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TAKING STOCK

XA syrma SGS Technology

Good prospects appear priced in

At the current valuation, the offer leaves little wiggle room if risks to the business play out

PEER COMPARISON

HARIVISWANATH

BLResearch Bureau

ThelPO of Syrma SGS Technology (Syrma)
opened for subscription on August 12.
The issue is open till August 18 and at the
time of publishing this, it was subscribed
0.37 times. The issue mainly consists of a
primary issue of X766 crore and smaller
offer for sale by the promoter of ¥74
crore, for a total issue size of ¥840 crore.
The company intends to use the issue
proceeds for mainly funding expansion
of manufacturing and R&D facilities
(%480 crore), meeting working capital
requirements (132 crore) and general
corporate purposes (3154 crore). The
‘market-cap of the company atissue price
(price band of ¥209-220) will be around
33,800 crore. The promoters will own
around 47 per cent of the company post
1PO. It also worth noting that the com-
pany had done a pre-IPO placement to a
financial investor at 290 per share a few
months ago,and the IPO has been priced
lower than that due to volatile market
conditions since then.

Business and prospects

Syrma s an electronic system design and
manufacturing (ESDM) company with a
focus on technology-based solutionsand
original design manufacturing (ODM).
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tomers are TVS Motors, Eureka Forbes,
Hindustan Unilever, Robert Bosch Engin-
eering and Business Solutions. Exports
accounted for 43.6 per cent of FY22 rev-
enue (53 per cent in FY21).

Financials and valuation

For FY22, Syrma reported revenue of
1,284.4 crore, EBITDA of 3143.7 crore and
PAT 0f 76.5 crore. This represented year-
on-year growth of 42,23 and 16 per cent
respectively. EBITDA margins declined
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decades.Apopularexamplein thiscaseis
that of Apple and Foxconn. While Apple
develops and owns all the intellectual
property pertaining to the iPhone, it out-
sources the manufacturing to compan-
ies like Foxconn. Syrmaisacompany sim-
ilar to Foxconn, but at much smaller
scale with focus on different segments.
In India, EMS is a fast-growing sector
following thrust for domestic manufac-

‘This business, whichi lassified
under the electronic manufacturing ser-

turing and re- of global sup-
plychamswlthachma

P91

factors like solid growth prospects for
consumption of electronic goods in In-
dia in the long term, India being viewed
by the rest of the world as not just a low-
cost manufacturing alternative but as a

nearly p 113 percent.Ac-
cording to the management, this was
due to productivity being impacted in
FY22 due to supply chain issues and ex-
penses relating to ramp up of new
products. The growth in revenue the
company witnessed in FY22 was after a
flattish revenue trend in Fy21. For the
period FY20-22, the revenue, EBITDA and
PAT CAGR was 21 per cent, -1 per cent and
-9 per cent respectively. According to the
‘management, FY20 had a boost from a
few of the projects that resulted in much
higher margins in the year, which, to
some extent, explains the decline in
EBITDA/PAT since. It needs to be noted

destination for high-quality d: work
and manufacturing, also work in favour
of the industry. The sector in India is cur-
rently dominated by manufacturing of
mobile phones (65.5 per cent of industry
size). This is followed by consumer elec-
tronics and with12.7 per cent,

vices (EMS) sector, large-
scale efficient manufacturing for ori-
ginal brands, and is globally a well-estab-
lished and mature business for multiple
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fservices offered by EMS com-
pames extends from partnering with
end-customer from product design/pro-
totyping to manufacturing and provid-
ing after-sales service. The exact involve-
mentof the EMS company in the product
cycle will, however, vary from a case-to-
case basis depending on the customers’
requirement.As per a report by Frostand
Sullivan (F&S) included in the pro-
spectus, globally the EMS sector is expec-
ted to growth at CAGR of 4.5 per cent
between CY20 and CY25 and reach a size
of St trillion by CY25. However it is expec-
ted to witness much faster growth in In-
dia.

According to the F&S report, the EMS
sector in India is expected to grow at a
CAGR of 30.3 per cent between FY21 and
FY26 and reach a size of $135 billion by
FY26. Import substitution, incentives for
domestic manufacturing (production-
linked incentives/PLI schemes), policies
aimed at promoting make in India and
China plus one strategy are tailwinds for
the sector in India. Further, secular

LYo [l NTPC ¥158.55

Power play for your portfolio

telecom with 4.6 per cent and lighting
with 4 per cent market share. Automot-
ive, industrial, IT, medical and others ac-
count for the balance 13 per cent.

Within the EMS sector, Syrma is a
leader in high-mix, low-volume segment
with presence in most industrial vertic-
als. Currently, it is focused on automot-
ive, consumer, healthcare, industrialand
ITverticals. Products currently manufac-
tured by Syrma include Printed Circuit
Board Assembly/(PCBA) for electronic
products used in different industry ver-
ticals; box products like set-top boxes,
POS printers, home automation control-
lers; RFID (tags), magnetic and electro-
mechanical products (coils, inductors,
magnetic filters). Besides its current fo-
cus, some of the end-user industries
where the company sees more opportun-
itiesand plansto focus on arein lighting,
medical electronics, and aerospace and
defence.

Syrma operates through 11 manufac-
turing facilities located in North and
South India. Some of its marquee cus-

thatthe c madeacquisitions

in FY22 and the comparison of revenue,

EBITDA and profits is based on profroma

financals (assuming the acquisition had

happened prior to the years considered
ere).

At IPO price of 3220 and based on its
post-issue market-cap, Syrma is priced at
atrailing PE of around 51 times. On a pre-
issue basis it is priced at 40 times. While
this is cheaper than listed peers in India
like Dixon Technologies and Amber In-
dustries, which trade at 118 times and 70
times respectively, the peers appear to be
highly overvalued on a fundamental
basis and hence it is hard to use that as
justification.

The lofty valuations that the peers
command in India is usually unheard of
in global markets for the EMS sector.
Scarcity premium may be a factor play-
ing out in India. Hence value-conscious
investors need not subscribe to the IPO
and can waitand watch for now.

EMS sector is a low-marginfhigh-
turnover business and hence can face
outssized benefits (during boom times)
and out-sized contraction in profits dur-
ing down cycles in business as operating
leverage plays out in both ways. The cur-
rent valuation does not appear to offer
sufficient margin of safety for risks that
‘may playout.

Assured return model from regulated projects and reasonable valuation augur well

PARV SHAH
BLResearch Bureau

India’s power sector is marking a major
shift with the government’s proposed
target of 50 per cent of installed power
capacity from non-fossil fuel based en-
ergy resources by 2030, a signifcant part
of which will be from renewable energy-
JIndian power major NTPC (National
Thermal Power Corporation) is eyeing
60 GW of renewable energy capacity and
130 GW of total installed capacity by
2032. At a group level, NTPC has an in-
stalled capacity of about 69,134 MW.

At the current market price (CMP) of
158 level, the stock of NTPC trades at a
trailing P[E of 9.4 times against its three-
year average P[E of 9.8 times; and PJB of
111 times compared to three-year average
of 0.9 times. Based on expected earnings,
the stock trades at a one-year forward P[E
of 82 times. The company also trades
with a decent dividend yield of around
4.5 per cent at CMP. Hence, in the current
environment of market volatility, long-
term investors can look forward to accu-
mulating the shares of NTPC on account
of its assured return model from regu-
lated projects, reasonable valuation
along with a good dividend yield and
consistent payout.

About business

NTPC, a PSU with Maharatna status, gen-
erates 24 per cent of India’s electricity
with a share of 17 per cent of the coun-
try's installed capacity. The company is
majorly involved in the business of elec-
tricity generation along with other busi-
nesses such as consultancy, project man-
agement,  power trading  and
supervision services. A majority of the
electricity generated by the company is
through coal, other sources being gas,
hydro, wind and solar. The company
earns a bulk of its revenue from regu-
lated projects through the sale of
thermal power to distribution compan-
ies under long-term PPA (Power Pur-
chase Agreement), wherein tariff struc-
ture is such that it ensures complete
pass-through of costs such as plant capa-
city charge, supplementary capacity
charge (emission control system cost),
interest on loan, interest on working
capital and energy cost (fuel) and allows
ROE (Return on equity) of 15.5 per cent
over and above these costs.

The company uses multiple means to
source coal. One, company has long-
term FSA (Fuel Supply Agreement) with
CIL (Coal India Ltd) for supply of coal
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quarter-on-quarter basis. Net profit for

Installed capacity mix Consistent the period has increased only about 17
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o on account of lower late payment sur-

Gas/Liquid Fuel 46 charge (interest payable by distribution

Hydro ‘3 companies on account of delay in pay-

3 ment) due to Power Ministry scheme re-

Renewables ) cently allowing distribution companies

(solar and wind) 30 repay overdue in up to 48 monthly in-

2 g B g ) stalments and under recovery of fixed

8 = § 8§ costs to the tune of X500 crore at two

Consistent growth in financials o generating stations which can be re-
covered in the coming quarters.
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Revenue 13499431 11554683 112373 1,02533 89,642 mained stable at around 155 times, It has

EBITDA 42,605 37,990 34,445 28926 23,988 been able to raise debt at an average cost

EBITDA margin (%) 32 33 31 28 27 as low as 5.94 per cent due to its assured
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based on ACQ (Annual Contracted
Quantity). Two, NTPC has captive coal
mines for its own exclusive use. Due to
the shortage of coal in the recent times,
NTPC also imported coal following gov-
ernment guidelines for power genera-
tion companies to import 10 per cent of
the coal needed for building stocks
and blend it with domestic sup-

ply, which proved to be a costly

affair as global coal prices
‘were five times of CIL-notified
coal prices . However, the is-
sue appears to be behind now,
as the government has with-
drawn the mandatory blending \",‘“,
order on account of adequate h
stocks at power plants before wi
annual rise in coal demand + Decent divi
post monsoon when electri-
city demand picks up.

In the renewable space, the
projects are being awarded « Leading pla
on a competitive tariff basis,
which means that the com-
pany will be competing with various
private players to win bids. Down the
line, — 10 years from now, the company
looks forward to making renewables a
substantial part of its portfolio but cur-
rently, the segment accounts for only
2.02 GW of installed capacity against 57
GW of coal-based thermal installed capa-
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city.

Recent performance

For the regulated projects, the com-

pany’s capacity charges are mainly based

on PAF (Plant availability factor), a met-

ric indicating capacity available for gen-
eration (power that can be supplied at

“ _‘L_c..,\anytlme ). NTPC's PAF for coal and

gas plants for Q1 FY23 was 90
‘, per cent and 73 per cent,
which was lower compared
§ to93 per centand 97 per cent

for coal and gas respectively

for Q1 FY22 due to maintenance
led closure of two plants. NTPC

scores on the capacity utilisa-
y tion front, as the company's
dendyield coal plants achieved PLF
(Plant load factor) of about
80 per cent, which is more
than that of industry average
PLF of 69.5 per centand it has
improved on a year-on-year
basis backed by higher elec-
tricity demand. If the PLF for a generat-
ing station is above 85 per cent, the com-
pany would earn incentives over and
above the capacity charge.

The company with revenue of 43,177
crore for Q1 FY23 clocked a growth of
about 47 per cent on a year-on-year basis,
while the same was 17 per cent on a
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resulting in a dividend yield of 4.5 per
cent at CMP with payout ratio of around
40 per cent for FY2021-22 which has been
consistent over time.

Renewables strategy

In the renewables energy (RE) space,
around 4.09 GW of capacity is under con-
struction and the company has recently
‘won bids for 2.2 GW. To keep up pace with
the target of 60 GW of renewable energy
installed capacity in the next 10 years,
the management has guided for com-
mercialisation of around 6 GW of total
capacity during FY23, which includes 1.5
GW of solar capacity addition . For RE
projects, the company is looking for av-
enues beyond PPAs such as selling power
directly to corporates and industrial cus-
tomers, which the company believes can
give better returns. Further, the com-
pany is consolidating its RE assets under
the subsidiary NTPC Green Energy Ltd
and plans for monetisation of these as-
sets during FY23.

While there have been some concerns
in the power generation space such as
shortage of coal, increase in price of
solar modules and competition from
private players in renewables space, in-
vestors can accumulate the stock with a
long-term perspective. The risk-reward is

“growth in 1713 companies that reported profitsin both quarters

BusinessLine’s editorial policy prohibits analysts from

having positions in the stocks they recommend
— Editor

EARNINGS TRACKER
2022-23 Q1 results declared so far: 2,770 companies
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Note: As of August 12, 2022
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WHOAMI?

Are you an avid investor? How well
do you know corporate India?

Here’s a challenge. Using the five clues below, identify the
company that is being being talked about here

My founder has two children and two listed companies,
each named after his children.

I have delivered more than five times return to

Price band %209-220 "
shareholders over the last five years. Inspite of Flls
Market cap ¥3,728-3 877 crore reducing stake in Indian stocks, | am one of the few
companies where they have been increasing their stake.
My biggest client, a global MNC brand, chose me as the
best in my category globally. The MNC's founder gave
the award in the presence of past president of the United
States.
My founder, who maintains high governance standards
and has been awarded for corporate governance,
accepted a board invitation at one of his friend’s companies
that got him into trouble with regulator. He promptly
resigned from that board and settled with the regulator.
Over the last several decades, | have been tripling my
topline and bottomline every five years and | am
confident of repeating that growth rate again.
end your vho-am-i
withyour fllname, posta address and phone number.
Alucky winner in each week will get a book sponsored by UNIFI Capital as a
reward.
Last week’s winner: Contributed by
Munish Agarwal
Last week's answer: J %FLI‘
Sun Pharma S L
Kitex Garments Limited
CIN: L18101KL1992PLC00G528
Regd. Offce:PBNo.,
STATEMENT UFUNAUDITED STANDALONE/CONSOLIDATED FINANCIAL RESULTS FOR THE QUARTER ENDED JUHE 30, 2022
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By orderof the Board:
Sabu M Jacob
MaraggOrectr
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Brewing new possibilities.

COFFEE DAY ENTERPRISES LTD.

Registered and Corporate Office: 23/2, Coffee Day Square,
Vittal Mallya Road, Bengaluru - 560 001, Karnataka, India

Tel: + 9180 4001 2345; Fax +9180 4001 2650;

Website: www.coffeeday.col

Corporate Identification Number L55101KA2008PLC046866

| Results for the Quarter ended 30" June, 2022
R in Crores except per share data)
Quarter ended | Quarter ended | Quarter ended | Year ended
Particulars 30" June, | 31"March, | 30"June, | 31"March,
2022 2022 2021 2022

(Un-Audited) | (Audited) | (Un-Audited) | (Audited)
Totalincome from operations (net) 21334 22619 8798 657.88
Net Loss from ordinary activities after tax (18.00) 5667 (117.28) 13073)
Net Loss for the period after tax
(atter extraordinary items) (18.00) 5867 (117.28) (130.73)
Equity Share Capital 21125 21125 2135 21125
Reserves (excluding Revaluation Reserve
as shown in the Balance Sheet of previous year) 339321
Eamings Per Share (before extraordinary items)
(of X 10/- each)
Basic : (0.79) 248 (5.14) (5.71)
Diluted : (0.79) 248 (5.14) (5.71)
Eamings Per Share (after extraordinary tems)
(0f % 10/- each)
Basic : (079 248 (5.14) 5.71)
Diluted (0.79) 248 (5.14) (5.71)

Notes:

1. The above is an extract of the detailed format of Financial Results filed with the Stock Exchanges under Regulation 33
of the SEBI (Listing and other Disclosure Requirements) Regulations, 2015. The full format of the Financial Results are
available on the website of BSE (www.bseindia.com) and NSE (www.nseindia.com) and on the Company's website

www.coffeeday.com

istics such 6 srong facthold in power
generation sector, val

stable dividend payouts and earnings
visibility. Renewable energy project
pipeline also bodes well for the long
term. Monetisation of renewable assets
can act as a catalyst for further upside.

meeting
heldon 12" August, !
3. Un-Audit i Rin Crores)
Quarter ended| Quarter ended | Quarter ended | Year ended
Particulars 30" June, | 31" March, | 30" June, 31" March,
2022 2022 2021 2022
haracter- (Un-Audited) |  (Audited) | (Un-Audited) | (Audited)
Totalincome from operations (net) 5.00 405 093 1372
uation, Loss before tax and exceptional items (2.24) (117) (19.81) (3.49)
Profit/ (Loss) after tax and exceptional items (224) (117) (19.81) (3.49)
For and on behalf of Board of Directors
Place : Bengaluru SV Ranganath

Date : 12" August, 2022

Interim Chairman and Independent Director
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COFFEE DAY ENTERPRISES LTD.

Registered and Corporate Office: 23/2, Coffee Day Square,

Brewing new possibilities.

Vittal Mallya Road, Bengaluru - 560 001, Karnataka, India

Tel: + 91 80 4001 2345; Fax: + 91 80 4001 2650;

Website: www.coffeeday.com

Corporate Identification Number: L55101KA2008PLC046866

Financial Results for the Quarter ended 30" June, 2022
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1. The above is an extract of the detailed format of Financial Results filed with the Stock Exchanges under Regulation 33
of the SEBI (Listing and other Disclosure Requirements) Regulations, 2015. The full format of the Financial Results are

available on the website of BSE om) and NSE com) and on the Company’s website
wwwcoffeeday.com
2 PP v meeting
held on 12" August, to'l
3. Un-Audited financi y i R in Crores)
Quarter ended | Quarter ended | Quarter ended | Year ended
Particulars 30" June, 31" March, | 30" June, 31" March,
2022 2022 2021 2022
(Un-Audited) (Audited) | (Un-Audited) (Audited)
Total income from operations (net) 5.00 4.05 0.93 13.72
Loss before tax and exceptional items (2.24) (1.17) (19.81) (3.49)
Profit/ (Loss) after tax and exceptional items (2.20) (117) (19.81) (3.49)

For and on behalf of Board of Directors
SV Ranganath
Interim Chairman and Independent Director

Place : Bengaluru
Date : 12" August, 2022
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