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Morning Insight 

Kotak Securities Limited has two independent equity research groups: Institutional Equities and Private Client Group. This report has been prepared by the Private Client Group. The views and 
opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, target price of the Institutional Equities Research Group of Kotak Securities 
Limited. 

  

News Highlights 
 The government has re-promulgated an ordinance to amend the 

companies law to further improve the ease of doing business as well 
as ensure better compliance levels. (Mint) 

 The government will construct 44 strategic roads along the border 
with China and over 2100 km of axial and lateral roads in Punjab and 
Rajasthan, abutting Pakistan, a CPWD document shows. The report 
stated that these 44 strategically road along the India-China border 
will be constructed at a cost of nearly Rs 210 bn. (Financial Express) 

 An appropriate tax exemption to seed companies, downward 
revision of Goods and Services Tax (GST) on organic inputs, crop 
protection products and agricultural implements and enhanced 
subsidy on infrastructure created in rural area for farm promotion 
were among the major pre-Budget tax recommendations proposed 
by the Confederation of Indian Industry (CII). (BL) 

 Jet Airways 18 aircrafts have been held back by a maintenance, 
repair and overhaul (MRO) unit in Singapore over unpaid dues. The 
engines power Boeing 737 aircraft and are stuck at ST Engineering's 
MRO for months. The latter is demanding $125-150 million in dues 
be cleared before these are released. (BS) 

 Only 22 per cent of the minority shareholders of IDBI Bank exercised 
their option of exiting the company in the open offer floated by Life 
Insurance Corporation (LIC), which is taking majority stake in the 
debt ridden state-owned bank. (BL) 

 Bharat Petroleum Corporation Ltd (BPCL) is close to getting cabinet 
backing to expand the capacity of its refinery located at Numaligarh 
in Assam's Golaghat district by 6 million tonnes with an investment 
of Rs 220 bn. (BL) 

 A decline in the market cap of PNB Housing Finance in the aftermath 
of the IL&FS crisis and Carlyle's exit from a plan to jointly divest 
equity are likely to delay Punjab National Bank's (PNB) bid to pare 
its stake in the mortgage lender even beyond this fiscal. (Financial 
Express) 

 Syndicate Bank hopes to recover about Rs 15 bn from non-
performing assets (NPAs) over the next three to six months. 
(Moneycontrol) 

 JSW Steel, which came from behind to surge ahead of the Tatas in 
the race for Bhushan Power and Steel Ltd with an offer of Rs 197 bn, 
is unlikely to face competition in its bid to acquire the stressed asset 
with the Tatas unwilling to raise their original offer. (ET)  

 Varun Beverages Ltd is in advanced talks to acquire PepsiCo's 
bottling, sales and distribution in the south and west for its 
carbonated drinks business, giving it nationwide control of these 
functions. (ET)  

What’s Inside 
 Initiating Coverage: Surya Roshni Ltd 

Source: ET = Economic Times, BS = Business Standard, FE = Financial Express, IE = Indian 
Express, BL = Business Line, BQ = BloombergQuint, ToI: Times of India, BSE = Bombay 
Stock Exchange, MC = Moneycontrol  

 
11-Jan 1 Day 1 Mth 3 Mths

Indian Indices 
SENSEX Index 36,010 (0.3)      2.4        5.9           
NIFTY Index 10,795 (0.2)      2.3        5.5           
NSEBANK Index 27,454 (0.3)      4.9        10.8        
NIFTY 500 Index 9,098 (0.2)      2.9        6.2           
CNXMcap Index 17,656 (0.2)      4.0        8.5           
BSESMCAP Index 14,600 (0.2)      3.9        5.8           
World Indices
Dow Jones 23,996 (0.0)      (0.4)      (5.3)         
Nasdaq 6,971 (0.2)      0.9        (7.0)         
FTSE 6,918 (0.4)      1.1        (1.1)         
NIKKEI 20,164 (1.3)      (4.7)      (10.3)       
Hangseng 20,164 (1.3)      (4.7)      (10.3)       
Shanghai 26,667 0.5        0.8        1.9           

Value traded (Rs cr)
Cash BSE 8.0           
Cash NSE 3.1           
Derivatives (69.6)       

Net inflows (Rs cr) 10-Jan MTD YTD

FII (308) (1,673) (1,673)
Mutual Fund 304 2,887 2,887

Nifty Gainers & Losers Price Chg Vol
11-Jan (Rs) (%) (mn)

Gainers
ITC Ltd 295      2.0        16.8        
UPL Ltd 783      1.3        2.6           
Indian Oil Corp 131         1.0        7.6           
Losers
Indusind Bank 1,515      (3.2)      3.2           
Tata Motors 180      (2.9)      25.9        
Bharti Infra 277      (2.8)      3.8           

Advances / Declines (BSE)
11-Jan A B T Total  % total

Advances 157   434         50         641      100         
Declines 270   575         45         890      139         
Unchanged 3        39            12         54         8              

Commodity
11-Jan 1 Day 1 Mth 3 Mths

Crude (US$/BBL) 60.3        (0.4)      (0.0)      (25.1)       
Gold   (US$/OZ) 1,287.5   0.1        4.2        6.0           
Silver  (US$/OZ) 15.6        0.2        7.0        6.8           

Debt / forex market 11-Jan 1 Day 1 Mth 3 Mths

10 yr G-Sec yield % 7.6           7.6        7.5        8.0           
Re/US$ 70.5        70.4     71.9     74.1        

Nifty

Source: Bloomberg
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SURYA ROSHNI LTD (SURL) 
PRICE RS.242 TARGET RS.328 BUY 
We initiate coverage on Surya Roshni Ltd (SURL) with ‘BUY’ rating and a target 
price of Rs328 based on SOTP (Sum of the parts) valuation methodology. We 
believe that SURL valuations can get rerated on back of 1/ potential demerger 
of company’s consumer electrical and steel pipes business 2/ strong growth in 
company’s estimated consolidated profits through FY18-20E driven by a/ 
meaningful growth in fans & consumer appliance segments supported by 
improved penetration on the current lower base b/ stability in LED prices c/ 
recovery in the pipes business driven by improved public spending in 
infrastructure. We project c.18.7% CAGR between FY18-20 in consolidated 
profits from Rs.1.08 bn in FY18 to Rs 1.5 bn in FY20E, expect improved return 
ratios and balance sheet strengthening-building a case for stock re-rating.  At 
current price of Rs 242, SURL stock is trading attractive -at 5x EV/EBITDA and 
8.6x P/E on FY20E earnings. 

Key Investment Arguments 

India’s Long-Term lighting/consumer appliances Story – Stays strong  
Data from ELCOMA shows that the lighting industry in India has been on the rise 
and would maintain growth at 16% CAGR between FY15-20. Growing at an 
exceptional rate (20% CAGR between FY18-20) to reach Rs 224 bn by FY20, Light 
Emitting Diode (LED) is now the dominant lighting technology across all 
applications. 

This transition has been driven by 1/ a swift change in technology globally 
towards cost/power efficient LED based solutions, 2/ increased affordability of 
LED bulbs, 3/ international mandate to arrest global warming 4/ massive 
government programs through EESL (Energy Efficiency Services Ltd) focused 
on changing street lights/commercial buildings light to LED and 5/ rural 
electrification augmenting demand in areas which were not present ever before.  

Second largest player in Indian Lighting Industry with dominating 
presence in tier-ii/iii cities and rural areas 
The company commands strong market positioning in tier ii/iii cities and rural 
India driven by its extensive reach across length & breadth of India. We tend to 
believe that Surya Roshni would likely outpace the industry growth, as tier ii/iii 
and rural parts of India are expected to remain buyout in the near to medium 
term. Various welfare schemes, introduced by the Indian government and rural 
electrification drive could potentially benefit company’s operations going 
ahead.    

Consumer Durable segment offers enormous potential to SURL 
Leveraging on its strong brand equity, SURL has also entered into consumer 
durable (CD) market in the fans (Domestic’ & Industrial) category in FY14. 
Commendably, in a short period of four years it could gain No. 6 position in the 
fan market on back of its wide categories of designer and colourful range of 
ceiling, pedestal & wall mounting fans.  

In FY15 company expanded its CD portfolio to include other contemporary 
electrical appliances (mainly brown goods) like- water heaters, room heaters, 
dry irons, steam irons, immersion heater and kitchen appliances like mixer 
grinder, induction cookers, toasters, glass cooktops etc.  

Initiating Coverage 

Stock Details   
Market cap (Rs mn)  : 13094 
52-wk Hi/Lo (Rs) : 522 / 185 
Face Value (Rs) : 10 
3M Avg. daily vol (Nos) : 133,627 
Shares o/s (mn)  : 54 

Source: Bloomberg   

Financial Summary 
Y/E Mar (Rs mn) FY18 FY19E FY20E 

Revenue 49,312 57,513 64,083 
Growth (%) 27.0 16.6 11.4 
EBITDA 3,459 3,853 4,229 
EBITDA margin (%) 7.0 6.7 6.6 

PAT 1,080 1,242 1,524 
EPS 19.9 22.8 28.0 
EPS Growth (%) 25.2 14.9 22.7 

BV (Rs/share) 192 213 238 
Dividend/share (Rs)  2.0   2.0   2.0  
ROE (%) 10.8 11.3 12.4 
ROCE (%) 11.8 12.5 13.1 

P/E (x) 12.2 10.6 8.6 
EV/EBITDA (x) 6.2 5.5 5.0 
P/BV (x) 1.3 1.1 1.0 

Source: Company, Kotak Securities - PCG 

Shareholding Pattern (%)   
(%) Dec-18 Jun-18 Mar-18 

Promoters 62.9 62.9 62.9 
FII 1.3 1.4 1.2 
DII 2.3 0 0 
Others 33.4 35.7 35.7  

Source: Bloomberg, BSE    

Price Performance (%)   
(%) 1M 3M 6M 

Surya Roshni Ltd  26.8   11.6   (30.3) 
Nifty  2.3   5.5   (1.4) 

Source: Bloomberg    

Price chart (Rs) 

 
Source: Bloomberg 
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Despite intense competition from the domestic and international players, we 
believe that SURL has enough space to grow in this category, given large market 
potential and very little organized sector presence. 

Extensive distribution network across India 
The company has a strong distribution reach spread across India. Distribution 
franchise includes a wide network of over 2500 distributors and 2.5 lakh country 
wide retailers. This facilitates the company in rapidly scaling-up of new product 
into the market.  

SURL has a leadership positioning in various states such as- AP, Telangana, 
Madhya Pradesh, Chhattisgarh, Uttar Pradesh and Jharkhand. It also has a 
strong position in Karnataka, Delhi, Maharashtra, Bihar, Rajasthan and 
Uttaranchal. 

Recovery in steel pipes division; company likely to benefit from its 
marquee ‘Prakash Surya’ brand  
SURL has over four decades of presence and owns ‘Prakash Surya’ brand in the 
steel pipe industry. The company holds leadership position in ERW and Spiral 
API grade pipes which are used in transportation of oil and natural gas, city gas 
distribution, oil exploration, water pipeline etc.  

The company has commenced commercial production of 3LPe coated pipe unit 
at Gujarat. The facility provides an edge to the company in- ERW, Spiral, API, GI, 
3LPE, OcTG, Section pipe, SCT, of various diameters /size due to its proximity to 
the port. This facility would also indirectly ascertain improved capacity 
utilization of Spiral/ API Pipes and saving in coating cost. 

We believe that the sophisticated manufacturing base and vast distribution 
network (with 70% of product sold through dealers network) makes SURL a 
unique play.  

Exports contributes to c.20% of Steel Pipes division revenues. While it has 
presence in more than 50 countries, it holds indomitable position in the GCC 
countries backed by ‘Prakash Surya’ Brand. 

High growth in revenue/PAT to flow into FY19/FY20; recovery in core 
business likely to aid to free cash flow generation  
We project growth at 13.9% CAGR between FY18-20 in revenues from Rs.49.3 
bn in FY18 to Rs. 64 bn in FY20E on back of 1/ sustained (volume led and stable 
price) growth in lighting division, 2/ exponential growth in the consumer 
appliance segment supported by deeper penetration and lower base 3/ 
improving demand in the pipes business (including 3LPE coated pipes in oil and 
gas. 

We believe that the higher proportion of steel pipes sales would lead to margin 
contraction over FY19/20. Note that this trend does not speak adverse about 
company’s business as steel pipes business attracts lower margins than the 
lighting/CD business. In our projections, we build EBITDA margin at 6.7% and 
6.6% in FY19E and FY20E respectively against 7% in FY18.   

In our projections, we build increased debt in FY19 (and subsequently reduction 
in FY20) driven by the increased working capital need in the pipe business. Note 
that our debt forecast does not include the advantages that can flow from 
channel financing.   
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Rerating ahead- Conglomerate discount should get narrowed with the 
demerger of consumers and steel pipes business 
As per management, though at the nascent stage, company has been exploring 
the potential benefits/opportunities that can be achieved by the demerger of 
these two unrelated business. We believe that the corporate action would likely 
provide an enhanced focus on both the businesses and narrow the valuation 
gap of the B2C business vis-à-vis peer group.  

Attractive valuation; Initiate coverage on the SURL stock with BUY 
rating and a SOTP based target price of Rs 328 
At current price of Rs 242, SURL stock is trading at attractive valuation- 
EV/EBITDA 5 x (sharp discount to peer group, discussed later in this report).  
Going forward, we assume that the discount to the peer group would likely get 
bridged on back of 1/ improvement in company’s profitability and 2/ potential 
de-merger of the two businesses. 

We arrive at SOTP based target price of Rs 328 (implying 36% upside from 
current levels) and recommend ‘BUY’ on SURL stock.  

Key Concerns; 1/ fluctuation in input price can likely have a diminishing effect 
on company’s margins (mainly in pipes business) 2/ company has been trying 
to revamp its brand image in the urban areas to target the youth population in 
the premium segment. A weaker branding initiative can potentially disrupt 
company’s growth plans. 
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Financials: Consolidated 
  Profit and Loss Statement (Rs mn)    

(Year-end March) FY18 FY19E FY20E FY21E 

Revenues  49,312   57,513   64,083   69,209  
% change y/y  27.0   16.6   11.4   8.0  
EBITDA  3,459   3,853   4,229   4,845  
% change y/y  10.5   11.4   9.8   14.5  
Depreciation   873   880   885   910  
EBIT  2,586   2,973   3,344   3,935  
% change y/y  12.7   15.0   12.5   17.6  
Net Interest  1,052   1,150   1,100   1,050  
Earnings Before Tax  1,561   1,853   2,274   2,885  
% change y/y  32.8   18.7   22.7   26.8  
Tax  481   612   751   952  
as % of EBT  30.8   33.0   33.0   33.0  
XO Items - - - - 
Recurring PAT  1,080   1,242   1,524   1,933  
% change y/y 25.2  14.9  22.7  26.8  
Shares outstanding (m)  54.4   54.4   54.4   54.4  
EPS (Rs)  19.9   22.8   28.0   35.5  
DPS (Rs)  2.0   2.0   2.0   2.1  
CEPS  35.9   39.0   44.3   52.2 
Source: Company, Kotak Securities – Private Client Research 
    

Cash Flow Statement (Rs mn)     
(Year-end March) FY18 FY19E FY20E FY21E 

PBT  1,561   1,853   2,274   2,885  
Depreciation  873   880   885   910  
Current liabilities incl provisions  794   1,040   727   505  
Increase in inventory  (1,736)  (1,484)  (765)  (843) 
Increase in sundry Debtors  (808)  (1,225)  (427)  (702) 
Increase in advances  -     -     -     -    
Tax Paid  (481)  (612)  (751)  (952) 
Other Adjustments  23   (259)  (241)  (2) 
Net cash from operations  227   194   1,702   1,801  
 
(Inc)/Dec in Fixed Assets  (471)   (1,480)   (1,385)   (1,410)  
Net investments  -     -     -     -    
Net cash from investing  (471)  (1,480)  (1,385)  (1,410) 
 
Change in Borrowings  401   1,286   (200)  (300) 
Dividend Paid  (132)  (132)  (132)  (139)    
Net Cash from financing  269   1,154   (332)  (299) 
 
Net Cash Flow  24   (132)  (15)  92  
Cash at the end of year  247   115   101   192 

Source: Company, Kotak Securities – Private Client Research  

Balance sheet (Rs mn)     
(Year-end March) FY18 FY19E FY20E FY21E 

Cash and cash equivalents  247   115   101   192  
Accounts receivable  7,126   8,351   8,778   9,481  
Inventories 8286 9769 10534 11377 
 
Other current assets  8,286   9,769   10,534   11,377  
Current Assets  17,210   20,169   21,595   23,133  
Net fixed assets  10,719   11,319   11,819   12,319  
Investments  -     -     -     -    
Other non-current assets  380 380 380 380 
Total Assets  28,556   31,983   33,895   36,024  
 
Debt  10,714   12,000   11,800   11,500  
Equity & reserves  10,473   11,575   12,960   14,884  
 
Other liabilities  1,450   1,450   1,450   1,450  
Current Liabilities  5,919   6,959   7,685   8,190  
Total Liabilities  28,556   31,983   33,895   36,024  
 
BVPS (Rs) 192  213  238  274   
Source: Company, Kotak Securities – Private Client Research 
   

Ratio Analysis     
(Year-end March) FY18 FY19E FY20E FY21E 

EBITDA margin (%)  7.0   6.7   6.6   7.0  
EBIT margin (%)  5.2   5.2   5.2   5.7  
Net profit margin (%)  2.2   2.2   2.4   2.8  
     
Receivables (days)  52.7   53.0   50.0   50.0  
Inventory (days)  61.3   62.0   60.0   60.0  
 
Sales / Net Fixed Assets (x)  4.2   4.8   5.1   5.3  
Interest coverage (x)  2.5   2.6   3.0   3.7  
Debt/ equity ratio   1.0   1.0   0.9   0.8  
     
ROE (%)  10.8   11.3   12.4   13.9  
ROCE (%)  11.8   12.5   13.1   14.6  
     
EV/ Sales   0.4   0.4   0.3   0.3  
EV/EBITDA  6.2   5.5   5.0   4.4  
 
Price to earnings (P/E)  12.2   10.6   8.6   6.8  
Price to book value (P/B)  1.3   1.1   1.0   0.9  
Price to cash earnings  6.7   6.2   5.5   4.6 

Source: Company, Kotak Securities – Private Client Research 
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RATING SCALE 

Definitions of ratings 

BUY  – We expect the stock to deliver more than 12% returns over the next 12 months 
ACCUMULATE – We expect the stock to deliver 5% - 12% returns over the next 12 months 
REDUCE – We expect the stock to deliver 0% - 5% returns over the next 12 months 
SELL – We expect the stock to deliver negative returns over the next 12 months 

NR – Not Rated. Kotak Securities is not assigning any rating or price target to the stock. The 
  report has been prepared for information purposes only.  

SUBSCRIBE  – We advise investor to subscribe to the IPO. 

RS – Rating Suspended. Kotak Securities has suspended the investment rating and price target 
  for this stock, either because there is not a Sufficient fundamental basis for determining, 
  or there are legal, regulatory or policy constraints around publishing, an investment rating 
  or target. The previous investment rating and price target, if any, are no longer in effect for 
  this stock and should not be relied upon. 
NA – Not Available or Not Applicable. The information is not available for display or is not 
  applicable 

NM – Not Meaningful. The information is not meaningful and is therefore excluded. 

NOTE – Our target prices are with a 12-month perspective. Returns stated in the rating scale are 
  our internal benchmark. 
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+91 22 6218 6441 +91 22 6218 6443 +91 22 6218 6439 +91 22 6218 6433 +91 22 6218 6423 
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Disclosure/Disclaimer 
Kotak Securities Limited established in 1994, is a subsidiary of Kotak Mahindra Bank Limited. Kotak Securities is one of India's largest brokerage and distribution house.  
Kotak Securities Limited is a corporate trading and clearing member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE), Metropolitan Stock Exchange of 
India Limited (MSE), National Commodity and Derivatives Exchange (NCDEX) and Multi Commodity Exchange (MCX). Our businesses include stock broking, services rendered in connection with 
distribution of primary market issues and financial products like mutual funds and fixed deposits, depository services and Portfolio Management.  
Kotak Securities Limited is also a depository participant with National Securities Depository Limited (NSDL) and Central Depository Services (India) Limited (CDSL). Kotak Securities Limited is 
also registered with Insurance Regulatory and Development Authority as Corporate Agent for Kotak Mahindra Old Mutual Life Insurance Limited and is also a Mutual Fund Advisor registered with 
Association of Mutual Funds in India (AMFI). We are registered as a Research Analyst under SEBI (Research Analyst) Regulations, 2014. 
We hereby declare that our activities were neither suspended nor we have defaulted with any stock exchange authority with whom we are registered in last five years. However SEBI, Exchanges 
and Depositories have conducted the routine inspection and based on their observations have issued advise/warning/deficiency letters/ or levied minor penalty on KSL for certain operational 
deviations. We have not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has our certificate of registration been cancelled by SEBI at any point of 
time.  
We offer our research services to clients as well as our prospects. 
This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person. Persons into whose 
possession this document may come are required to observe these restrictions. 
This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This report is not to be construed as an offer to sell or the solicitation 
of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of Kotak Securities Ltd. It does not constitute a 
personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. 
We have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable though its accuracy or completeness cannot be guaranteed. Neither Kotak 
Securities Limited, nor any person connected with it, accepts any liability arising from the use of this document. The recipients of this material should rely on their own investigations and take 
their own professional advice. Price and value of the investments referred to in this material may go up or down. Past performance is not a guide for future performance. Certain transactions -
including those involving futures, options and other derivatives as well as non-investment grade securities - involve substantial risk and are not suitable for all investors. Reports based on technical 
analysis centers on studying charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and as such, may not match with a report on a 
company's fundamentals. 
Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information discussed in this material, there 
may be regulatory, compliance or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may 
be subject to change without notice. Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein. 
Kotak Securities Limited has two independent equity research groups: Institutional Equities and Private Client Group. This report has been prepared by the Private Client Group. The views and 
opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, target price of the Institutional Equities Research Group of Kotak Securities 
Limited. 
We and our affiliates/associates, officers, directors, and employees, Research Analyst(including relatives) worldwide may: (a) from time to time, have long or short positions in, and buy or sell the 
securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in 
the financial instruments of the subject company/company (ies) discussed herein or act as advisor or lender / borrower to such company (ies) or have other potential/material conflict of interest 
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