21 February 2013)

TP Share
800 SKF Date  Rating ()  Price})
700 2 1 24-Sep-12  Hold 730 635
600 2 25-Oct-12 Hold 724 667
3 3 26-Nov-12  Buy 724 600
500
400
300
200
100
0
5235523558235 52838582%2335s

The research analysts, strategists, or research associates principally responsible for the preparation of Anand Rathi Research have received compensation based
upon various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues and overall investment banking
revenues.

Anand Rathi Ratings Definitions

Analysts’ ratings and the corresponding expected returns take into account our definitions of Large Caps (>US$1bn) and Mid/Small Caps (<US$1bn) as described
in the Ratings Table below:

Ratings Guide

Buy Hold Sell
Large Caps (>US$1bn) >15% 5-15% <5%
Mid/Small Caps (<US$1bn) >25% 5-25% <5%
Anand Rathi Research Ratings Distribution (as of 29 Oct 2012)

Buy Hold Sell
Anand Rathi Research stock coverage (155) 65% 25% 10%
% who are investment banking clients 5% 3% 0%

Other Disclosures

This report has been issued by ARSSBL which is a SEBI regulated entity, and which is in full compliance with all rules and regulations as are applicable to its
functioning and governance. The investors should note that ARSSBL is one of the companies comprising within ANAND RATHI group, and ANAND RATHI as a
group consists of various companies which may include (but is not limited to) its subsidiaries, its affiliates, its group companies who may hold positions, views,
stakes and may service the companies covered in this report independent of ARSSBL. Investors are cautioned to be aware that there could arise a potential
conflict of interest in the views held by ARSSBL and other companies of Anand Rathi who maybe affiliated, connected or catering to the companies mentioned in
the Research Report; even though, ARSSBL and Anand Rathi are fully complaint with all procedural and operational regulatory requirements. Thus, investors
should not use this as a sole basis for making their investment decision and should consider the recommendations mentioned in the Research Report bearing in
mind the aforementioned.

Further, the information herein has been obtained from various sources which we believe is reliable, and we do not guarantee its accuracy or completeness.
Neither the information nor any opinion expressed herein constitutes an offer, or an invitation to make an offer, to buy or sell any securities or any options, futures
or other derivatives related to such securities (hereinafter referred to as “Related Investments”). ARSSBL and/or Anand Rathi may trade for their own accounts as
market maker / jobber and/or arbitrageur in any securities of the companies mentioned in the Research Report or in related investments, and may be on taking a
different position from the ones which haven been taken by the public orders. ARSSBL and/or Anand Rathi and its affiliates, directors, officers, and employees may
have a long or short position in any securities of the companies mentioned in the Research Report or in Related Investments. ARSSBL and/or Anand Rathi, may
from time to time, perform investment banking, investment management, financial advisory or any other services not explicitly mentioned herein, or solicit
investment banking or other business from, any entity and/or company mentioned in this Research Report; however, the same shall have no bearing whatsoever
on the specific recommendations made by the analyst(s), as the recommendations made by the analyst(s) are completely independent of the views of the other
companies of Anand Rathi, even though there might exist an inherent conflict of interest.

Furthermore, this Research Report is prepared for private circulation and use only. It does not have regard to the specific investment objectives, financial situation
and the specific financial needs or objectives of any specific person who may receive this Research Report. Investors should seek financial advice regarding the
appropriateness of investing in any securities or investment strategies discussed or recommended in this Research Report, and, should understand that
statements regarding future prospects may or may not be realized, and we can not guarantee the same as analysis and valuation is a tool to enable investors to
make investment decisions but, is not an exact and/or a precise science. Investors should note that income from such securities, if any, may fluctuate and that
each security's price or value may rise or fall. Past performance is not necessarily a guide to future performance. Foreign currency rates of exchange may
adversely affect the value, price or income of any security or related investments mentioned in this report.




Other Disclosures pertaining to distribution of research in the United States of America

This material was produced by ARSSBL, solely for information purposes and for the use of the recipient. It is not to be reproduced under any circumstances and is
not to be copied or made available to any person other than the recipient. It is distributed in the United States of America by Enclave Capital LLC (19 West 44th
Street, Suite 1700, New York, NY 10036) and elsewhere in the world by ARSSBL or an authorized affiliate of ARSSBL (such entities and any other entity, directly
or indirectly, controlled by ARSSBL, the “Affiliates”). This document does not constitute an offer of, or an invitation by or on behalf of ARSSBL or its Affiliates or any
other company to any person, to buy or sell any security. The information contained herein has been obtained from published information and other sources, which
ARSSBL or its Affiliates consider to be reliable. None of ARSSBL or its Affiliates accepts any liability or responsibility whatsoever for the accuracy or completeness
of any such information. All estimates, expressions of opinion and other subjective judgments contained herein are made as of the date of this document. Emerging
securities markets may be subject to risks significantly higher than more established markets. In particular, the political and economic environment, company
practices and market prices and volumes may be subject to significant variations. The ability to assess such risks may also be limited due to significantly lower
information quantity and quality. By accepting this document, you agree to be bound by all the foregoing provisions.

1. ARSSBL or its Affiliates may or may not have been beneficial owners of the securities mentioned in this report.
2. ARSSBL or its affiliates may have or not managed or co-managed a public offering of the securities mentioned in the report in the past 12 months.

3. ARSSBL or its affiliates may have or not received compensation for investment banking services from the issuer of these securities in the past 12 months and do
not expect to receive compensation for investment banking services from the issuer of these securities within the next three months.

4. However, one or more of ARSSBL or its Affiliates may, from time to time, have a long or short position in any of the securities mentioned herein and may buy or
sell those securities or options thereon, either on their own account or on behalf of their clients.

5. As of the publication of this report, ARSSBL does not make a market in the subject securities.

6. ARSSBL or its Affiliates may or may not, to the extent permitted by law, act upon or use the above material or the conclusions stated above, or the research or
analysis on which they are based before the material is published to recipients and from time to time, provide investment banking, investment management or other
services for or solicit to seek to obtain investment banking, or other securities business from, any entity referred to in this report.

Enclave Capital LLC is distributing this document in the United States of America. ARSSBL accepts responsibility for its contents. Any US customer wishing to
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