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BUY SUHANI ADILABADKAR RESEARCH REPORT Q3 FY17 HINDALCO INDUSTRIES LTD



CMP



STANDALONE



Rs. 189.85



TARGET QUARTERLY OUTLOOK & RECOMMENDATION



HINDALCO Industries Ltd reported another stellar performance with revenue growing at 14% & EBDITA jumping 64% YOY in the current December quarter. Profit After Tax was reported at Rs. 3205 Mn in current Q3 FY17 against Net Loss of Rs. 328 Mn same period previous year. Revenue or Income from Operations stood at Rs. 99148 Mn in the current quarter against Rs.87159 Mn in Q3 FY16. Revenue also witnessed stable 4% sequential growth in the current December quarter driven by increase in average realization for both Aluminium and Copper, along with weaker rupee and higher aluminium volumes. Aluminium & Copper revenues grew by 9% & 19% respectively in the current Q3 FY17. EBDITA was reported at Rs. 14052 Mn in Q3 FY17 against Rs. 8589 Mn corresponding quarter previous year. Other Income increased 20% yearly whereas on sequential basis there was a decline of 35%. Other Income was reported at Rs. 2200 Mn in the current Q3 FY17. Higher volumes, higher LME, rationalized cost structure due to benign input costs YOY, enhanced coal security and captive reserves led to EBDITA improving phenomenally by 432 bp at 14.17% in the current December quarter. Net Profit Margin was reported at 3.23% in Q3 FY17. Hindalco Industries Ltd receives 50% of its revenue from Aluminium segment which grew 9% YOY. Copper segment also contributed the same growing 19% YOY on account of higher copper realization but was partially negated by lower byproduct prices of Sulfuric acid and di ammonium phosphate. The company continues to focus on deleveraging itself and has made pre-payment of Rs. 34200 Mn in January 2017 against the outstanding project term loans. Hindalco with market cap of Rs. 389211 Mn is the industry leader in the Indian Aluminium industry and is poised for higher growth with strong demand from power, transportation, housing & packaging sectors. In addition to that industries such as solar power, aerospace, defence, railways, metro & smart city projects offer long term growth opportunities to Indian Aluminium industry. The company is focused on 3Cs, customer centricity, cost control and cash conservation which will lead to long term stability & profitability. We recommend BUY for the stock for medium & long term investment with PE multiple of 26.97 x FY17E & 24.15 x FY18E with a target price of Rs. 285.



Rs. 285.00



INDUSTRY



Aluminium



SCRIP CODE



500440



FACE VALUE



Rs. 1.00



MARKET Rs. 389211 Mn CAP 52 WEEK Rs.202.25 /Rs.79.00 HIGH/LOW SHAREHOLDING PATTERN (%) PROMOTER



37.67



PUBLIC



62.33



OTHERS TOTAL



In Mn



Q3 FY17



100.00 Q3 FY16 CHN%



REVENUE



99148.10



87159.40



14%



PAT



3205.60



(327.50)



-



EBDITA



14051.90



8589.20



64%



1.56



(0.16)



-



FY16A



FY17E



FY18E



343176.60



379474.32



398448.04



PAT



6072.50



14421.00



16115.87



EBDITA



43843.70



57409.35



60792.10



EPS



2.94



7.04



7.86



PE



64.57



26.97



24.15



EPS



In Mn REVENUE



HINDALCO INDUSTRIES LTD V/S S&P BSE SENSEX



PERFORMANCE METRICS (December Quarter FY17) Profitability Analysis EBDITA (Rs. In Mn)
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Hindalco Industries reported strong third quarter results with Revenue 14% higher compared to same period previous year. Revenue stood at Rs. 99148 Mn in the current December quarter with sequential rise of 4%. EBDITA jumped 64% YOY on the back of robust operational performance, strong volume growth and soft input prices. EBDITA stood at Rs. 14052 Mn in the current quarter against Rs. 8589 Mn corresponding quarter previous year. Operating cost jumped 9% YOY from Rs. 83525 Mn to Rs. 90875 Mn in Q3 FY17. Advantages of adequate coal security, captive alumina & bauxite, controlled cost structure, lower depreciation and declining interest costs buffeted the company’s bottomline as PAT was reported at Rs. 3206 Mn in the December quarter against net loss of Rs. 328 Mn in Q3 FY16. Other Income too played its part rising 20% QOQ at Rs. 2200 Mn vis-a vis Rs. 1834 Mn same period previous year. On quarterly basis, other income declined 35% in the current December quarter.
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Expenditure Analysis



Rs. In Mn Cost Materials



of



Q3 FY17



Q3 FY16



CHG%



58412.60



48341.20



20.83%



Excise Duty



6012.50



5786.30



3.91%



Employee Benefit Expenses



4444.80



4386.10



1.34%



Power & Fuel



14294.90



16467.90



-13.20%



Depreciation & Amortization



3579.50



3120.30



14.72%



Other Expenses



10982.40



8469.10



29.68%
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Cost of Material is the major constituent of total expenditure for Hindalco accounting for about 60%. YOY cost of material increased 21% whereas on quarterly basis rise was 18%. The next biggest contributor is power & fuel constituting 15% of expenditure, declining 13% YOY whereas QOQ cost of power & fuel fell 4%. Hindalco has the advantage of captive alumina & bauxite leading to high coal security and benign input costs lead to rationalized cost structure in the current December quarter. The company imports very less portion of its coal requirement because of these captive mines & coal linkages insulating itself from rising international coal prices. In addition to Gare Palma IV/4 and Gare Palma IV/5 coal mines, Kathautia mines have commenced operations in February 2017 thus further improving the company’s coal security.
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Higher volumes and lower costs improved EBDITA margin in the current quarter by 432 BP and stood at 14.17% compared to 9.85% same period previous year. QOQ, EBDITA margin declined 144 basis points as margin was reported at 15.61% in Q2 FY17. Operating expenditure & Revenue ran parallely at 4% leading to lower margins in Q3 FY17 sequentially. Depreciation has increased over previous quarters due to progressive capitalization of new projects. Depreciation rose 6% YOY and 2% sequentially and was reported at Rs.3580 Mn in current quarter. Interest expenses have been falling over the previous two quarters and accounted for about 6% of total revenue in the current December quarter. On absolute basis, rise in interest expenses YOY was about Rs. 27 Mn in Q3 FY17. Interest expenditure is expected to fall



further with declining interest rates in the system. The company has prepaid Rs. 3420 Mn in January 2017 against the outstanding project term loans. The company’s year to date pre-payment of term loans, ahead of their scheduled dates stands at 10310 Mn. Taxation expenditure accounted 1.40% of total revenue in current quarter and on yearly terms jumped 17% and was reported at Rs. 1389 Mn in the current December quarter. On quarterly basis, Taxation expenditure decreased 28%. Net Profit Margin grew 361 basis points YOY as expenditure including finance and taxation increased 10% YOY whereas Net Profit moved in positive territory after a Net Loss of Rs. 328 Mn in the corresponding quarter previous year.



Segment Revenue Analysis REVENUE MIX Sales Volume



Q3 FY17



Q3 FY16



CHG%



Aluminum



49169.20



45291.80



9% Copper 50%



Copper



50004.20



41898.40



Aluminum 50%



19%



The net sales for the quarter stood at Rs. 99148 Mn with aluminium & copper contributing equally to the total revenues. Aluminium revenue increased 9% on the back of strong volume growth and realization. Copper revenues grew 19% on account of higher realization but were partly negated by lower by-product prices of Sulphuric Acid and Diammonium Phosphate. Alumina production including Utkal Alumina stood at 744 KT, 5% higher compared to corresponding quarter previous year. Aluminium metal production stood at 320 KT and was up 9%. Aluminium standalone reported EBITDA of Rs. 8760 Mn against Rs. 3760 Mn, an increase of 147% corresponding quarter previous year. On sequential basis EBITDA jumped 8% mainly driven by higher realization. For copper, yearly EBITDA declined 6% and was reported at Rs. 3300 Mn against Rs. 3520 Mn in Q3 FY17, impacted by lower by-products realization and lower treatment and refining charges. Cathode production volumes was flat at 94 KT, CC rod production was lower by 8 KT impacted by lower demand. Sequentially Copper EBITDA fell 10% due to lower demand in the domestic market and lower by-products realization.



Corporate Profile Hindalco Industries Limited, metals flagship of Aditya Birla Group, is the industry leader in aluminum and copper. Hindalco is the world’s largest aluminum rolling company and Asia’s biggest producers of primary aluminum. Its state-of-art copper facility comprises a world-class copper smelter and a fertilizer plant along with a captive jetty. The copper smelter is one of the world’s largest custom smelters at a single location. In India, the company’s aluminum units across the country encompass gamut of operations from bauxite mining, alumina refining, coal mining, captive power plants and aluminum smelting to downstream rolling, extrusions and foils. Hindalco ranks among the global aluminum majors as an integrated producer and has footprint in 13 countries outside India. The Birla Copper unit produces copper cathodes and continuous cast copper rods, along with other by-products, including gold, silver, and DAP fertilizers. Hindalco has been accorded Star Trading House status in India. Its aluminium is accepted for delivery under the High Grade Aluminium Contract on the London Metal Exchange (LME), while its copper quality is also registered on the LME with Grade A accreditation.



Financial Analysis QUARTERLY PROFIT & LOSS STATEMENT OF HINDALCO INDUSTRIES LTD FROM 30TH June 2016 TO 31ST March 2017E VALUE



30-June-16



30-Sep-16



31-Dec-16



31-March-17E



Rs. In Million



3 months



3 months



3 months



3 months



INCOME FROM OPERATIONS



81593.10



95619.10



99148.10



103114.02



OTHER INCOME



2262.40



3363.90



2199.70



2419.67



TOTAL INCOME



83855.50



98983.00



101347.80



105533.69



EXPENDITURE



-70346.30



-84055.30



-87295.90



-90613.14



EBDITA



13509.20



14927.70



14051.90



14920.55



DEPRECIATION



-3382.10



-3516.00



-3579.50



-3686.89



PROFIT BEFORE INTEREST & TAX



10127.10



11411.70



10472.40



11233.66



INTEREST



-5995.70



-5942.70



-5879.00



-5820.21



-



848.90



-



-



PROFIT BEFORE TAX



4131.40



6317.90



4593.40



5413.45



TAX



-1188.70



-1928.50



-1389.50



-1528.45



PROFIT AFTER TAX



2942.70



4389.40



3203.90



3885.00



-2.00



8.00



1.70



-



NET PROFIT



2940.70



4397.40



3205.60



3885.00



EQUITY CAPITAL



2048.90



2049.10



2050.10



2050.10



FACE VALUE



1.00



1.00



1.00



1.00



EPS



1.44



2.15



1.56



1.90



EXCEPTIONAL INCOME



DISCONTINUED OPERATIONS



ANNUAL PROFIT & LOSS STATEMENT OF HINDALCO INDUSTRIES LTD FROM 2015 TO 2018E



VALUE



31- Mar-15



31- Mar-16



31- Mar-17E



31-Mar-18E



Rs. In Million



12 months



12 months



12 months



12 months



345250.30



343176.60



379474.32



398448.04



OTHER INCOME



8822.10



10662.10



10245.67



11270.24



TOTAL INCOME



354072.40



353838.70



389719.99



409718.28



EXPENDITURE



-316862.10



-309995.00



-332310.64



-348926.18



EBDITA



37210.30



43843.70



57409.35



60792.10



DEPRECIATION



-8370.30



-12770.00



-14164.49



-14872.71



PROFIT BEFORE INTEREST & TAX



28840.00



31073.70



43244.86



45919.39



INTEREST



-16370.90



-23747.60



-23637.61



-23164.86



-



-



848.90



-



PROFIT BEFORE TAX



12469.10



7326.10



20456.15



22754.53



TAX



-3217.50



-1253.60



-6035.15



-6638.67



PROFIT AFTER TAX



9251.60



6072.50



14421.00



16115.87



-



-



7.70



-



NET PROFIT



9251.60



6072.50



14428.70



16115.87



EQUITY CAPITAL



2065.20



2065.20



2050.10



2050.10



RESERVES



49386.30



368613.70



383042.40



399158.27



FACE VALUE



1.00



1.00



1.00



1.00



EPS



4.48



2.94



7.04



7.86



INCOME FROM OPERATIONS



EXCEPTIONAL INCOME



DISCONTINUED OPERATIONS



Ratio Analysis YEAR



FY 15A



FY 16A



FY 17E



FY18E



4.48



2.94



7.04



7.86



NPM



2.68%



1.77%



3.80%



4.04%



EBDITA MAGIN



10.78%



12.78%



15.13%



15.26%



ROE



17.98%



1.64%



3.74%



4.02%



BOOK VALUE



24.91



179.49



187.84



195.70



P/BV



7.62



1.06



1.01



0.97



PE



42.38



64.57



26.97



24.15



EPS



Industry- Current Scenario Aluminum is third most available metal on earth and the second most commonly used after steel. India has 10% of the world’s bauxite reserves. The production process of aluminum starts with mining of bauxite reserves. Bauxite is then refined to alumina and is smelted to produce aluminum. To produce 1tonne of aluminum, 2 tones alumina is required and for refining one tone of alumina, 2-3 tones of bauxite is needed. In India, consumption of aluminum is increasing as the economy is growing at an annual pace of 7-7.5% per annum. Aluminum is required in industries such as power, construction, consumer durables, packaging and transportation etc. The Indian Aluminum industry is dominated by HINDALCO, BALCO & NALCO. These companies are planning to expand through various brown-field and green-field projects and double their domestic production in the coming years as demand in India is expected to grow at an annualized rate of 5 -6%per cent per annum. High growth in auto sector with its new stringent emission norms, expansion of transmission & distribution of power, aerospace, consumer durables & electronic goods will propel aluminum industry to higher growth in near future.



Comparative Analysis (Standalone) EPS (Rs)



REVENUE (Rs. In Mn)



PAT (Rs. In Mn)



EBDITA (Rs. In Mn)



MKT CAP (Rs. In Mn)



HINDALCO INDUSTRIES LTD



1.56



99148



3206



14052



389211



NATIONALUM LTD.



0.74



19881



1439



3611



143230



ALICON LTD



3.86



1596



47



194



4755



Q3 FY17



SUHANI ADILABADKAR [email protected] 9701063320



Disclaimer The information and opinions contained in the research reports have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as to their accuracy or completeness. The research report does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if appropriate, seek professional advice, including but not limited to tax advice. The reports do not take into account the particular investment objectives, financial situations, risk profile or needs of individual clients. The user assumes the entire risk of any use made of this information. This report is not to be relied upon in substitution for the exercise of independent judgment. The price and value of investments referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. Research data and reports published/ emailed/ text messaged via Short Messaging Services, Online Messengers, WhatsApp etc/transmitted through mobile application/s, including but not limited to FLIP™, Video Widget, telephony networks, print or electronic media and or those made available/uploaded on social networking sites (e.g. Facebook, Twitter, LinkedIn etc) is for informational purposes only. The reports are provided for assistance and are not intended to be and must not alone be taken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. Though disseminated to clients simultaneously, not all clients may receive the reports at the same time. We will not treat recipients as clients by virtue of their receiving this report. The reports include projections, forecasts and other predictive statements which represent our assumptions and expectations in the light of currently available information. These projections and forecasts are based on industry trends, circumstances and factors which involve risks, variables and uncertainties. The actual performance of the companies represented in the report may vary from those projected. The opinions expressed in the reports are subject to change but we have no obligation to tell our clients when our opinions or recommendations change. The reports are non-inclusive and do not consider all the information that the recipients may consider material to investments. We shall not be in any way responsible for any indirect, special or consequential damages that may arise to any person from any inadvertent error in the information



contained in the reports nor do they take guarantee or assume liability for any omissions of the information contained therein. Information contained therein cannot be the basis for any claim, demand or cause of action. These data, reports and information do not constitute scientific publication and do not carry any evidentiary value whatsoever. The user should consult their own advisors to determine the merits and risks of investment and also read the Risk Disclosure Documents for Capital Markets and Derivative Segments as prescribed by Securities and Exchange Board of India before investing in the Indian Markets. The securities discussed in this report may not be suitable for all investors. Investors must make their own investment decision based on their own investment objectives, goals and financial position and based on their own analysis. Prospective investors and others are cautioned that any forward-looking statements, if any, are not predictions and may be subject to change without notice. This report may provide the addresses of, or contain hyperlinks to websites. Except to the extent to which the report refers to material we take no responsibility whatsoever for the contents therein. Such addresses or hyperlinks are provided solely for your convenience and information and the content of the linked site does not in any way form part of this report. Accessing such website or following such link through this report shall be at your own risk. The author of this Research Report accepts no liability and will not in any way be responsible for the contents of this report or for any losses, costs, expenses, charges, including notional losses/lost opportunities incurred by a recipient as a result of acting or non-acting on any information/material contained in the report. This is not an offer to sell or a solicitation to buy any securities or an attempt to influence the opinion or behavior of investors or recipients or provide any investment/tax advice. 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.
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