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9 August 2016 

Skipper 

Tower division delivers, but valuations rich; downgrading to Hold 

Though Skipper’s cost competitiveness (its locational advantage and 
backward integration) would ensure that it remains a beneficiary of 
capex on enhancing transformation capacity, rich valuations, we 
believe, cap the upside. Meaningful positive FCF too is unlikely to 
come true in the foreseeable future as its capex continues. Thus, we 
lower our rating from a Buy to a Hold.  

Domestic compensates for lower exports: We estimate export revenues to 
have dipped on the lower order backlog. However, this seems to have been 
more than compensated by domestic tower orders to drive overall revenue 
growth of ~20% yoy. Among verticals, domestic orders led ~21% revenue 
growth for Engineering products. Polymer products saw growth moderate to 
~14% whereas it stood at impressive ~31% for Infrastructure projects.  

Healthy profitability: Lower segment margins for the Polymer products 
division (under absorption of fixed costs; as operations yet stabilising) 
compressed the overall EBITDA margin ~61bps yoy. Notwithstanding the 
margin compression, healthy revenue growth combined with contained 
finance costs (~5.6% of sales; ~6.2% a year ago) and a lower effective tax rate 
(~32.3%; ~34.7% a year ago) turned earnings growth a healthy ~37%.  

Lines up new capex: The board has approved investment to set up a 
30,000-tonne tower/distribution-poles manufacturing unit in Guwahati, to 
take care of greater business prospects in the north-eastern states. A 7,000-
tonne CPVC and UPVC fittings unit has also been approved, to act as a 
feeder unit for high-value products to other polymer units. Investment for 
these two is pegged at ~`0.7bn and is targeted to be expensed in FY17.   

Valuation: At the CMP, the stock trades at PE of 15.8x FY17e and 13.0x 
FY18e marginally-revised earnings estimates (to factor in committed capex for 
the greenfield unit in Guwahati).  We value the company at a PE of 15x FY18e 
and arrive at target price of ~`182, implying an upside of ~15%. Risk. Any 
significant delay in order awarding.  

Financials (YE Mar)  FY17e  FY18e 

Sales (` m)  17,758  20,481 

Net profit (` m)   1,023  1,242 

EPS (`)  10.0 12.1 

Growth (%)  32.9 21.4 

PE (x)  15.8 13.0 

PBV (x)  3.5 2.8 

RoE (%)  24.1 23.9 

RoCE (%)  23.4 24.0 

Dividend yield (%)  0.9 0.9 

Net debt / equity (x)  1.0 0.8 
Source: Anand Rathi Research  

 
Quarterly results (YE Mar) Q1 FY16 Q1 FY17 % yoy FY15 FY16 % yoy

Sales (` m) 2,367 2,844 20.2 12,708 14,881 17.1

EBITDA margin (%) 14.9 14.3 -60.9bps 13.6 13.5 -11.2bps

Interest (` m) 147 160 8.8 583 570 -2.2

Depreciation (` m) 59 67 14.7 220 241 9.7

Other income (` m) 6 8 26.7 17 52 212.0

Exceptional item (` m) - 15 - 420 181 -56.8

PBT (` m) 153 203 31.9 1,366 1,433 4.9

Tax (` m) 53 65 22.6 474 482 1.6

Reported. PAT (` m) 100 137 36.9 892 951 6.7

Source: Company                

Key data  SKIPPER IN / SKIP.BO 
52-week high / low `220 / `116
Sensex / Nifty 28085/8678
3-m average volume  $0.3m
Market cap  `16bn / $242.5m
Shares outstanding  102m

Shareholding pattern (%)  Jun'16  Mar'16  Dec'15 

Promoters  72.4 72.4  72.4 
- of which, Pledged -  - -
Free Float  27.6 27.6  27.6 
 - Foreign Institutions  0.2 0.2 1.1 
 - Domestic Institutions  3.0 3.2 0.0 
 - Public   24.5 24.3  26.5 

Estimates revision (%) FY17e FY18e

Sales -0.1 -0.1 
EBITDA  0.0 -0.3 
EPS -0.1 -0.3 

Change in Estimates   Target   Reco  

Rating: Hold 
Target Price: `182 
Share Price: `158 
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Quick Glance – Financials and Valuations
Fig 1 –  Income statement (` m) 
Year-end: Mar FY14 FY15 FY16 FY17e FY18e

 Net revenues  10,415  12,708  14,881  17,758  20,481 
 Revenue growth (%)   15.7 22.0  17.1 19.3 15.3 
 - Oper. expenses   9,313  10,976  12,870  15,345  17,692 
 EBIDTA   1,102  1,732  2,011  2,414  2,788 
 EBITDA margins (%)   10.6 13.6  13.5 13.6 13.6 
 - Interest  605  583 570  641  676 
 - Depreciation  151  220 241  256  286 
 + Other income  21  17  52  41  48 
 - Tax  98  474 482  535  631 
 Effective tax rate (%)   26.7 50.1  38.5 34.3 33.7 
 + Associates / (minorities)  -  - -  -  -
 Adjusted PAT  269  472 770  1,023  1,242 
 + Extraordinary items  -  420 181  15  -
 Reported PAT  269  892 951  1,038  1,242 
 Adj. FDEPS (` / sh)  2.6 4.6 7.5 10.0 12.1 
 Adj. FDEPS growth (%)   43.8 75.3  63.2 32.9 21.4 
Source: Company, Anand Rathi Research  

 
Fig 3 –  Cash-flow statement (` m) 
Year-end: Mar FY14 FY15 FY16 FY17e FY18e

 Adjusted PAT  269  892 951  1,038  1,242 
 + Non-cash items  151  220 241  256  286 
 Cash profit  420  1,112  1,192  1,294  1,528 
 - Incr. / (decr.) in WC  134 -170  1,038  881  819 
 Operating cash-flow  286  1,281 154  413  710 
 - Capex  321  299 946  638  486 
 Free cash-flow   -35  982  -792 -224  224 
 - Dividend  18  160 172  184  184 
 + Equity raised  -0 -5 -2 -0  -
 + Debt raised  188 -519 903  317  213 
 - Investments  -  - -  -  -
 - Misc. items  -  - -  -  -
 Net cash-flow  135  298 -63 -107  252 
 + Op. cash & bank bal.  128  263 561  498  406 
 Cl. Cash & bank bal.  263  561 498  406  659 
Source: Company, Anand Rathi Research  

 
Fig 5 –  Price movement 

Source: Bloomberg  

Fig 2 –  Balance sheet (` m) 
Year-end: Mar FY14 FY15 FY16 FY17e FY18e

 Share capital  102  102 102  102  102 
 Reserves & surplus   2,209  2,936  3,713  4,566  5,624 
 Net worth   2,312  3,039  3,815  4,669  5,727 
 Total debt   4,395  3,829  4,682  4,999  5,212 
 Minority interest  -  - -  -  -
 Def. tax liab. (net)  218  265 315  315  315 
 Capital employed  6,924  7,132  8,812  9,982  11,254 
 Net fixed assets   3,456  3,535  4,239  4,623  4,826 
 Intangible assets  12  12  12  10  8 
 Investments  -  - -  -  -
 - of which, Liquid  -  - -  -  -
 Working capital   3,193  3,024  4,062  4,943  5,761 
 Cash  263  561 498  406  659 
 Capital deployed   6,924  7,132  8,812  9,982  11,254 
 Working capital (days)  112 87 100 102 103
 Book value (` / sh)   22.6 29.7  37.3 45.6 56.0 
Source: Company, Anand Rathi Research

 
Fig 4 –  Ratio analysis @ `158 
Year-end: Mar FY14 FY15 FY16 FY17e FY18e

 P/E (x)   60.2 34.4  21.1 15.8 13.0
 Cash P/E (x)   38.6 23.4  16.0 12.7 10.6
 EV / EBITDA (x)   18.5 11.2  10.1 8.6 7.4
 EV / sales (x)   2.0 1.5 1.4 1.2 1.0
 P/B (x)   7.0 5.3 4.2 3.5 2.8
 RoE (%)   12.3 17.6  22.5 24.1 23.9
 RoCE (%)   14.5 21.7  22.8 23.4 24.0
 Dividend yield (%)   0.1 0.8 0.9 0.9 0.9
 Dividend payout (%)  6.7 33.9  22.4 18.0 14.8
 Net debt / equity (x)   1.8 1.1 1.1 1.0 0.8
 Debtor (days)  81  108  91  99  99
 Inventory (days)  80  66  61  67  67
 Payables (days)  55  69  52  61  61
 Interest cover (x)   1.6 2.6 3.2 3.4 3.8
 Fixed asset T/O (x)   3.0 3.6 3.5 3.8 4.2
Source: Company, Anand Rathi Research 

 
Fig 6 –  FY16 Revenue break-up 

 
Source: Company

0

70

140

210

280

Ju
l-1

4

Se
p-

14

D
ec

-1
4

Fe
b-

15

Ap
r-1

5

Ju
n-

15

Se
p-

15

N
ov

-1
5

Ja
n-

16

M
ar

-1
6

M
ay

-1
6

Au
g-

16

(`)

SKIPPER

Engineering 
products

88%

PVC products
10%

Infrastructure 
projects

2%



 
9 August 2016 Skipper –  Tower division delivers, but valuations rich; downgrading to Hold 

Anand Rathi Research 3 

  Result / Concall Highlights 
 For Q1 FY17, Skipper’s Engineering products division (adj. for forex 

gains) registered ~21% yoy revenue growth and ~51bps margin 
contraction. On the lower order backlog, we estimate export revenues 
to have dipped ~20% yoy. Lower export revenues seem to have been 
more than compensated by domestic revenues. Segment margin 
shrank owing to the change in the revenue mix.  

 For Q1 FY17, revenue growth in the Polymer products eased to 
~14% owing to slower off-take by channel partners and delay in 
dispatch of quantities for two project orders (client approval delayed). 
With the 6,000-tonne unit commissioned in Hyderabad in Q1 and 
with operations at units commissioned during FY16 stabilising, 
revenues are expected to be better in coming quarters. Segment 
margins compressed by ~245bps yoy to owing to under-absorption of 
fixed costs for the recently-commissioned units.  

 The Infrastructure projects division returned to positive growth after 
three consecutive quarters of yoy decline. The division registered 
~31% yoy revenue growth (on account of new orders) with a ~13.4% 
margin.   

 Volume growth in the Engineering products and the Polymer 
products divisions was seen to be in line with value growth.  

Fig 7 – Segment-wise highlights 
 (YE: Mar) Q1  FY16 Q1  FY17 %  yoy Q4  FY16 %  qoq FY15 FY16 %  yoy

Segment revenue (` m)           

Engineering products 1,951 2,358 20.8 4,659 -49.4 11,348 13,079 15.3

Polymer products 333 378 13.7 558 -32.1 897 1,525 70.0

Infrastructure projects 83 108 30.7 81 34.4 462 277 -40.2

Total 2,367 2,844 20.2 5,297 -46.3 12,708 14,881 17.1

Segment margins (%)           

Engineering products 15.1 14.6  - 14.5  - 12.2 13.4  -

Polymer products 12.1 9.6  - 9.9  - 11.5 10.8  -

Infrastructure projects 23.4 13.4  - 5.5  - 23.8 15.5  -

Blended 15.0 13.9  - 13.9  - 12.6 13.2  -

Source: Company          
Note: Figures adjusted for forex gain of ~`15m in Q1 FY17, ~`181m in FY16  and ~`420m in FY15 

 With modest growth in the Polymer division in Q1, management sees 
its full-year growth to turn out to be lower than the earlier guided 
~70%. Management expects overall revenue growth of ~15-20%.  

 Capacity utilisation in the Polymer division was ~90% for the East 
(Uluberia) and ~55-60% for the West (Ahmedabad). For other units, 
utilisation levels were below 50% and management expects a gradual 
ramp-up by Q3 FY17.  

 Capex for the new unit in Guwahati 

 Apart from locational advantages, fiscal benefits (direct and 
indirect) that would be available to the unit also played a key role in 
firming up the capex plan.  

 Management identifies ~`0.4bn of investment for tower/ 
distribution poles capacity and another ~`0.3bn for CPVC and 
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UPVC fitting capacity.  

 Capex (per unit) is on a higher side since it is a greenfield 
expansion, against the earlier practice of a brownfield expansion 
for tower-manufacturing capacity and leased facilities for the 
Polymer products division.  

 Management hopes to fund this capex with ~`450m-500m debt 
and ~`200-250m internal accruals. 

 During the quarter, the company added orders of ~`2.4bn to the end-
FY16 order backlog of ~`24.9bn. Orders secured during the quarter 
were a mix of international (~`1bn) and domestic (~`1.5bn) orders. 

 Nearly 50% of the closing order backlog is from PGCIL, followed by 
other domestic orders (~25%). The share of exports was ~25%.   

 In addition to the orders secured in Q1, management identifies bids 
under evaluation of ~`10bn. Of these, bids under evaluation with 
PGCIL account for ~50%, South East Asian countries ~25% and the 
rest a mix of domestic and international orders.  

 On inflow prospects, management sees meaningful awarding activity 
domestically (particularly from SEBs). It is eyeing a fair share in 
transmission-tower orders expected in north-east India under the 
NERPSIP.   

 For geographic diversification, management efforts continue to 
enhance its international operations and it identifies Kenya, Egypt and 
South-East Asian countries (Philippines, Vietnam, Malaysia) as the 
areas with huge potential.  However, management remains conscious 
of margins that it intends to bid with.  
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  Earnings Revision and Valuation 
To factor in the new committed capex, we slightly lower our FY17 and 
FY18 earnings. As operations at the new unit would take time to stabilise, 
we believe finance costs and depreciation charges would cut into 
profitability. At the CMP, the stock trades at PE of 15.8x FY17 and 13.0x 
FY18 revised earnings estimates. We value the company at a PE of 15.0x 
FY18e and arrive at a target price of ~`182, implying an upside of ~15%.  

Fig 8 – Change in estimates 

` m 
Original Estimates Revised Estimates Change (%) 

FY17e FY18e FY17e FY18e FY17e FY18e

Revenue 17,777 20,502 17,758 20,481 -0.1 -0.1 

EBITDA  2,413  2,798  2,414  2,788  0.0 -0.3 

EPS (`)  10.0  12.2  10.0  12.1 -0.1 -0.3 

Source: Anand Rathi Research 

Fig 9 – PE band 

 
Source: Bloomberg, Company, Anand Rathi Research 

Risk 

 Any significant delay in order awarding. 

 Failure of the performance of the Polymer division to improve.  
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