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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 
 Sebi is planning to relax rules for listing of startups in India, which include 

giving promoters the flexibility to categorise themselves as ordinary 
shareholders and exempting them from the mandatory three-year lock-
in period. The capital markets regulator may also free them from fiduciary 
responsibilities of a promoter, two people with direct knowledge of the 
matter said. (ET) 

 Cochin Shipyard said it will buy-back 4.4 mn shares representing 3.23 
percent of equity shares at Rs 455 per share, aggregating to Rs 2 bn. The 
record date for buy-back is set for Oct. 31. (BSE) 

 Lakshmi Machine Works said it will consider buy-back of equity shares 
on Oct. 22 (BSE) 

 IIFL Holdings’ wealth management arm acquired Chennai-based ‘Wealth 
Advisors India’ for Rs 2.5 bn. This acquisition will increase the company’s 
client base and further expansion of wealth management in South India. 
(Bloomberg) 

 Lemon Tree Hotels signed a license property for 70 room property in 
Mumbai. The hotel is expected to be operational by June 2019.(ET) 

 NHPC: Baira Siul Power Station (180MW) in Himachal Pradesh said it was 
going for a complete shutdown for six months, starting Oct. 15 for 
renovation and modernization works.(BL) 

 NBCC signed a MoU with Ministry of External Affairs to construct 
convention center in West Africa’s Niger. Apart from this, the company 
said that eight more convention centers will come up in Africa, with the 
government spending for all these projects pegged at Rs 2.0 bn. 

 Federal Mogul Goetze (India) said its open offer for 25.02 percent 
capital, comprising 14 mn equity shares, will be offered to public at Rs 
420.05 apiece by the America based acquirer Tenneco. The offer closing 
date is Dec. 12. 

 Thyrocare Technologies to discontinue its share-buyback. 

 Deepak Fertilisers: Securities Allotment Committee allotted 64,76,893 
warrants of face value of Rs 10 each at a premium of Rs 298.79 per warrant 
convertible into 64,76,893 equity shares to Robust Marketing Services 
Private Limited, a promoter group company. (ET) 

 Aban Offshore: Company acquired 100 percent interest in UK 
Continental Shelf Production License and sold 50 percent interest in the 
same. (BL) 

 TTK Prestige: CRISIL upgraded the long term rating from AA-/Positive to 
AA/Stable and re-affirmed short term rating at A1+.(Bloomberg) 

 JSW Steel: Majority of Bhushan Power lenders vote in favour of JSW 
Steel's bid for company. JSW Steel offered highest bid for Bhushan Power 
& Steel at Rs 19.7 bn (ET) 

 IL&FS: Company defaulted on Rs 1 bn loan payment due on Tuesday. 
(Bloomberg) 

What’s Inside 
 Result Update: Hero MotoCorp Ltd 

 Company Update: Cochin Shipyard Ltd 

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

 

 
16-Oct 1 Day 1 Mth 3 Mths

Indian Indices 
SENSEX Index 35,162 0.9      (7.7)     (3.2)     
NIFTY Index 10,585 0.7      (8.1)     (3.2)     
NSEBANK Index 25,590 0.8      (5.8)     (4.1)     
NIFTY 500 Index 8,894 0.9      (9.2)     (3.7)     
CNXMcap Index 17,164 1.5      (11.5)   (3.5)     
BSESMCAP Index 14,594 1.7      (12.5)   (7.6)     

World Indices
Dow Jones 25,798 2.2      (1.0)     2.7      
Nasdaq 7,645 2.9      (3.2)     (2.7)     
FTSE 7,059 0.4      (3.3)     (7.4)     
NIKKEI 22,549 1.2      (0.8)     0.9      
Hangseng 22,549 1.2      (0.8)     0.9      
Shanghai 25,445 (1.4)     (5.5)     (9.6)     

Value traded (Rs cr)
Cash BSE 9.0      
Cash NSE 11.9    
Derivatives 16.5    

Net inflows (Rs cr) 15-Oct MTD YTD
FII (1) (17,345) (32,407)
Mutual Fund 0 10,821 99,075

Nifty Gainers & Losers Price Chg Vol
16-Oct (Rs) (%) (mn)

Gainers
Mahindra & Mahindra 778     3.8      4.4      
Adani Ports 333     3.8      4.8      
Tech Mahindra 719     3.5      2.9      

Losers
Indiabulls Housing 907     (4.4)     9.8      
Eicher Motor 23,002 (1.8)     0.1      
Cipla 640     (1.3)     1.5      

Advances / Declines (BSE)
16-Oct A B T Total  % total
Advances 318   719       64       1,101  100     
Declines 111   258       41       410     37       
Unchanged 2      21         16       39       4        

Commodity
16-Oct 1 Day 1 Mth 3 Mths

Crude (US$/BBL) 81.5      0.1      4.4      12.9    
Gold   (US$/OZ) 1,224.9  (0.2)     1.7      (0.4)     
Silver  (US$/OZ) 14.7      (0.2)     3.1      (6.1)     

Debt / forex market 16-Oct 1 Day 1 Mth 3 Mths
10 yr G-Sec yield % 7.9        7.9      8.1      7.8      
Re/US$ 73.5      73.8    72.5    68.6    

Nifty

Source: Bloomberg
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HERO MOTOCORP LTD 
PRICE RS.2895 TARGET RS.3217 ACCUMULATE 

HMC’s 2QFY19 results came in marginally ahead of expectation. On a YoY basis, 
EBITDA margin contracted primarily due to expiry of benefits at Haridwar facility, 
commodity cost increase and higher other expenses. 

Key Highlights 

HMC’s 1QFY19 revenue stood at Rs90.9bn, 8.6% higher compared with 2QFY18. 
During the quarter under review, HMC sold 2.13mn two wheelers, 5.5% higher 
YoY. EBITDA de-grew by 5% YoY (was 3% ahead of estimate), impacted by 
increase in raw material cost, expiry of Haridwar plant benefits and negative 
operating leverage. HMC reported PAT of Rs9,763mn, 3.4% decline over 2QFY19.  

Valuation and Outlook 

Domestic two wheeler industry volume growth slowed down from 16% YoY in 
1QFY19 to 5% YoY in 2QFY19. In 2HFY19, we expect the industry growth to 
improve over 2QFY19 levels. Management is optimistic about 8-10% volume 
growth in FY19 and improvement in rural demand. New scooters to be launched 
in 3QFY19 is expected to improve company’s presence in the scooter segment. 
EBITDA margins is expected to receive support from price hikes and cost control 
measures. We have marginally revised our estimates lower. We retain 
ACCUMULATE with revised price target of Rs3,217 (earlier Rs3,473).Weak 
demand, commodity price increase and adverse forex movement are key risk to 
our target price. 

Quarterly performance            

(Rs mn)  2QFY19   2QFY18   YoY (%)   1QFY19   QoQ (%)  

Revenues   90,909   83,717   8.6   88,098   3.2  

Total expenditure   77,122   69,160   11.5   74,325   3.8  

RM consumed   62,997   57,078   10.4   61,650   2.2  

Employee cost   4,341   3,837   13.2   4,131   5.1  

Other expenses   9,784   8,246   18.7   8,544   14.5  

EBITDA   13,787   14,557   (5.3)  13,773   0.1  

EBITDA margin (%)   15.2   17.4   -   15.6   -  

Depreciation   1,518   1,360   11.6   1,482   2.4  

Interest cost   21   16   37.2   21   1.4  

Other Income   2,237   1,176   90.2   1,157   93.3  

Exceptional item           -  

PBT   14,485   14,357   0.9   13,427   7.9  

PBT margins (%)   15.9   17.1     15.2    

Tax   4,722   4,252   11.0   4,336   8.9  

Tax rate (%)   32.6   29.6   -   32.3   -  

Reported PAT   9,763   10,105   (3.4)  9,092   7.4  

PAT margins (%)   11.3   10.4   -   11.3   -  

EPS (Rs)   48.9   50.6   (3.4)  45.5   7.4  

Volumes (nos)   21,34,051   20,22,805   5.5   21,06,629   1.3  

Net Realization (Rs)   42,599   41,387   2.9   41,820   1.9  

RM cost per vehicle (Rs)   29,520   28,217   4.6   29,265   0.9  

Source: Company 

 

 

Result Update 

Stock Details   

Market cap (Rs mn)  : 578205 

52-wk Hi/Lo (Rs) : 3895 / 2692 

Face Value (Rs) : 2 

3M Avg. daily vol (Nos) : 540,271 

Shares o/s (mn)  : 200 

Source:Bloomberg   

Financial Summary 

Y/E Mar (Rs mn) FY18 FY19E FY20E 

Revenues   322,305  354,154  388,422  

Growth (%)   13.1   9.9   9.7  

EBITDA   52,802   53,772   59,688  

EBITDA margin (%)   16.4   15.2   15.4  

Adj. Net profit   36,973   36,292   40,149  

Adj. EPS (Rs)   185.1   181.7   201.0  

Adj. EPS Growth (%)   9.5   (1.8)  10.6  

Book value (Rs/share)   589.3   656.6   725.2  

Dividend per share (Rs)   95.0   110.0   120.0  

ROE (%)   33.8   29.2   29.1  

ROCE (%)   46.0   41.3   41.3  

P/E (x)   15.6   15.9   14.4  

EV/EBITDA (x)   9.9   9.7   8.6  

P/BV (x)   4.9   4.4   4.0 

Source: Company, Kotak Securities - PCG 

Shareholding Pattern (%)   

(%) Sep-18 Jun-18 Mar-18 

Promoters 34.6 34.6 34.6 

FII 38.9 42.3 42.1 

DII 14.8 11.5 11.6 

Others 11.7 11.5 11.6 

Source: Company    

Price Performance (%)   

(%) 1M 3M 6M 

Hero MotoCorp  (9.1)  (15.5)  (23.9) 

Nifty  (8.1)  (3.2)  0.5 

Source: Bloomberg    

Price chart (Rs) 

 

Source: Bloomberg 
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Volume growth slowed down in the quarter 

HMC’s revenue in 2QFY19 came in at Rs90.9bn, a growth of 8.6% YoY. Company 
wholesaled 2.13mn units to its dealers in 2QFY19. Post witnessing strong volume 
growth in 1QFY19, the same slowed down in 2QFY19, impacted by multiple 
events. As against domestic two wheeler industry growth of 5%, HMC’s volumes 
grew by 5.5% in 2QFY19. Average selling price grew by 3% YoY on account of 
multiple price hikes taken by the company to offset commodity price rise and 
24% YoY growth in spare part revenues. During 2QFY19, spare part revenue stood 
at Rs7.13bn as against Rs5.75bn in 2QFY18 and Rs6.02bn in 1QFY19. In October 
2018, HMC undertook another round of price hike (~Rs600-700), the impact of 
which will reflect in 3QFY19. 

Multiple factors leads to EBITDA margin contraction 

Over 2QFY18, EBITDA margin contracted by 220bps and EBITDA de-grew by 5.3% 
YoY. Gross margin in the quarter was 30.7% as against 31.8% reported in 2QFY18; 
decline of 110bps due to rise in input cost and expiry of Haridwar plant benefits. 
In the quarter, employee cost and other expenses increased more than revenue, 
resulting in negative operating leverage.  

PAT de-grew YoY; but was ahead of estimate 

HMC’s PAT in 2QFY19 de-grew by 3.4% YoY to Rs9,763mn. However, supported 
by higher other income, PAT came in ahead of our estimate of Rs8,958mn. Other 
income increase partly relates to interest on deposit from income tax received by 
the company in the quarter. Tax rate increased YoY on account of expiry of benefit 
from the Haridwar plant. 

Conference Call Highlights 
 Management expects the company’s volumes to grow by 8-10% in FY19. 

Initial demand in the festive season has been flat as customers were awaiting 
clarity on insurance cost. In past few days, inquiries have improved and the 
management is confident of growing its volumes by 8-10% in the festive 
season. Management highlighted that impact of insurance cost increase is 
been taken care by slight increase in EMI’s.  

 Currently, demand in rural areas is marginally better than the urban areas. 
Management expects that going forward, rural demand will witness further 
improvement in demand. 

 On cost pressure, the management stated that commodity price has been 
increasing and the company has been taking price increase with a quarterly 
lag. In October 2018, company took a price increase of ~Rs600-700 per 
vehicle. 

 Around 37% of HMC’s sales volumes are financed. Of this 11% is financed 
through Hero MotoCorp and balance 26% is financed through others (mainly 
NBFC’s). Management stated that they are not witnessing any pressure on 
NBFC financing.  

 Scooter segment has been seeing slowdown in recent months’ however the 
125cc sub segment with scooters witnessed 77% YoY volume growth in 
1HFY19. HMC will be launching two new scooters in the 125cc segment – the 
first will be launched in October 2018 and the second is expected to be 
launched later in the quarter.  

 In the premium motorcycle segment, HMC launched Xtreme 200R in 2QFY19 
and have sold ~6,000 units. HMC is planning to launch more new products 
in the premium motorcycle segment. 

 HMC keeps dealer inventory at 4-6 weeks.  
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Outlook and Valuation 

Post high growth in 1QFY19, domestic two wheeler sales growth slowed down in 
2QFY19 – on account of various factors line Kerala flood, compulsory license for 
two wheeler registration in West Bengal, increase in insurance cost, high base and 
weakening of consumer sentiment (rising fuel prices and interest cost). Domestic 
two wheeler industry volume growth slowed down from 16% in 1QFY19 to 5% in 
2QFY19. In 2HFY19, we expect the industry growth to improve over 2QFY19 levels. 
Management is optimistic about 8-10% volume growth in FY19. We factor in 7.4% 
volume CAGR for the company over FY18-FY20E. 

EBITDA margins in 1HFY19 has contracted YoY primarily due to increase in 
commodity price and expiry of Haridwar plant benefits. In the past few quarters, 
HMC has consistently been taking price hike (with a lag) to counter input cost 
pressure. Company expects that cost cutting measures, price hikes and volume 
growth to support margins. In 1HFY19, company reported EBITDA margin of 
15.4% and for 2HFY19, we built in EBITDA margin of 15%. For FY20, we expect 
EBITDA margin to improve to 15.4% on the back of various price hikes and other 
cost initiatives undertaken by the company. 

We have marginally revised our estimates lower. We retain ACCUMULATE with 
revised price target of Rs3,217 (earlier Rs3,473). In view of slowdown in two 
demand and cost pressures, we lower assigned PE multiple to 16x (earlier 17x). 

Change in estimates       

   FY19     FY20  
(Rs mn)   Old   New   % chg   Old   New   % chg  

Revenues   3,53,940   3,54,154   0.1   3,93,201   3,88,422   (1.2) 

EBITDA margin (%)   15.3   15.2    15.4   15.4   

PAT   36,627   36,292   (0.9)  40,801   40,149   (1.6) 

Source:Kotak Securities – Private Client Research 

Risk  

Weak demand, commodity price increase and adverse forex movement are key 
risk to our target price. 

 

Company Background 

HMC is the largest two wheeler player in India. In 2001, the company became the 
largest two-wheeler manufacturing company in India and globally in terms of unit 
volume sales in a calendar year. HMC is the market leader in the domestic 
motorcycle segment with 50% market share (overall two wheeler domestic 
market share is ~37%). In FY17, the company surpassed 70 million units in 
cumulative sales since its inception. HMC’s extensive sales and service network, 
comprising of authorised dealerships, service & parts outlets, and dealer-
appointed outlets, spans over 6,000 customer touch points across the country. 
Company’s manufacturing plants are located at Gurugram, Dharuhera, Haridwar, 
Neemrana and Vadodara. 
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Financials: Consolidated 

 

  

Balancesheet(Rsmn)     

(Year-end Mar) FY17 FY18 FY19E FY20E 

Cash and cash equivalents 46,776 57,325 58,804 67,419 
Accounts receivable 15,619 15,202 17,465 19,155 
Inventories 6,563 8,236 9,273 10,179 
Loans and Adv & Others 15,889 17,556 19,280 21,160 
Current assets 84,846 98,318 104,823 117,913 
LT investments 13,490 19,341 21,341 23,341 
Net fixed assets 48,606 49,729 59,496 62,926 
Total assets 146,943 167,388 185,659 204,179 
     
Payables 32,473 33,188 36,871 40,438 
Other liabilities 8,071 9,647 10,612 11,673 
Current Liabilities 40,543 42,835 47,483 52,112 
Provisions 1,143 1,747 1,922 2,114 
Deferred Tax Liability 4,143 5,117 5,117 5,117 
Debt 0 0 0 0 
Equity 399 399 399 399 
Reserves 100,714 117,289 130,738 144,438 
Total liabilities 146,943 167,388 185,659 204,179 
     
BVPS (Rs) 506 589 657 725 

Source: Company, Kotak Securities – Private Client Research 
    

Ratio Analysis    

(Year-end Mar) FY17 FY18 FY19E FY20E 

Margins     
EBITDA margin (%) 16.3 16.4 15.2 15.4 
EBIT margin (%) 14.5 14.7 13.5 13.7 
Adj. net profit margin (%) 11.8 11.5 10.2 10.3 
     
Working capital days     
Inventory (days) 9 8 9 9 
Receivable (days) 18 17 18 18 
Payable (days) 38 37 38 38 
 
     
Ratios     
Debt/equity ratio (x) 0.0 0.0 0.0 0.0 
ROE (%) 35.7 33.8 29.2 29.1 
ROCE (%) 47.6 46.0 41.3 41.3 
     

Valuations     
EV/ Sales 1.9 1.6 1.5 1.3 
EV/EBITDA 11.5 9.9 9.7 8.6 
Price to earnings (P/E) 17.1 15.6 15.9 14.4 
Price to book value (P/B) 5.7 4.9 4.4 4.0 

Source: Company, Kotak Securities – Private Client Research 
    

Profit and Loss Statement (Rs mn)    

(Year-end Mar) FY17 FY18 FY19E FY20E 

Revenues 285,005 322,305 354,154 388,422 
% change YoY -0.3 13.1 9.9 9.7 
EBITDA 46,348 52,802 53,772 59,688 
% change YoY 4.2 13.9 1.8 11.0 
Depreciation  4,927 5,556 6,050 6,570 
EBIT 41,421 47,246 47,722 53,118 
% change YoY 3.4 14.1 1.0 11.3 
Net interest 61 63 70 70 
Other Income 5,224 5,258 5,718 5,995 
Exceptional income/(loss) 0 0 0 0 
Profit before tax 46,585 52,441 53,370 59,043 
% change YoY 6.0 12.6 1.8 10.6 
Tax 12,813 15,468 17,078 18,894 
as % of PBT 27.5 29.5 32.0 32.0 
Profit after tax 33,771 36,973 36,292 40,149 
Adjusted PAT 33,771 36,973 36,292 40,149 
% change YoY 7.8 9.5 -1.8 10.6 
Shares outstanding (m) 200 200 200 200 
Adjusted EPS (Rs) 169.1 185.1 181.7 201.0 
DPS (Rs) 85.0 95.0 110.0 120.0 

Source: Company, Kotak Securities – Private Client Research 
    

Cash flow Statement (Rs mn)    

(Year-end Mar) FY17 FY18 FY19E FY20E 

EBIT  41,421   47,246   47,722   53,118  
Depreciation  4,927   5,556   6,050   6,570  
Change in working capital  3,343   (540)  382   972  
Chg in other net current asset  1,821   514   (585)  (627) 
Operating cash flow  51,512   52,775   53,569   60,034  
Interest   (61)  (63)  (70)  (70) 
Tax  (10,895)  (14,495)  (17,078) (18,894) 
Other Income  5,224   5,258   5,718   5,995  
EO income  -     -     -     -    
Others  (55)  64   -     -    
Cash flow from operations 45,726 43,540 42,138 47,065 
Capex  (11,636)  (6,679)  (15,816) (10,000) 
(Inc)/dec in investments  (13,088)  (16,354)  (4,089)  (11,000) 
CF from investments  (24,725)  (23,032)  (19,905) (21,000) 
Proceeds from issue of equities  0   0   -     -    

Increase/(decrease) in debt  -     -     -     -    
Proceeds from share premium  23   52   -     -    
Dividends  (20,970)  (20,512)  (22,843) (26,450) 
CF from financing  (20,947)  (20,461)  (22,843) (26,450) 
Opening cash 1,314 1,367 1,413 804 
Closing cash 1,367 1,413 804 419 

Source: Company, Kotak Securities – Private Client Research 
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COCHIN SHIPYARD LTD (COSH) 
PRICE RS.400 TARGET RS.520 BUY 

Cochin Shipyard has announced a buyback of 3.23% of its equity or 4.4 mn 
shares at a price of 455 per share aggregating Rs 2 bn. We believe that this 
buyback was to support the disinvestment programme of the government 
and does not change the fundamentals of the company. However, 
unfavorable domestic macro environment, lack of fresh order inflow 
especially from the government and weaker global equity sentiment compel 
us to cut earnings by 1 to 7% for FY19 and FY20 and also lower the target 
multiple for Cosh. Maintain BUY with a lower TP of Rs 520 at 16x FY20E (from 
Rs 610 at 18x) 

Cosh announces buyback of stock worth Rs 2 bn 
Cosh has announced a buyback of 3.23% of its equity or 4.4 mn shares at a price 
of 455 per share aggregating Rs 2 bn, in which the government of India would 
also participate. We believe that this buyback was to support the disinvestment 
programme of the government. Small investors (with investment of less than Rs 
2 Lakh) hold 7.4 million shares as per the FY18 annual report of Cosh. Assuming 
a 15% allocation for retail investors, the acceptance ratio calculated is ~9% for 
small investors. We do not see the buyback as a stock price supportive event for 
investors. 

Details of the buyback   

No of Equity Shares (mn) 4.4 

Buy back price per share (Rs) 455 

Total amount (Rs bn) 2 

Buy Back Equity (%) 3.23 

Record date 31st October 

Promoter Holding (%) 75 

Source: Company, Kotak Securities – Private Client Research 

Valuation & outlook 

We believe that Cosh is well placed and is ahead of the curve to exploit the 
massive opportunity that India's defense sector offers in the next few years.  
Commercial shipbuilding, offshore vessels and ship-repair helps the company 
beat the cyclicality associated with any one sector. It also has the requisite and 
best-in-class tie-ups. Also, Cosh offers the only credible shipyard for investors to 
India's defense business.  

However, high bureaucracy/slowness in awarding defense orders from the 
government, continued weakness in the commercial shipbuilding space, higher 
commodity prices, INR depreciation, weaker domestic macros and low appetite 
for PSU stocks compel us to cut earnings by 1 to 7% and lower the multiple for 
Cosh from 18x to 16x on FY20 earnings. Maintain BUY rating with a revised TP of 
Rs 520 (from Rs 610).  

Order-book situation is not healthy  

Cosh currently has a shipbuilding order book of Rs 19.62 bn which gives investors 
revenue visibility of only one year. Almost 80% of the order-book involves 
complex work refurbishment of an aircraft carrier, which is a high margin business, 
estimated to be completed by December 2020. 

Company Update 

Stock Details   

Market cap (Rs mn)  : 54340 

52-wk Hi/Lo (Rs) : 599 / 356 

Face Value (Rs) : 10 

3M Avg. daily vol (Nos) : 120,885 

Shares o/s (mn)  : 136 

Source:Bloomberg   

Financial Summary 

Y/E Mar (Rs mn) FY18 FY19E FY20E 

Revenue 23,922 26,514 27,921 

Growth (%) 16.2 16.2 10.8 

EBITDA 4,979 5,437 5,959 

EBITDA margin (%) 20.8 20.5 21.3 

PAT 3,998 4,025 4,263 

EPS 29.4 30.6 32.4 

EPS Growth (%) 28.1 0.7 5.9 

BV (Rs/share) 235.4 246.5 267.1 

Dividend/share (Rs) 12.0 10.0 10.0 

ROE (%) 12.5 12.4 12.1 

ROCE (%) 13.5 14.2 14.0 

P/E (x) 13.6 13.1 12.3 

EV/EBITDA (x) 4.9 4.7 4.4 

P/BV (x) 1.7 1.6 1.5 

Source: Company, Kotak Securities - PCG 

Shareholding Pattern (%)   

(%) Sep-18 Jun-18 Mar-18 

Promoters 75 75.0 75.0 

FII 3.2 3.5 3.5 

DII 11.0 11.1 9.8 

Others 10.9 10.4 11.7  

Source: Company    

Price Performance (%)   

(%) 1M 3M 6M 

Cochin Shipyard  (4.7)  (7.4)  (23.0) 

Nifty  (8.1)  (3.2)  0.5 

Source: Bloomberg    

Price chart (Rs) 

 

Source: Bloomberg 
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The company is also a L1 bidder for an order worth Rs 54 bn for 8 Anti-Submarine 
Warfare- Shallow water vessel from the Indian navy. Management of Cosh 
expects to convert this L1 bid to actual orders within FY19 post completion of 
formalities with the Indian Navy. This would give revenue visibility upto FY22 for 
Cosh. We estimate any additional flow of fresh orders, especially from the Navy 
and Coast guard to come to Cosh post the general elections in CY19. We believe 
this to be a political risk for the company. 

Current order book 

Segment Rs bn 

Confirmed shipbuilding order book 19.6 

Ship-repair order book 3.5 

L1 Bid 54.0 

Source: Company 

Focus on Ship-repair segment 

Cosh currently has an order-book of Rs 3.5 bn in the ship-repair segment. The 
company intends to expand in ship-repair segment with an international ship-
repair center and increased geographical reach. It has signed up MOUs with 
various port trust for creation of captive ship-repair facilities in the respective 
ports with a revenue potential of Rs 16 bn. 

MOUs signed by COSH 

Partner Location Business area Investment by Revenue potential 
   COSH (Rs mn) per annum (Rs bn) 

Mumbai Port trust Mumbai Ship-repair 750  5 

Andaman and Nicobar administration Andaman Ship-repair 1000  10 

Hooghly Dock & Port  Kolkata Ship-repair 250 1 

Source: Company. Kotak Securities – Private Client Research 

Current capacity to double in 3 years 

COSH currently has two docks – dock number one, primarily used for ship repair 
(Ship Repair Dock) and dock number two, primarily used for shipbuilding 
(Shipbuilding Dock). The Ship Repair Dock is one of the largest in India and is 
capable of accommodating vessels with a maximum capacity of 125,000 DWT. 
While the Shipbuilding Dock can accommodate vessels with a maximum capacity 
of 110,000 DWT.  

The company had raised Rs 9.8 bn through fresh issue of shares leading to 17% 
dilution. The company would be ramping up its capacity with a third dry-dock 
(measuring 310 x 75 x 13 Meters) and an international ship-repair center at Kochi. 
The capacity addition will enable the company to construct bigger and complex 
vessels as well as undertake repairs of vessels like LNG carriers, semi-
submersibles, jack up rigs, and drill ships. We estimate the new facilities to come-
up in the 3 to 5 years and double the capacity of the company. We have drawn a 
capex plan of Rs 13 bn for the company over FY18 to FY20E for the same. We 
estimate the balance capex to spill-over beyond FY20E. 

Outlook and valuation 

Cosh is one of the best companies to invest to play in the India’s defence sector. 
We estimate company to report sales CAGR of 8.1% over FY18 to FY20E to Rs 27.9 
bn and report earnings CAGR of 3.3% over the same period to Rs 4.26 bn. 

However, we are concerned with the high bureaucracy/slowness in awarding 
defense orders. For instance, Cosh is still L1 for eight anti-submarine shallow 
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water craft ships worth Rs 54 bn (since October 2017) and still awaiting final 
confirmation on the order from the government. Weak domestic macros, 
increasing country risk and lack of fresh orders compel us to cut earnings by 1 to 
7% for FY19E and FY20E and lower the multiple accorded to Cosh from 18x to 
16x on FY20 earnings. Maintain BUY rating with a revised TP of Rs 520 (from Rs 
610). Lack of fresh orders is the biggest risk for the company. Upside to the stock 
would come from conversion of L1 order and fresh orders. 

Change in estimates 

   FY19E   FY20E 
Rs mn Old New % chg Old New % chg 

Sales 26,735 26,514 -0.8 29,867 27,921 -6.5 

EBIDTA 5,482 5,437 -0.8 6,375 5,959 -6.5 

PAT 3,937 3,906 -0.8 4,610 4,263 -7.5 

Source; Kotak Securities – Private Client Research 

 

Company Background 

Cochin Shipyard (Cosh) is wholly-owned Government company, incorporated on 
March 29, 1972 and were conferred the 'Miniratna' status in 2008, by the 
Department of Public Enterprise. It is the largest public sector shipyard in India in 
terms of dock capacity. The company caters to clients engaged in the defence 
sector in India and clients engaged in the commercial sector worldwide. In 
addition to shipbuilding and ship repair, Cosh also offer marine engineering 
training.  
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Financials: Consolidated 

  Profit and Loss Statement (Rs mn)    

(Year-end Mar) FY17 FY18 FY19E FY20E 

Revenues 20,594 23,922 26,514 27,921 
% change YoY 3.5 16.2 10.8 5.3 
Raw material cost 13,141 11,907 16,240 17,032 
Employee cost 2,167 2,714 2,784 2,792 
Other expenses 1,485 4,322 2,054 2,138 
Total Operating expd 16,793 18,943 21,078 21,962 
EBITDA 3,801 4,979 5,437 5,959 
Depreciation  385 462 631 846 
EBIT 3,416 4,517 4,805 5,113 
Other income 1,490 1,600 1,350 1,400 
Interest expense 105 95 93 93 
Profit before tax 4,801 6,021 6,062 6,420 
Tax 1,680  2,023  2,037  2,157  
ETR (%)  35.0   33.6   33.6   33.6  
Profit after tax 3,121 3,998 4,025 4,263 
Minorities& Associates 0 0 0 0 
Net income 3,121 3,998 4,025 4,263 
% change YoY 7.0 28.1 0.7 5.9 
Shares outstanding (m) 113 136 132 132 

EPS 27.5 29.4 30.6 32.4 

Source: Company, Kotak Securities – Private Client Research 
    

Cash flow Statement (Rs mn)    

(Year-end Mar) FY17 FY18 FY19E FY20E 

PAT  3,121   3,998   4,025   4,263  
Depreciation+DTL  385   462   631   846  
Change in working capital  (328)  (106)  1,741   107  
Cash flow from operations  3,178   4,355   6,397   5,216  
 
Capex  (686)  (5,000)  (7,000)  (6,000) 
Investments  521   (173)  -     -    
Cash flow from investments  (165)  (5,173)  (7,000)  (6,000) 
 
Equity issuance  -     9,625   (2,044)  -    
Debt raised  -     (24)  28   0  
Dividend Paid  (1,199)  (1,926)  (1,553)  (1,553) 
Miscellanous items  -     -     -     -    
Cash flow from financing  (1,199)  7,675   (3,569)  (1,552) 
     

Net cash flow  1,813   6,856   (4,171)  (2,337) 
Opening cash  19,710   21,523   28,379   24,208  
Closing cash  21,523   28,379   24,208   21,871 

Source: Company, Kotak Securities – Private Client Research 
 
    

Balancesheet(Rsmn)     

(Year-end Mar) FY17 FY18 FY19E FY20E 

Cash 21,523 28,379 24,208 21,871 
Debtors 3,611 5,020 5,564 5,538 
Inventory 1,865 3,178 3,004 3,134 
Other current assets 5 5 5 5 
Total current assets 5,481 8,203 8,572 8,677 
LT investments 2,327 2,500 2,500 2,500 
Net fixed assets 4,245 8,783 15,152 20,306 
Total assets 33,576 47,866 50,433 53,354 
     
Creditors 1,613 2,326 2,484 2,506 
Provisions 2,496 3,150 3,274 3,503 
Other current liabilties 7,665 8,914 10,743 10,703 
Total current liabilities 11,774 14,391 16,501 16,712 
LT debt 1,491 1,467 1,495 1,496 
Minority Interest 0 0 0 0 
Equity Capital 1,133 1,360 1,316 1,316 
Reserves 19,177 30,648 31,120 33,830 
Networth 20,310 32,008 32,436 35,146 
Total liabilities 33,576 47,866 50,433 53,354 
BVPS (Rs) 179.3 235.4 246.5 267.1 

Source: Company, Kotak Securities – Private Client Research 
    

Ratio Analysis    

(Year-end Mar) FY17 FY18 FY19E FY20E 

EBITDA margin (%)  18.5   20.8   20.5   21.3  
EBIT margin (%)  16.6   18.9   18.1   18.3  
Net profit margin (%)  15.2   16.7   15.2   15.3  
ROE (%)  15.4   12.5   12.4   12.1  
ROCE (%)  15.7   13.5   14.2   14.0  
DPS  9.0   12.0   10.0   10.0  
Dividend payout (%)  38.4   48.2   38.6   36.4  
     
Working capital turnover (days) (114.5)  65.2   63.7   65.9  
Debt Equity (x)  0.1   0.0   0.0   0.0  
     
PER (x)  14.5   13.6   13.1   12.3  
P/C (x)  12.9   12.2   11.3   10.3  
 
Dividend yield (%)  2.2   3.0   2.5   2.5  
P/B (x)  2.2   1.7   1.6   1.5  

EV/Sales (x)  1.6   1.3   1.2   1.1  
EV/ EBITDA (x)  6.1   4.9   4.7   4.4 

Source: Company, Kotak Securities – Private Client Research 
    



 

Kotak Securities – Private Client Research Please see the Disclosure/Disclaimer on the last page For Private Circulation  10 

OCTOBER 17, 2018 

 

 

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. 

 

FUNDAMENTAL RESEARCH TEAM 

Rusmik Oza  Arun Agarwal Amit Agarwal Nipun Gupta Deval Shah  
Head of Research Auto & Auto Ancillary Transportation, Paints, FMCG  Information Tech, Midcap Research Associate 
rusmik.oza@kotak.com arun.agarwal@kotak.com agarwal.amit@kotak.com  nipun.gupta@kotak.com  deval.shah@kotak.com 
+91 22 6218 6441 +91 22 6218 6443 +91 22 6218 6439 +91 22 6218 6433 +91 22 6218 6423 

Sanjeev Zarbade Ruchir Khare Jatin Damania Cyndrella Carvalho Ledo Padinjarathala 
Cap. Goods & Cons. Durables Cap. Goods & Cons. Durables Metals & Mining, Midcap Pharmaceuticals Research Associate 
sanjeev.zarbade@kotak.com ruchir.khare@kotak.com  jatin.damania@kotak.com  cyndrella.carvalho@kotak.com ledo.padinjarathala@kotak.com 
+91 22 6218 6424 +91 22 6218 6431 +91 22 6218 6440 +91 22 6218 6426 +91 22 6218 7021 

Teena Virmani Sumit Pokharna  Pankaj Kumar Jayesh Kumar Krishna Nain 
Construction, Cement, Buildg Mat Oil and Gas, Information Tech Midcap Economist M&A, Corporate actions 
teena.virmani@kotak.com sumit.pokharna@kotak.com pankajr.kumar@kotak.com  kumar.jayesh@kotak.com  krishna.nain@kotak.com 
+91 22 6218 6432 +91 22 6218 6438 +91 22 6218 6434 +91 22 6218 5373 +91 22 6218 7907 

K. Kathirvelu     
Support Executive     
k.kathirvelu@kotak.com 
+91 22 6218 6427   

TECHNICAL RESEARCH TEAM 

Shrikant Chouhan Amol Athawale  
shrikant.chouhan@kotak.com amol.athawale@kotak.com  
+91 22 6218 5408 +91 20 6620 3350 

DERIVATIVES RESEARCH TEAM 

Sahaj Agrawal Malay Gandhi Prashanth Lalu Prasenjit Biswas, CMT, CFTe 
sahaj.agrawal@kotak.com malay.gandhi@kotak.com  prashanth.lalu@kotak.com prasenjit.biswas@kotak.com 
+91 79 6607 2231 +91 22 6218 6420 +91 22 6218 5497 +91 33 6625 9810 

 

 

mailto:cyndrella.carvalho@kotak.com
mailto:k.kathirvelu@kotak.com
mailto:shrikant.chouhan@kotak.com
mailto:amol.athawale@kotak.com
mailto:sahaj.agrawal@kotak.com
mailto:malay.gandhi@kotak.com
mailto:prashanth.lalu@kotak.com
mailto:prasenjit.biswas@kotak.com


 

Kotak Securities – Private Client Research Please see the Disclosure/Disclaimer on the last page For Private Circulation  11 

OCTOBER 17, 2018 

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). 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 with respect to any recommendation and related information and opinions at the time of 
publication of Research Report or at the time of public appearance. Kotak Securities Limited (KSL) may have proprietary long/short position in the above mentioned 
scrip(s) and therefore may be considered as interested. The views provided herein are general in nature and does not consider risk appetite or investment objective of 
particular investor; readers are requested to take independent professional advice before investing. This should not be construed as invitation or solicitation to do business 
with KSL. Kotak Securities Limited is also a Portfolio Manager. Portfolio Management Team (PMS) takes its investment decisions independent of the PCG research and 
accordingly PMS may have positions contrary to the PCG research recommendation. Kotak Securities Limited does not provide any promise or assurance of favourable 
view for a particular industry or sector or business group in any manner. The investor is requested to take into consideration all the risk factors including their financial 
condition, suitability to risk return profile and take professional advice before investing. 
The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and 
its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report. 
No part of this material may be duplicated in any form and/or redistributed without Kotak Securities' prior written consent. 
Details of Associates are available on www.kotak.com 
Research Analyst has served as an officer, director or employee of subject company(ies): No 
We or our associates may have received compensation from the subject company(ies) in the past 12 months.  
We or our associates have managed or co-managed public offering of securities for the subject company(ies) in the past 12 months: No 
We or our associates may have received compensation for investment banking or merchant banking or brokerage services from the subject company(ies) in the past 12 
months. We or our associates may have received any compensation for products or services other than investment banking or merchant banking or brokerage services 
from the subject company(ies) in the past 12 months. We or our associates may have received compensation or other benefits from the subject company(ies) or third 
party in connection with the research report. Our associates may have financial interest in the subject company(ies). 
Research Analyst or his/her relative's financial interest in the subject company(ies): No 
Kotak Securities Limited has financial interest in the subject company(ies) at the end of the month immediately preceding the date of publication of Research Report: 
Hero MotoCorp - Yes 
Our associates may have actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of 
publication of Research Report. 
Research Analyst or his/her relatives has actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding 
the date of publication of Research Report: No.  
Kotak Securities Limited has actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of 
publication of Research Report: No  
By referring to any particular sector, Kotak Securities Limited does not provide any promise or assurance of favourable view for a particular industry or sector or business 
group in any manner. The investor is requested to take into consideration all the risk factors including their financial condition, suitability to risk return profile and take 
professional advice before investing. Such representations are not indicative of future results. 
Subject company(ies) may have been client during twelve months preceding the date of distribution of the research report. 
"A graph of daily closing prices of securities is available at https://www.nseindia.com/ChartApp/install/charts/mainpage.jsp and 
http://economictimes.indiatimes.com/markets/stocks/stock-quotes. (Choose a company from the list on the browser and select the "three years" icon in the price 
chart)." 
Kotak Securities Limited. Registered Office: 27 BKC, C 27, G Block, Bandra Kurla Complex, Bandra (E), Mumbai 400051. CIN: U99999MH1994PLC134051, Telephone No.: 
+22 43360000, Fax No.: +22 67132430. Website: www.kotak.com/www.kotaksecurities.com. Correspondence Address: Infinity IT Park, Bldg. No 21, Opp. Film City Road, A 
K Vaidya Marg, Malad (East), Mumbai 400097. Telephone No: 42856825. SEBI Registration No: INZ000200137 (Member of NSE, BSE, MSE, MCX & NCDEX), AMFI ARN 
0164, PMS INP000000258 and Research Analyst INH000000586. NSDL/CDSL: IN-DP-NSDL-23-97. Our research should not be considered as an advertisement or advice, 
professional or otherwise. The investor is requested to take into consideration all the risk factors including their financial condition, suitability to risk return profile and 
the like and take professional advice before investing. Investments in securities market are subject to market risks, read all the related documents carefully before investing. 
Derivatives are a sophisticated investment device. The investor is requested to take into consideration all the risk factors before actually trading in derivative contracts. 
Compliance Officer Details: Mr. Manoj Agarwal. Call: 022 - 4285 8484, or Email: ks.compliance@kotak.com.  
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 

ks.demat@kotak.com or call us on: Toll free numbers 18002099191 / 1800222299, Offline Customers - 18002099292 
 Level 2: If you do not receive a satisfactory response at Level 1 within 3 working days, you may write to us at ks.escalation@kotak.com or call us on 022-42858445 and 

if you feel you are still unheard, write to our customer service HOD at ks.servicehead@kotak.com or call us on 022-42858208. 
 Level 3: If you still have not received a satisfactory response at Level 2 within 3 working days, you may contact our Compliance Officer (Mr. Manoj Agarwal) at 

ks.compliance@kotak.com or call on 91- (022) 4285 8484. 
 Level 4: If you have not received a satisfactory response at Level 3 within 7 working days, you may also approach CEO (Mr. Kamlesh Rao) at ceo.ks@kotak.com or call 

on 91- (022) 4285 8301. 

https://www.nseindia.com/ChartApp/install/charts/mainpage.jsp

	News Highlights
	What’s Inside
	HERO MOTOCORP LTD
	COCHIN SHIPYARD LTD
	Disclosure/Disclaimer

