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Skipper Ltd.

Result Update

INR 155

Transmission capex play; poised to grow BUY

Skipper Ltd. reported its Q3FY16 results with Net revenue of INR 3,717.7 Mn,
growth of 12% YoY basis which is in line with our estimates of INR 3,698 Mn.
The EBITDA stood at INR 495 Mn with margin of 13.3% compared to 14.7%
YoY and 12.2% on QoQ basis which is lower than our estimates of INR 507
Mn, a decrease of 138bps YoY, on account of higher other expenses, which
increased 82% on YoY basis. The PAT remained at INR 187.2 Mn against our
estimate of INR 190 Mn with margins at 5% in Q3FY16 as against 5.3% YoY
and 8.7% QoQ, an decrease of 25bps YoY.

Volume growth in transmission business, but pressure on realizations due to
low commodity prices: Despite registering strong 20% volume growth in
transmission business, sales growth was lower at 12.87% YoY basis on account of
softer commodity prices. This also resulted in EBIT margin expansion by 126bps to
14.7% from 13.5% in same quarter of previous year. The EBITDA was supported by
INR 102 Mn of export incentive. In 9MFY16, export revenue was ~50% of the sales.
With orderbook of more than INR 20,000 Mn and bids for INR 30,000 Mn, we believe
the company will close the year with higher order book compared to previous year.

Robust growth in PVC business: In 9MFY16, PVC products business has shown
robust growth of 108.7% YoY basis, while growth in Q3FY16 was 98%. On the
backdrop of increased capacity and low base we expect the growth momentum to
continue going forward. We expect the margins in the PVC business will be under
pressure for couple of quarters to penetrate the new markets.

PVC Pipes business expansion on path: The company will shortly commence
production of PVC products at new plant situated at Sikandrabad. This is the
Company's fourth manufacturing unit for PVC products after Kolkata, Ahmedabad and
Assam, taking the company's combined installed capacity for PVC products to 35,000
MT. We believe the company will close this financial year with 40,000 MT capacity and
has plans to increase capacity to 1,00,000 MT by FY18-19, which we expect will be
completed in the given timeframe.

Valuation & Outlook: We have reduced our earnings estimates by 18%, 16% and
19% respectively for FY16-18E, to reflect in softer commodity prices. Robust order
book providing revenue visibility in T&D business; multifold expansion in PVC business
on a pan India level providing scalable growth opportunities reinforces our belief in
sustainable superior earnings performance ahead (EPS CAGR FY16-18E - 45.3%). We
maintain a BUY and TP of INR 248 based on 16x P/E of FY18E EPS and on
8.78x EV/EBITDA FY18E basis, implying 60% upside from current levels. At
CMP of INR 155, the company trades at P/E of 10.02x its FY18E EPS of
INR15.47.

Key Financials:
Particulars

FY14 FY15 FY16E FY17E FY18E
Net Sales 10,404 12,702 15,030 19,216 23,395
EBITDA 1,091 1,726 1,999 2,623 3,217
Adj. PAT 258 466 750 1,200 1,583
EPS 2.52 4.55 7.33 11.73 15.47
OPM (%) 10.49 13.59 13.30 13.65 13.75
NPM (%) 2.59 7.02 6.19 6.25 6.77

Source: Company, KRChoksey Research
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Q3FY16 — Detailed Result Analysis (INR Mn):

Particulars
Net Sales 3615.7 3436.3 3226.8 5.22% 12.05%
Other operating income 102.0 62.8 0.6 62.35% 16561%
Net Sales & Other Operating Income 3717.7 3499.1 3227.4 6.25% 15.19%
Total Expenditure 3222.6 3070.5 2753.3 4.96% 17.05%
Cost of Material Consumed 2293.8 2486.4 2508.3 -7.75% -8.55%
Purchase of Stock in Trade 0.0 0.0 0.0 - -
(Increase) / Decrease In Stocks 28.3 -196.8 -275.5 -114.37% -110.26%
Employee Benefit Expenses 121.7 123.6 93.0 -1.58% 30.75%
Other Expenses 778.9 657.2 427.4 18.52% 82.23%
PBIDT (Excl OI) 495.0 428.6 474.2 15.50% 4.40%
EBITDA Margins (%) 13.3% 12.2% 14.7% 107bps -138bps
Depreciation 61.3 57.8 51.7 6.07% 18.68%
EBIT & exceptional Item 433.7 370.8 422.5 16.96% 2.66%
Other Income 8.6 26.0 6.9 -66.98% 24.15%
Exceptional Items 0.0 181.4 0.0 -100.00% 0.00%
EBIT 442.3 578.2 429.4 -23.50% 3.00%
Interest 153.0 114.3 173.3 33.90% -11.71%
EBT 289.3 463.9 256.1 -37.64% 12.95%
Tax 102.1 161.0 85.5 -36.57% 19.41%
PAT 187.2 302.9 170.6 -38.20% 9.72%
PAT Margin (%) 5.0% 8.7% 5.3% -362bps -25bps
EPS 1.83 2.96 1.67 -38.18% 9.58%

Source: Company, KRChoksey research

Segmental revenue:

Particulars

Infrastructure Projects 73.9 39.4 141.0 87.58% -47.60%
Engg. Products 3272.4 3377.4 2899.1 -3.11% 12.87%
PVC Products 371.5 263.6 187.3 40.91% 98.35%
TOTAL 3717.7 3680.4 3227.4 1.01% 15.19%

Source: Company, KRChoksey research

Segmental EBIT:

Particulars

Infrastructure Projects 14.1 4.9 52.8 186.38% -73.29%
Engg. Products 481.4 611.6 390.0 -21.28% 23.45%
PVC Products 37.7 32.2 18.7 17.17% 101.55%
Total 533.3 648.7 461.5 -17.80% 15.56%
Less:interst Exp 153.0 114.3 173.3 33.91% -11.71%
Add/Less: other unallocable 91.0 70.5 32.1 29.08% 183.49%
PBT 289.3 464.0 256.1 -37.65% 12.95%

Source: Company, KRChoksey research

Segment Margins:

Particulars

Infrastructure Projects 19.1% 12.5% 37.4% 658bps -1834bps
Engg. Products 14.7% 18.1% 13.5% -340bps 126bps
PVC Products 10.2% 12.2% 10.0% -206bps 16bps

Source: Company, KRChoksey research
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Profit & Loss Account:

Particulars (INR mn)

YoY % growth 15.75% 22.09% 18.33% 27.85% 21.74%

(Inc)/Dec in stock in trade -269 246 286 346 421

Other expense 1,439 1,838 2,194 2,786 3,369

EBITDA 1,091 1,726 1,999 2,623 3,217

EBITDA margin (%) 10.49% 13.59% 13.30% 13.65% 13.75%

EBIT 940 1,506 1,748 2,346 2,915

Other income 21 17 41 29 35

Profit Before Tax 367 1,366 1,400 1,805 2,380

Effective Tax Rate (%) 26.71% 34.71% 33.50% 33.50% 33.50%

YoY % growth 43.82% 231.37% 4.41% 28.93% 31.87%

Adjusted PAT 269 892 931 1,200 1,583

Adj. PAT Margin (%) 2.48% 3.67% 4.99% 6.25% 6.77%

Adj. EPS 2.52 4.55 7.33 11.73 15.47
Source: Company, KRChoksey research
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Balance sheet:
Particulars (INR mn) FY14 FY15 FY16E FY17E FY18E
Reserves 2,209 2,936 3,707 4,748 6,171

Long-term Loans 2,639 2,105 2,100 2,100 2,100

Total Loans 4,395 3,829 3,800 3,800 3,800

Liabilities 6,924 7,132 7,874 8,915 10,338

Depreciation 558 782 1,033 1,310 1,611

Capital work-in-progress 83 35 - - -

Trade Receivables 2,318 3,758 3,912 5,002 6,089

Loans and advances 455 458 618 737 897

Total Current assets 5,347 7,090 8,287 10,350 12,739

Other current liabilities & provisions 328 1,090 1,121 1,407 1,713

Net current assets 3,456 3,585 4,078 4,995 6,219

Source: Company, KRChoksey research

Cashflow:
Particulars (INR mn) FY14 FY15 FY16E FY17E FY18E

Depreciation 151 220 251 277 301

Interest paid 605 583 570 570 570

Cash flow from operations 928 1,911 1,337 1,116 1,504

Capital expenditure (-) -321 -299 -500 -400 -500

Inc./(Dec.) in short-term borrowing -235 -31 -24 - -

Inc./(Dec.) in preference capital

Equity issue/(Buyback) 0 - - - -

Dividends paid -18 -160 -160 -160 -160

Others -0 -5 - - -

Closing cash 263 561 639 625 899

Source: Company, KRChoksey research
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Ratios:
Particulars (INR mn) FY14 FY15 FY16E FY17E FY18E

EPS 2.63 8.71 9.10 11.73 15.47

Book value 22.59 29.70 37.23 47.40 61.31

P/E 13.97 17.53 17.03 13.21 10.02

P/BV 1.63 5.15 4.16 3.27 2.53

Ev/Sales 0.76 1.49 1.27 0.99 0.80

ROCE 14.02 21.93 22.97 27.13 28.94

ROIC 14.59 23.88 25.08 29.24 31.78

EBITDA mardgin 10.49% 13.59% 13.30% 13.65% 13.75%

PBT margin 3.53% 10.75% 9.32% 9.39% 10.18%

Adi PAT margin 2.48% 3.67% 4.99% 6.25% 6.77%
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Interest coverage 1.55 2.59 3.07 4.12 5.11
Source: Company, KRChoksey research
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Skipper Ltd. Rating Legend

Date Recommendation Our Rating

Upside

04-Jan-16 177 285 BUY
Accumulate 5% - 15%
Hold 0-5%
Reduce -5% -0
Sell Less than -5%

ANALYST CERTIFICATION:

We, Abhishek Jain (MBA, PGDM), and Nikhil Kothari (Bcom, CA) research associates, author and the name subscribed to this report, hereby certify that all of the views expressed
in this research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or
indirectly related to the specific recommendation(s) or view(s) in this report.

Terms & Conditions and other disclosures:

KRChoksey Shares and Securities Pvt. Ltd (hereinafter referred to as KRCSSPL) is a registered member of National Stock Exchange of India Limited, Bombay Stock Exchange
Limited and MCX Stock Exchange Limited. KRCSSPL is in the process of making an application with SEBI for registering as a Research Entity in terms of SEBI (Research Analyst)
Regulations, 2014.

We submit that no material disciplinary action has been taken on KRCSSPL and its associates by any Regulatory Authority impacting Equity Research Analysis activities.

KRCSSPL generally prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the securities or derivatives of any companies
that the analyst covers.

The information and opinions in this report have been prepared by KRCSSPL and are subject to change without any notice. The report and information contained herein is strictly
confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the
media or reproduced in any form, without prior written consent of KRCSSPL. While we would endeavor to update the information herein on a reasonable basis, KRCSSPL is not
under any obligation to update the information. Also, there may be regulatory, compliance or other reasons that may prevent KRCSSPL from doing so. Non-rated securities
indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or KRCSSPL policies, in
circumstances where KRCSSPL might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or
completeness guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer
to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the
same time. KRCSSPL will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice
or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may
not be suitable for all investors, who must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This
may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate the investment risks. The value and
return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. KRCSSPL accepts no liabilities whatsoever for any loss or
damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure
Document to understand the risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking
statements are not predictions and may be subject to change without notice. Our employees in sales and marketing team, dealers and other professionals may provide oral or
written market commentary or trading strategies that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses
may make investment decisions that are inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all of the
foregoing, among other things, may give rise to real or potential conflicts of interest.

KRCSSPL or its associates might have received any commission/compensation from the companies mentioned in the report during the period preceding twelve months from the
date of this report for services in respect of brokerage services or specific transaction or for products and services other than brokerage services.

KRCSSPL encourages the practice of giving independent opinion in research report preparation by the analyst and thus strives to minimize the conflict in preparation of research
report. KRCSSPL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of
the research report. Accordingly, neither KRCSSPL nor Research Analysts have any material conflict of interest at the time of publication of this report.

It is confirmed that Abhishek Jain (MBA, PGDM), and Nikhil Kothari (Bcom, CA), research associates of this report have not received any compensation from the companies
mentioned in the report in the preceding twelve months. Compensation of our Research Analysts is not based on any specific brokerage service transactions.

KRCSSPL or its associates collectively or its research analyst do not hold any financial interest/beneficial ownership of more than 1% (at the end of the month immediately
preceding the date of publication of the research report) in the company covered by Analyst, and has not been engaged in market making activity of the company covered by
research analyst.

Since associates of KRCSSPL are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the
subject company/companies mentioned in this report.

It is confirmed that Abhishek Jain (MBA, PGDM), and Nikhil Kothari (Bcom, CA), research associates do not serve as an officer, director or employee of the companies mentioned
in the report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject KRCSSPL and affiliates to any registration or
licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in
whose possession this document may come are required to inform themselves of and to observe such restriction.

Please send your feedback to research.insti@krchoksey.com
Visit us at www.krchoksey.com
Kisan Ratilal Choksey Shares and Securities Pvt. Ltd.
Registered Office:

1102, Stock Exchange Tower, Dalal Street, Fort, Mumbai - 400 001.
Phone: 91-22-6633 5000; Fax: 91-22-6633 8060.
Corporate Office:

ABHISHEK, 5th Floor, Link Road, Andheri (W), Mumbai - 400 053.

Phone: 91-22-6696 5555; Fax: 91-22-6691 9576.
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