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Valuation

➚ System Integration division will continue to be lumpy because of
its order book execution that is non linear in nature. Moreover the
company also operates on an agency commission basis where the
margins are lower.

➚ Low natural hedging - The company has almost 90% of its total
employee base operating out of India. Hence, natural hedging is
minimal because maximum costs (salaries paid) are borne in Rupee
terms and revenues earned in dollars / Yen / Pounds.

➚ Low repeat clientele - Tata Elxsi’s repeat clientele is as low as 70%.
This is largely due to the nature of business that they operate in.
The IDE, VCL and SI divisions operate on a need basis and do not
necessarily have repeat business.

Concerns

At the current market price of Rs 293, the stock is trading at a PE of
17.3x its FY07 EPS of Rs 16.82 and 14.1x its FY08 EPS of Rs 20.68 and
9.9x its FY09 EPS of Rs.29.4. The company has fuelled its growth
organically out of its own internal accruals. The company has no plans
to dilute its equity. We have observed that the company is trading at a
discount to its peers by a reasonable margin and we expect a re-rating
of the valuations for its niche space offerings. We maintain a ‘BUY’ with
one year price target of Rs 387, an upside of 33% from the current levels.

Currency Sensitivity Analysis

Rs.mn FY08E FY09E FY08E FY09E
Exchange rate $40.50 $40.00 $40.00 $39.00
Re against Dollar

Revenue 4344.5 6034.1 4288.7 5822.0
Growth YoY(%) 43.4 38.9 39 36

EBITDA 856.0 1211.6 820.0 1106.2
OPM (%) 19.7 20.1 19.1 19.0

Net Profit 644.0 915.9 603.9 825.2
Growth YoY(%) 23.0 42 15 37
NPM (%) 14.8 15.2 14.1 14.2

EPS 20.7 29.4 19.4 26.5
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Profit and Loss Account (Rs.Mn)

FY2006 FY2007 FY2008 FY2009

Total Revenue     2,356.3       3,079.8       4,344.5 6034.1

%change yoy 26.8% 31.8% 43.4% 39%

Consumption of Raw Material        351.4          361.0          445.0 564.0

% of Total Sales 14.9% 11.1% 8.5% 9.3%

Staff Cost     1,197.4        1,543.0        2,374.3 3353.3

%change yoy 42.3% 29.7% 50.6% 41%

% of Total Sales 50.8% 50.0% 52.5% 56%

SG&A        340.8           484.7           669.2 905.0

% of Total Sales 14.5% 16.2% 15.5% 15%

Operating profit (EBIDTA)        466.8          691.1          856.0 1211.6

Interest - - - -

Depreciation          67.3             85.5           119.2 162.9

Operating Profit after Interest,        397.2           602.7           733.6  1,048.7
Deprn and Amortisation

Other income            6.8               4.2               6.5 4

Profit before tax        404.0          606.9          740.2 1052.7

Provision for taxation        59.7 84.1             96.1 136.9

Net profit        344.3          522.9          644.0 915.9

% change YoY 30.9% 51.9% 23.2% 42%

Net profit        344.3           522.9           644.0 915.9

Cash profit        430.3           523.9           763.3 1,079.0

Balance Sheet (Rs.Mn)

Particulars FY2006 FY2007 FY2008 FY2009
SOURCE OF FUNDS
Equity Capital 311.4 311.4 311.4 311.4
Reserves and Surplus 349.4 615.9 975.9 1547.5
Networth 660.8 927.3 1287.3 1858.9
Deferred tax Liability 34.8 38.2 38.7 48.2
Equity share holders funds 695.5 965.4 1326.0 1907.1
Capital Employed 695.5 963.7 1326.0 1907.1
APPLICATION OF FUNDS
Gross Block 776.9 1041.2 1399.9 1792.9
Less :- Accumulated Depreciation 323.9 409.4 528.7 691.6
Net Block 452.9 631.8 871.3 1101.3
Capital WIP including capital advances 31.5 94.7 100.0 120.0
Total Fixed Assets 484.4 726.5 971.3 1221.3
Investment - - - -
Inventories 1.4 3.7 4.0 5.0
Debtors 466.4 601.8 825.5 1146.5
Loans & Advances 357.7 216.4 200.0 220.0
Cash Balances 145.5 201.0 356.4 707.0
Curr Assets, Loans & Adv 971.0 1022.9 1385.9 2078.5
Less:-
b) Current liabilities 374.6 487.3 695.1 965.5
b) Provisions 386.6 298.4 336.0 427.3
Curr Liab & Prov 761.2 785.7 1031.1 1392.7
Net Current Assets Block 209.8 237.2 354.8 685.8
TOTAL Asset 694.2 963.7 1326.0 1907.1
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Cash Flow (Rs.Mn)

FY06 FY07 FY08E FY09E
Particulars
A. Cash Flow from operating Activities
PBT 404.0 606.9 740.2 1052.7
Depreciation and Amortization 67.3 85.5 119.2 162.9
Interest Income (5.2) (4.1) (4.1) (4.1)
Interest Expense 2.2 2.9 2.9 0.0
Profit/ loss on Sale of Assets 0.2 1.6 1.6 1.6
Operating profit before 468.4 691.2 858.2 1211.5
Working Capital changes
Decrease / (Increase) in S. Drs (55.0) (135.4) (223.7) (321.0)
Decrease / (Increase) in Inventory 1.7 (2.4) (0.3) (1.0)
Decrease / (Increase) in Loans /Advances (56.7) 17.7 16.4 (20.0)
Increase / (Decrease ) in Current liabilities 67.6 129.6 207.8 270.3
Cash Inflow from operations 426.0 700.7 858.5 1139.8
Income Tax Paid (39.2) (89.7) (96.1) (136.9)
Net Cash Inflow from Operation 386.8 611.1 762.3 1003.0
Purchase of fixed Assets / (193.3) (329.7) (353.5) (373.0)
Capital Advances
Change in Gross Block 172.5 264.3 358.7 393.0
Change in WIP 20.6 63.3 5.3 20.0
Proceeds of sale of fixed projects 0.1 0.5 0.5 0.5
Interest received 5.2 4.1 4.1 4.1
Net cash outflow from (188.0) (325.1) (348.8) (368.4)
investing activities
C. Cash Flows from financing activities
Interest paid (2.2) (2) (3) 0
Dividend paid (168.2) (199) (218) (249)
Tax on Dividend paid (24.0) (28) (37) (35)
Net cash outflow from financing (194.4) (230) (258) (284)
activity
Net increase/ (decrease) in cash 4.4 55.5 155.4 350.6
and cash equival
Cash and Equivalents at the 141.1 145.5 201.0 356.4
beginning of year
Cash at the end of the year 145.5 201.0 356.4 707.0

Ratio

FY06 FY07 FY08E FY09E

Growth

Net Sales 26.8% 30.7% 41.1% 38.9%

Adjusted Net Profit 30.9% 51.9% 23.2% 42.2%

EBITDA 30.2% 48.1% 23.9% 41.6%

EPS 31.4% 52% 23% 42%

CEPS 34.3% 44.1% 23.1% 41.3%

Gross Fixed Assets 28.5% 34.0% 34.5% 28.1%

Capital Employed 22.0% 38.8% 37.6% 43.8%

Valuation

EPS (Rs.) 11.1 16.8 20.7 29.4

CEPS (Rs.) 13.8 19.9 24.5 34.7

BVPS (Rs) 21.2 29.8 41.3 59.7

PER (x) 24.78 17.30 14.07 9.89

PEG (x) 0.9 0.30 0.24 0.23

P/CEPS (x) 21.7 14.6 10.1 8.40

P/BV (x) 13.0 9.77 7.04 4.87

EV/EBITDA (x) 18.3 14.1 11.2 7.6

EV/Net Sales  (x) 3.6  3.2 2.2 1.5

Revenue per Employee (Rs.mn) 1.2 1.1 1.1 1.2

Profit Per Employee (Rs.mn) 0.2 0.2 0.2 0.2

Profitability

ROCE (%) 57.1% 62.5% 55.3% 55.0%

ROE (%) 52.1% 56.4% 50.0% 49.3%

EBIDTA Margin (%) 19.8% 22.4% 19.7% 20.1%

Net Profit Margin (%) 14.6% 17.0% 14.8% 15.2%

Tax incidence - Tax/PBT (%) 14.8% 13.8% 13.0% 13.0%

Turnover

Avg. Collection Period (Days) 72.2 71.3 69.4 69.4
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Networth Research: E-mail- research@nsbl.co.in

Research Sector E-mail id Telephone nos.

Huzaifa Suratwala Auto / Banks / Shipping / Logistics huzaifa.s@nsbl.co.in 022-30286389
Rishi Maheshwari Information Technology rishi@nsbl.co.in 022-30286389
Rajan Kumar Cement / Pharmaceuticals rajan@nsbl.co.in 022-30286389
Rati Pandit Hotels / Aviation rati@nsbl.co.in 022-30286389
Brijesh Rajvanshi Telecom / Media brijesh@nsbl.co.in 022-30286389
Vishal Sanghavi Textiles vishalsanghavi@nsbl.co.in 022-30286389
Surya N. Nayak Mid Caps suryanarayan@nsbl.co.in 022-30286389
Ashwani Sharma Power / Power Equipments ashwanisharma@nsbl.co.in 022-30286389
Deepak Kumar KS Associate ksdeepakkumar@nsbl.co.in 022-30286389
Rabindra Basu Associate rabindrabasu@nsbl.co.in 022-30286389
Shruti Bhargava Associate shrutibhargava@nsbl.co.in 022-30286389
Shashin Shah Mid Caps sdshah@networthstock.com
Amar More Production amar@nsbl.co.in 022-30286389

Networth Institutional Sales: E-mail- dealing@nsbl.co.in

Raj Bhandari / Rameshwar Singh 022-22633020/1/2
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