
 

 

FEBRUARY 20, 2019 

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.  

    

News Highlights 
 Yes Bank offered clarification on its decision to release parts of a 

confidential risk assessment report days after the RBI censured it for 
doing so. The bank also stated that it has not made any undue benefit 
by disseminating the information and was in due compliance. (BQ) 

 The U.S. Supreme Court dealt a blow to Indivior Plc, clearing the way for 
a copycat version of opioid addiction treatment Suboxone Film in a 
victory for India-based generic drug maker Dr. Reddy’s Laboratories. 
Chief Justice John Roberts, in a brief order, denied Indivior’s request to 
put on hold a lower court’s ruling that had opened the door to cheaper 
generic versions of Suboxone while the company prepares an appeal to 
the high court. (Reuters)  

 Essel Propack received Rs 400 mn towards repayment of outstanding 
dues of Inter corporate deposit. It has already received Rs 253 mn in last 
month. The balance amount is expected to be received by March 2019. 
(MC) 

 Duke Offshore received a prestigious contract from Daewoo - Tata 
projects Ltd JV to provide one initial high speed vessel to support 
construction for the Mumbei Trans Harbour Link project. (ET) 

 CCEA approved the methodology for allowing the allocation of coal 
mines for specified end-use or own consumption, to 25 percent of actual 
production on run of mine basis in open market with payment of 
additional premium on such sale. (BQ) 

 Cabinet approved rooftop solar generation phase II to add 40,000 MW of 
solar power by 2022. To benefits Tata Power and Torrent Power. (ET) 

 Vedanta will proceed with next steps of filing a writ petition before 
Madras HC to reopen company's Tamil Nadu unit. (MC) 

 Jaypee Infratech: Promoters offer to withdraw company from 
insolvency U/Sec 12A of IBC. Jaiprakash Associates offers Rs 15 bn to 
creditors versus Rs 8.1 bn owed as principal amount, offers Rs 4.8 bn 
as debt asset swap, offers Rs 2.0 bn as optionally convertible 
debentures and seeks a waiver of Rs 1.4 bn interest payment from 
financial creditors. (MC) 

 Bajaj Healthcare board approved issue of bonus shares in the ratio of 
one equity share for every one existing equity share held by the 
members. (ET) 

 Vedanta: The company is not in the process of submitting any revised 
bid for Essar Steel under the IBC process.(Mint) 

 The Byke Hospitality CARE assigned BBB+ rating with negative outlook 
for company's long term bank facilities. (BL) 

 JK Tyre appointed Sanjeev Aggarwal as CFO. Ashok K Kinra ceased to 
be CFO but will continue with the company as a financial advisor. (MC) 

What’s Inside 
 Result Update: Simplex Infrastructures Ltd, Eveready Industries 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 

 

 
19-Feb 1 Day 1 Mth 3 Mths

Indian Indices 
SENSEX Index 35,353 (0.4)      (2.8)      (1.2)         
NIFTY Index 10,604 (0.3)      (2.8)      (1.5)         
NSEBANK Index 26,685 0.1        (2.8)      1.5           
NIFTY 500 Index 8,742 (0.1)      (4.4)      (3.4)         
CNXMcap Index 16,133 0.4        (7.9)      (8.3)         
BSESMCAP Index 13,162 0.3        (9.3)      (9.5)         
World Indices
Dow Jones 25,891 0.0        4.8        5.8           
Nasdaq 7,487 0.2        4.6        8.4           
FTSE 7,179 (0.6)      3.0        3.3           
NIKKEI 21,303 0.1        3.8        (0.6)         
Hangseng 21,303 0.1        3.8        (0.6)         
Shanghai 28,228 (0.4)      5.5        10.6        

Value traded (Rs cr)
Cash BSE (53.7)       
Cash NSE (10.9)       
Derivatives 58.0        

Net inflows (Rs cr) 18-Feb MTD YTD

FII (2,670) (103) (608)
Mutual Fund 1,488 4,696 11,857

Nifty Gainers & Losers Price Chg Vol
19-Feb (Rs) (%) (mn)

Gainers
Vedanta Ltd 153      3.5        12.6        
Grasim Ind 718      2.6        1.8           
BPCL 335       2.3        3.8           
Losers
TCS 1,905     (3.3)      4.4           
Wipro 363      (3.2)      3.1           
NTPC 134      (2.7)      7.5           

Advances / Declines (BSE)
19-Feb A B T Total  % total

Advances 248   587         47         882      100         
Declines 181   425         46         652      74            
Unchanged -    30            10         40         5              

Commodity
19-Feb 1 Day 1 Mth 3 Mths

Crude (US$/BBL) 66.5        0.1        6.1        6.4           
Gold   (US$/OZ) 1,341.0   1.1        5.1        10.2        
Silver  (US$/OZ) 16.0        1.1        4.8        12.2        

Debt / forex market 19-Feb 1 Day 1 Mth 3 Mths

10 yr G-Sec yield % 7.4           7.4        7.3        7.8           
Re/US$ 71.4        71.2     71.2     71.7        

Nifty

Source: Bloomberg
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SIMPLEX INFRASTRUCTURE LTD 
PRICE RS. 150 TARGET RS.196 BUY  
Simplex Infrastructure revenues for Q3FY19 were lower than our 
expectations due to delays on certain projects. Better than expected 
margins, higher other income and lower than expected tax outgo led to net 
profits coming in line with our estimates. Order inflow has remained weak 
during this quarter too and stood at Rs 24.3 bn for 9MFY19. Company has 
lowered the order inflow and revenue guidance further for FY19 and FY20. 
Continued high working capital remains a concern and receivable recovery 
is also going at a slower pace. 

Key highlights  
Revenue growth of 3% YoY was lower than our estimates and was impacted by 
delays in commencement of few large projects. Margins witnessed a decline on 
YoY basis but stood ahead of our estimates. Order inflow stood at Rs 12.6 bn 
for Q3FY19 with closing order book of Rs 168 bn.  

Valuation and outlook 
At current price of Rs 150, stock is trading at 6.5x P/E and 6.1x on P/E and 5.2x 
and 5.0x EV/EBITDA on FY19 and FY20 estimates respectively. We revise our 
estimates to factor in continued delays in execution on some of its key projects 
as well as lower than expected order inflow. We arrive at a revised price target 
of Rs 196 based on 8x FY20 estimates (Rs 333 earlier). We continue to maintain 
BUY on Simplex Infrastructure as we believe that stock price is currently 
factoring in most of the negatives related to high working capital and lower than 
expected order inflows. 

Financial highlights           

(Rs mn) Q3FY19 Q3FY18 YoY (%) Q2FY19 QoQ (%) 

Net Sales     14,034      13,601  3%   14,791  -5% 
Expenditure     12,245      11,816      13,031    
EBITDA       1,789        1,785  0%    1,760  2% 
EBITDA margin 12.7% 13.1%   11.9%   
Depreciation         407          454          438    
EBIT        1,382        1,331  4%    1,323  4% 
Interest       1,135        1,147       1,182    
EBT (exc other income)         247          184          141  75% 
Other Income         240          217          207    
EBT          487          401  21%       347  40% 
Extraordinary items           -              -              -      
Tax         125            90          103    
Tax (%) 25.6% 22.5%   29.7%   
PAT         362          311  17%       244  48% 
Other comp inc        (323)          (90)         394    
Net profit           39          221  -82%       639  -94% 
NPM (%) 2.6% 2.3%   1.7%   
Equity Capital 114 99   114   
EPS (Rs) 6.4 6.3 2% 4.3 48% 

Source: Company 

  

Result Update 

Stock Details   
Market cap (Rs mn)  : 8518 
52-wk Hi/Lo (Rs) : 630 / 130 
Face Value (Rs) : 2 
3M Avg. daily vol (Nos) : 50,622 
Shares o/s (mn)  : 57 

Source: Bloomberg   

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

Sales  57,662   63,774   67,879  
Growth (%) 2.8 10.6 6.4 
EBITDA  6,689   7,653   8,146  
EBITDA margin (%) 11.6 12.0 12.0 

Net profit  1,169   1,296   1,412  
EPS (Rs)  21.6   22.9   24.5  
Growth (%) -4.4 5.9 7.3 

Book value (Rs/share)  329.2   382.1   407.9  
Dividend per share (Rs)  0.5   0.5   0.5  
ROE (%)  6.8   6.8   6.3  
ROCE (%)  11.6   11.8   11.4  

P/E (x)  6.9   6.5   6.1  
EV/EBITDA (x)  6.6   5.2   5.0  
P/BV (x)  0.5   0.4   0.4 

Source: Company, Kotak Securities - PCG 

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

Promoters 49.3 49.3 49.3 
FII 10.2 9.6 9.6 
DII 21.4 20.9 21.1 
Others 19.1 20.1 20.0 

Source: Bloomberg, BSE    

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

Simplex Infra  (18.2)  (31.9)  (64.3) 
Nifty  (2.8)  (1.5)  (7.6) 

Source: Bloomberg    

Price chart (Rs) 

 
Source: Bloomberg 
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Revenue growth impacted by lower than expected order inflows and 
execution 
Execution during Q3FY19 was impacted by delays in commencement of large 
sized projects. Payment cycle improvement is lower than expectation and 
company received debtors of Rs 3.08 bn till Jan 2019 and expects debtor 
collection of Rs 7 bn/10 bn for FY19/20 respectively. 

Company had mentioned during last quarter too that four projects worth Rs 10 
bn each were stalled – Mumbai Metro project worth Rs 11 bn due to court’s stay, 
Kochi project worth Rs 9 bn due to monsoons and two north-east projects worth 
Rs 20 bn due to agitation. Also, one more project in West Bengal worth Rs 13.3 
bn received appointed date during mid-Q3FY19, hence the revenue contribution 
was much lesser from that project. Slower pace of execution from these 
projects resulted in lower than expected revenues during Q3FY19.  

Order inflow of Rs 24.3 bn till 9MFY19 was also much lower than management’s 
guidance and was impacted by conservative bidding by the company. Company 
now expects order inflow of Rs 50 bn during FY19 and expects it to ramp up to 
Rs 70-80 bn in FY20. The execution is likely to ramp up from Q4FY19 onwards 
with improvement in order inflows, execution and debtor recovery.  

Order inflow of Rs 12.6 bn during Q3FY19 has come largely in power, building 
and housing segment, urban infra along with piling segment. Going ahead, 
company expects order inflow to come largely from power, industrial, urban 
infra, building and housing followed by marine, bridges, port development and 
piling based on the current bid pipeline. Current order book of Rs 168 bn is 
diversified across buildings and housing (22%), bridges (3%), industrial (2%), 
marine (3%), piling (3%), power (25%), railways (1%), roads (15%), and urban 
infrastructure (26%). Domestic orders form nearly 97% of the order book while 
remaining is from overseas. Proportion of private sector/government projects 
in the total order book in Q3FY19 is 21%:79%. 

Revenues for 9MFY19 are diversified across buildings and housing (29%), 
bridges (3%), industrial (6%), marine (4%), piling (8%), power (22%), railways (2%), 
roads (6%), and urban infrastructure (20%). International revenues contributed 
6% of the revenues while domestic revenues contributed around 94% during the 
quarter.  

Order book break up (%) 9MFY19 Revenue break up 

 
Source: Company Source: Company 
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Revenue and order book assumptions      

(Rs mn) FY16 FY17 FY18 FY19E FY20E 

Beginning order book 147,240 140,110 165,200 186,200 172,426 
Order Received 50,600 81,170 76,670 50,000 70,000 
Growth (%)  60.4 -5.5 -34.8 40.0 
Revenue 57,730 56,080 57,662 63,774 67,879 
Growth (%)  -2.9 2.8 10.6 6.4 
% Executed 29.2 25.3 23.8 27 28 
Order Book - year end 140,110 165,200 186,200 172,426 174,547 

Source: Company, Kotak Securities – Private Client Research 

We revise our estimates downwards to factors in delays in execution and lower 
than expected order inflow and expect revenues to grow at a CAGR of 8.5% 
between FY18-20.  

Net profit in line with estimates due to lower than expected tax expense 
and higher other income 
Better than expected margins, higher other income and lower than expected tax 
outgo led to net profits coming in line with our estimates. Debtor recovery during 
the quarter stood at Rs 2.8 bn and another Rs 280 mn in January taking total 
debtor recovery to Rs 3.08 bn for the company till Jan 2019.  

Borrowings continue to stay high at Rs 34.7 bn at the end of 9MFY19 but with 
improvement in debtor collection during Q4FY19 and stake sale in road BOT 
project, company expects to reduce borrowings by FY20. 

As per the auditors comments, there are concerns on old unbilled revenues of 
Rs 2364 mn, trade receivables aggregating Rs 2018.8 mn and claims 
recoverable from clients of Rs 153.3 mn which management believes is likely to 
be realized as and when billing and collections improves with client. Regarding 
auditor comment for inventories worth Rs 291.9 mn, company believes that 
these inventories pertain to certain completed contracts and are usable for 
future projects. Retention money worth Rs 833 mn are also expected to be 
recovered after the clearance of final bill and completion of defect liability 
period.  

Working capital has continued to remain high even for the new projects as 
receivables stood high at nearly Rs 61 bn with unbilled revenues contributing 
nearly Rs 40 bn. Slow pace of debtor recovery is likely to keep working capital 
on the higher side as against our initial assumption of reduction in overall 
working capital cycle. Arbitration claims of the company currently stand around 
Rs 18 bn with only Rs 5 bn awarded in favor of the company.  

We revise our estimates to factor in slower execution and expect net profits to 
grow at a CAGR of 14.8% between FY18-20. 

Valuation and recommendation 
At current price of Rs 150, stock is trading at 6.5x P/E and 6.1x on P/E and 5.2x 
and 5.0x EV/EBITDA on FY19 and FY20 estimates respectively. We revise our 
estimates to factor in continued delays in execution on some of its key projects 
as well as lower than expected order inflow. We arrive at a revised price target 
of Rs 196 based on 8x FY20 estimates (Rs 333 earlier). We continue to maintain 
BUY on Simplex Infrastructure as we believe that stock price is currently 
factoring in most of the negatives related to high working capital and lower than 
expected order inflows. 
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About the company 
Simplex Infrastructures Ltd. is a diversified company established in 1924 and 
executing projects in several sectors like Piling, industrial, power plant, urban 
infra, airports, building and housing, marine, railways, bridges and elevated road 
structures. It has nearly 90 years executing projects with consistent quality 
assurance, cost control and adherence to milestones in a safe environment as 
per the customer requirements. The Company has been closely associated with 
the country’s infrastructure building with over 2600 completed projects 
spanning almost all the gamut of construction industry. 
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Financials: Standalone 

 

  
Profit and Loss Statement (Rs mn)    
(Year-end Mar) FY17 FY18 FY19E FY20E 

Revenues  56,075   57,662   63,774   67,879  
% change YoY  (2.9)  2.8   10.6   6.4  
EBITDA  6,887   6,689   7,653   8,146  
% change YoY  16.1   (2.9)  14.4   6.4  
Other Income  891   1,363   950   700  
Depreciation   1,978   1,834   1,873   2,096  
EBIT  5,800   6,217   6,730   6,750  
% change YoY  10.3   7.2   8.2   0.3  
Net interest  4,454   4,709   4,766   4,610  
Profit before tax  1,346   1,509   1,963   2,139  
% change YoY  39.6   12.1   30.1   9.0  
Tax  143   340   668   727  
as % of PBT  10.6   22.5   34.0   34.0  
Profit after tax  1,203   1,169   1,296   1,412  
Other compr income  82   97   -     -    
Net income  1,121   1,072   1,296   1,412  
% change YoY  69.2   (4.4)  20.9   9.0  
Shares outstanding (m)  49.7   49.7   56.7   57.6  
EPS (reported) (Rs)  22.6   21.6   22.9   24.5  
CEPS (Rs)  62.4   58.5   55.9   60.9  
DPS (Rs)  0.50   0.50   0.50   0.50 
Source: Company, Kotak Securities – Private Client Research 
    

Cash flow Statement (Rs mn)    
(Year-end Mar) FY17 FY18 FY19E FY20E 

EBIT  5,718   6,120   6,730   6,750  
Depreciation  1,978   1,834   1,873   2,096  
Change in working capital  (2,954)  (3,797)  (833)  (2,823) 
Chg in other net current assets  (65)  (195)  (9)  1  
Operating cash flow  4,676   3,963   7,761   6,023  
Interest  (4,454)  (4,709)  (4,766)  (4,610) 
Tax  (143)  (340)  (668)  (727) 
Cash flow from operations  79   (1,086)  2,327   685  
Capex  (888)  (1,066)  (750)  (1,500) 
(Inc)/dec in investments  (16)  (1)  (1)  (1) 
Cash flow from investments  (903)  (1,067)  (751)  (1,501) 
Proceeds from issue of equity  -     -     14   2  
Increase/(decrease) in debt  988   2,902   (2,500)  -    
Proceeds from share premium  (39)  (0)  4,036   448  
Dividends  (29)  (29)  (29)  (33) 
Cash flow from financing  920   2,873   1,521   417  
Opening cash  233   329   1,049   4,146  
Closing cash  329   1,049   4,146   3,747 
Source: Company, Kotak Securities – Private Client Research 
 
    
 

Balance sheet (Rs mn)     
(Year-end Mar) FY17 FY18 FY19E FY20E 

Cash and cash equivalents  329   1,049   4,146   3,747  
Accounts receivable  58,157   64,996   66,395   70,669  
Inventories  7,464   7,561   8,387   8,927  
Loans and advances & Others  5,003   5,854   5,946   6,306  
Current assets  70,953   79,461   84,873   89,648  
Other non-current assets  -     227   227   227  
LT investments  1,379   1,381   1,382   1,384  
Net fixed assets  11,845   11,076   9,953   9,357  
Total assets  84,177   92,144   96,435   100,615  
     
Payables  31,042   35,034   36,517   38,868  
Others  115   20   20   20  
Current liabilities  31,157   35,054   36,537   38,888  
Provisions  172   155   150   150  
     
LT debt  36,480   39,382   36,882   36,882  
Other liabilities  1,064   1,207   1,207   1,207  
Equity  99   99   113   115  
Reserves  15,204   16,246   21,545   23,372  
Total liabilities  84,177   92,144   96,435   100,615  
BVPS (Rs)  308.2   329.2   382.1   407.9 
Source: Company, Kotak Securities – Private Client Research 
    

Ratio Analysis    
(Year-end Mar) FY17 FY18 FY19E FY20E 

EBITDA margin (%) 12.3 11.6 12.0 12.0 
EBIT margin (%) 10.3 10.8 10.6 9.9 
Net profit margin (%) 2.0 1.9 2.0 2.1 
     
Receivables (days) 362.4 389.8 380.0 380.0 
Inventory (days) 48.0 47.6 48.0 48.0 
Sales/assets 4.7 5.2 6.4 7.3 
Interest coverage (x) 0.3 0.2 0.3 0.3 
     
Debt/equity ratio 2.4 2.4 2.0 1.6 
ROE (%) 7.6 6.8 6.8 6.3 
ROCE (%) 11.4 11.6 11.8 11.4 
     
EV/ Sales 0.8 0.8 0.6 0.6 
EV/EBITDA 6.1 6.6 5.2 5.0 
Price to earnings (P/E) 6.6 6.9 6.5 6.1 
Price to book value (P/B) 0.5 0.5 0.4 0.4 
Price to Cash Earnings 2.4 2.5 2.7 2.4 
Source: Company, Kotak Securities – Private Client Research 
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EVEREADY INDUSTRIES INDIA LTD (EIIL) 
PRICE RS. 199 TARGET RS.310 BUY  
EIIL Q3FY19 adj. PAT outperformed our estimates due to a tax write back 
Q3FY19 revenue/adj.PBT estimate was largely in line with our estimate. We 
believe that most of the challenges are close to get sorted and situation 
across verticals have largely stabilized now signaling bottoming out of 
margins.  

Key Highlights 

 EIIL reported modest revenue growth of 2.6% y/y, reported at Rs 3.8 Bn in 
Q3FY19 due to improvement in lighting/battery and consumer appliances 
segments.  

 Company has maintained operating margin on y/y basis. However, inclusion 
of an exceptional loss of Rs 232 mn resulted in negligible PAT in the quarter.    

Valuation & outlook 
Currently, EIIL stock is trading attractive at 12.7x PER and 9.6x EV/EBITDA on 
FY20 earnings. Broadly maintain FY20 forecasts and DCF assumptions, we 
recommend ‘BUY’ with unchanged target price of Rs 310.  

Quarterly performance 

(Rs mn) Q3FY19 Q3FY18 YoY (%) Q2FY19 QoQ (%) 

Income from Operations 3792  3696  2.6  3835  (1.1) 
Decrease/ (Increase) in stock 113  (277)   146    
Material consumed 1159  1429  (18.9) 1401  (17.3) 
Purchase of traded goods 1145  1094    856  33.7  
Employee expenses 404  411  (1.8) 361  11.8  
Other expenses 623  697  (10.6) 659  (5.5) 
Total Expenses 3444  3354  2.7  3424  0.6  
EBITDA 348  342  1.8  412  nm 
Other income 86  42  103.8  93  (6.8) 
Depreciation 54  48  13.1  56  (3.4) 
EBIT 380  336  13.1  448  (15.1) 
Finance cost 168  69  143.0  127    
Exceptional  Items (232) 0    0    
PBT (20) 267  (107.4) 321  (106.2) 
Total tax (22) 58  (137.9) 74  (129.6) 
PAT 2.1  209  (99.0) 247  (99.1) 
Adjusted PAT 234  209  11.9  247  (5.1) 
Adj. EPS (Rs) 3.2  2.9  11.9  3.4 (5.1) 
EBITDA (%) 9.2  9.2    10.7   
Tax Rate (%) 110.6  21.6    23.1   
RM/Sales 63.7  60.8    62.7   

Source: Company, Kotak-PCG Research 

  

Result Update 

Stock Details   
Market cap (Rs mn)  : 14483 
52-wk Hi/Lo (Rs) : 418 / 175 
Face Value (Rs) : 5 
3M Avg. daily vol (Nos) : 420,124 
Shares o/s (mn)  : 72.7 

Source: Bloomberg   

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

Revenue 14,563 15,316 16,943 
Growth (%) 7.5 5.2 10.6 
EBITDA 1,053 1,486 1,694 
EBITDA margin  (%) 7.2 9.7 10.0 

adj.PAT 546 837 1,140 
adj.EPS (Rs) 7.5 11.5 15.7 
Growth (%) -41.7 53.2 36.2 

BV (Rs/share) 47 57 71 
Dividend/share (Rs)  1.5   1.5  1.5 
ROE (%) 17.2 22.0 24.5 
ROCE (%) 12.5 15.5 14.3 

P/E (x) 26.5 17.3 12.7 
EV/EBITDA (x) 15.5 11.0 9.6 
P/BV (x) 4.2 3.5 2.8 

Source: Company, Kotak Securities - PCG 

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

Promoters 44.4 44.4 44.0 
FII 14.5 14.2 16.2 
DII 19.4 19.5 14.6 
Others 21.5 21.7 25.2 

Source: Bloomberg, BSE    

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

Eveready Ind  (11.4)  (4.5)  (16.3) 
Nifty  (2.8)  (1.5)  (7.6) 

Source: Bloomberg    

Price chart (Rs) 

 
Source: Bloomberg 
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Result Highlights 

Core business shows stability in 9MFY19; consumer appliances 
business is expected to drive future growth for the company 
EIIL reported modest revenue growth of 2.6% y/y, reported at Rs 3.8 Bn in 
Q3FY19 due to improvement in lighting/battery and consumer appliances 
segments.  

Battery business reported 6.2% y/y volume growth in Q3FY19. Management 
sounded confident that the import of cheap Chinese batteries should get 
obviated by implementation of BIS standards. We believe that the margins too 
have bottomed out in the battery segment and EIIL would likely benefit from soft 
Zinc prices going ahead. EBITDA margin for the segment is reported at healthy 
18% in the quarter. 

Lighting division reported severe drop of 11% in sales, reported at Rs 881 mn 
due to 1/ continuous fall in the LED bulb prices (however few players like Havells 
India and Surya Roshni has reported healthy growth of over 16% y/y in Q3FY19 
in the lighting segment) 2/ continued supply related issues from one of the 
company’s suppliers, affecting luminaire sales in the quarter. However, 
management sounded confident about sales/margin improvement in the 
lighting business driven by luminaire and professional lighting business. 
EBITDA margin for the segment was reported weak at mere 5% in the quarter.  

Appliances business reported robust sales growth at Rs 410 mn in Q3FY19 vis-
à-vis Rs 231 mn in Q3FY18. EIIL reported EBITDA loss of Rs 42 mn in the 
appliances segment. We note that the consumer appliances segment is still in 
the built-up phase and expansion/promotion related costs continues to outgrow 
revenues. The distribution base has been constantly growing taking company’s 
reach to over 15000 outlets currently. Management believes that the consumer 
appliances business has the potential to grow revenues to c. Rs 3 Bn (with 10% 
EBITDA margin) in the next three to four years and expects to break-even in 
FY20.  

Overall EBITDA margin stood at 9.2% in Q3FY19. We believe that the EBITDA 
margin would be aided by c.14% y/y reduction in employee expenses, (reported 
at Rs 404 mn in the quarter vis-à-vis Rs 411 mn in Q3FY18) on account of 
savings ascertained by closure of its Chennai plant (resource moved to Assam 
plant). The Chennai plant closure would likely result in the annualized savings 
of c. Rs 150 mn going ahead.  

Company also reported an exception loss of Rs 232  mn in the quarter against 
VRS settlement with employees at Chennai plant. Finance cost increased by 
143% y/y to Rs 168 mn in the quarter due to 1/ increased working capital 
requirement in the quarter and 2/ increased borrowings which in turn is utilized 
for investment in ICDs on which EIIL earns interest (resulting in subsequent 
increase in other income). Tax expense reported at negative Rs 22 mn  vis-à-vis 
Rs 58 mn  in Q3FY18. EIIL reported close to nil PAT in the quarter, however 
adjusted for exceptional loss, PAT is estimated at Rs 234 mn. 
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EIIL is set to enter the FMCG space in JV with Indonesia based Universal 
Wellbeing Pte. Ltd; it also eyes opportunity in confectionary market in 
the fruit chew segment with its ‘Jollies’ brand   
In FY18, EIIL had announced entering into 30% JV with Indonesia based 
Universal Wellbeing Pte. Ltd to enter into FMCC market. Universal Wellbeing Pte. 
Ltd (UWL) is one of the leaders in the FMCG market in South East Asia with 
active presence in several countries. It develops, manufactures and sells a wide 
variety of products in household and personal care.   

As per management, EIIL has strategized to distribute UWL products in India 
leveraging on its vast distribution network. EIIL distribution network consists of 
over 4000 dealers providing access to 3.5 mn outlets (including grocery stores).  

EIIL had also entered into the confectionary market in the fruit chew segment 
with its ‘Jollies’ brand. As per management, fruit chew market has been less 
cluttered and is pegged at Rs 4-5 Bn and has been growing at 17-18% per year. 
Competitive landscape includes players like ITC (Candyman and Mint-o brands) 
Falero and Alpenliebe (brand Juzt Jelly).  

As per management, fruit chew is a high gross margin business (similar to other 
business areas of the company) and could potentially clock Rs 350 mn in FY19 
and further grow to Rs 1 Bn by FY20. EIIL aims at attaining pan India reach of 
Jollies in 2HFY19. 

EIIL balance sheet likely to get de-leveraged post monetization of Chennai land 
for Rs 1 Bn. Management sounded confident about 1/ monetizing other non-
strategic assets in the near term and 2/ strengthening balance sheet further, 
achieving debt free status by FY21.   

CCI imposed penalty on EIIL along with other key industry players for 
colluding to fix prices of zinc-carbon dry cells 
EIIL stock price suffered a significant following the announcement from the CCI 
(Competition Commission of India) to impose penalty (in Sou Moto case) on 
Eveready, Nippo (Indo-National and Association of Indian Dry Cell 
Manufacturers (AIDCM) for colluding to fix prices of zinc-carbon dry cell 
batteries in India.  

CCI notice alleged that the anti-competitive practices were being carried out 
from 2008 till August 23, 2016, the date of search and seizure operations by the 
Director General of CCI. 

The quantum of penalty has been fixed at Rs 1.72 Bn (c.2x of FY17 reported 
PAT) for EIIL which in our view, could have a sizable negative impact on 
company’s balance sheet.      

EIIL has appealed and got a stay order on this order from NCLAT (National 
Company Law Appellate). It has made a deposit of 10% of the penalty amount 
with NCLAT and awaits further directions in this regards. 

We note that EIIL has got respite in the flashlight business where it is recently 
cleared of all charges.  

Valuation and Recommendation 
Currently, EIIL stock is trading attractive at 12.7x PER and 9.6x EV/EBITDA on 
FY20 earnings. Broadly maintain FY20 forecasts and DCF assumptions, we 
recommend ‘BUY’ with unchanged target price of Rs 310.  
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About the company  
Eveready Industries India Ltd (EIIL) is market leader in Indian batteries industry, 
commanding c.55% market share in batteries and holding c.75% market share 
in India’s organized flashlight market. EIIL became part of the Williamson Magor 
Group in 1993. Founded in 1869, the Williamson Magor Group, gradually 
progressed to become the world's largest tea producer (McLeod Russel India 
Limited) and diversified into consumer goods, engineering and construction, 
emerging as a multi-business enterprise with a turnover of Rs. 50 Bn. The Group 
is headquartered in Kolkata and has expanded its operations worldwide through 
its subsidiaries. Mr. Amritanshu K. Khaitan, has been the Managing Director of 
Eveready Industries India Limited since May 5, 2014. Under his leadership, 
company has undergone incessant transition in terms of diversifying itself into 
other segments like small home appliances and lighting businesses. 

EIIL activities are spreads mainly across five areas-1/Batteries 2/ Flashlights, 
3/ Lighting & electrical products, 4/ Small home appliances and 5/ Packet tea. 
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Financials: Consolidated 

 

  
Profit and Loss Statement (Rs mn)    
(Year-end Mar) FY17 FY18 FY19E FY20E 

Revenues  13,552   14,563   15,316   16,943  
% change yoy  2.4   7.5   5.2   10.6  
EBITDA  1,333   1,053   1,486   1,694  
% change yoy  10.6   (21.0)  41.1   14.0  
Depreciation   149   193   200   230  
EBIT  1,184   860   1,286   1,464  
% change yoy  11.3   (27.3)  49.5   13.9  
Net Interest  232   287   410   215  
Earnings Before Tax  1,047   771   1,116   1,520  
% change yoy  24.7   (26.4)  44.7   36.2  
Tax  111   225   279   380  
as % of EBT  10.6   29.1   25.0   25.0  
XO Items 0  0  0  0  
Recurring PAT  936   546   837   1,140  
% change yoy 68.4  (41.7) 53.2  36.2  
Shares outstanding (m)  72.7   72.7   72.7   72.7  
EPS (Rs)  12.9   7.5   11.5   15.7  
DPS (Rs)  1.0   1.5   1.5   1.5  
CEPS  14.9   10.2   14.3   18.8 
Source: Company, Kotak Securities – Private Client Research 
    

Cash flow Statement (Rs mn)    
(Year-end Mar) FY17 FY18 FY19E FY20E 

PBT  1,047   771   1,116   1,520  
Depreciation  149   193   200   230  
Current liabilities incl provisions  242   1,436   (828)  39  
inc in inventory  (469)  (158)  (111)  (456) 
inc in sundry Debtors  (133)  (368)  (53)  (134) 
inc in advances  289   (822)  -     -    
Tax Paid  (111)  (225)  (279)  (380) 
Other Adjustments  (178)  (531)  262   (89) 
Net cash from operations  836   297   306   730  
 
Purchase of fixed Assets  (1,271)  (413)  400   270  
Net investments  -     -     -     -    
Other investment activities 238  42  (1000) 0  
Net cash from investing  (1,033)  (371)  (600)  270  
 
Change in Borrowings  289   216   1,296   (800) 
Dividend Paid  (88)  (131)  (131)  (131) 
Net Cash from financing  201   85   1,165   (931) 
 
Cash at the end of year  31   41   912   981 
Source: Company, Kotak Securities – Private Client Research 
 
    
 

Balance sheet (Rs mn)     
(Year-end Mar) FY17 FY18 FY19E FY20E 

Cash and cash equivalents  31   41   912   981  
Accounts receivable  839   1,206   1,259   1,393  
Loans & advances  74   896   896   896  
Inventories  2,843   3,001   3,112   3,568  
 
Other current assets  409   1,101   839   928  
Current Assets  4,165   6,204   6,106   6,785  
Investments  27   27   1,027   1,027  
Net fixed assets  3,312   3,532   2,932   2,432  
 Other non-current assets   521   500   500   500  
Total Assets  8,056   10,304   11,477   11,725  
 
Debt  1,672   1,888   3,184   2,384  
Equity & reserves  2,895   3,443   4,149   5,158  
 Other non-current liabilities  117   166   166   166  
Current Liabilities  3,372   4,808   3,979   4,018  
Total Liabilities  8,056   10,304   11,477   11,725  
 
BVPS (Rs) 40  47  57  71 
Source: Company, Kotak Securities – Private Client Research 
    

Ratio Analysis    
(Year-end Mar) FY17 FY18 FY19E FY20E 

EBITDA margin (%)  9.8   7.2   9.7   10.0  
EBIT margin (%)  8.7   5.9   8.4   8.6  
Net profit margin (%)  6.9   3.8   5.5   6.7  
Adjusted EPS growth (%)  68.4   (41.7)  53.2   36.2  
     
Receivables (days)  22.6   30.2   30.0   30.0  
Inventory (days)  123.9   121.2   120.0   125.0  
Sales / Net Fixed Assets (x)  4.9   4.3   4.7   6.3  
Interest coverage (x)  5.1   3.0   3.1   6.8  
     
Debt/ equity ratio   0.6   0.5   0.8   0.5  
     
ROE (%)  37.8   17.2   22.0   24.5  
ROCE (%)  26.1   12.5   15.5   14.3  
     
EV/ Sales   1.2   1.1   1.1   1.0  
EV/EBITDA  12.2   15.5   11.0   9.6  
Price to earnings (P/E)  15.4   26.5   17.3   12.7  
Price to book value (P/B)  5.0   4.2   3.5   2.8  
Price to cash earnings  13.3   19.6   14.0   10.6 
Source: Company, Kotak Securities – Private Client Research 
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In case you require any clarification or have any concern, kindly write to us at below email ids: 
 Level 1: For Trading related queries, contact our customer service at 'service.securities@kotak.com' and for demat account related queries contact us at 
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