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Triggers
Robust order book provide near to medium term revenue visibility
Indian Railways, HRL’s largest client, is on a significant capital investment
spree. There has been strong momentum in tendering activity by Indian
Railways over the past year. Continued order wins for HRL have resulted in
a record high order book of | 300 crore (90% - Railways and 10% industrial
segment), up 40% since July 2018, 1.2x FY19E revenues. Traction
transformers for locomotives (6531 kVA – Freight; 7775 kVA – Passenger),
auxiliary converters and switch board panels together are expected to form
~85% of HRL’s FY19 topline. Going forward, finalisation of large orders
coupled with timely execution of existing orders remain key.

Particulars
Particular
Market Capitalization
Total Debt (FY19E)
Cash & equivalents (FY19E)
EV (FY19E)
52 week H/L (|)
Equity capital
Face value
Promoter holding (%)
MF holding (%)
FII holding (%)

Key Highlights



New products to boost HRL’s topline & improve profitability
HRL received substantial order wins in FY19E. A majority of these orders
resulted from new products HRL launched in the previous year. Some of the
new products that are seeing some traction are
 Power supply unit for electrostatic precipitators - These find
applications in any process plants: i.e. refineries, power plants, etc.
power supply units with converter provide higher margins. With a
sizeable global opportunity size, HRL aims to scale up its exports. It
currently has a presence in Turkey, South America, etc
 3*130 kVA auxiliary converter, regulated battery charger (used in
LHB coaches), switch board panels, propulsion system for
locomotives, etc
With focus on backward integration, HRL has been able to reduce their
import cost for its products such as switch board panels, which has helped
to boost its margins.

Amount
| 189 Crore
| 71.3 Crore
| 1.8 Crore
| 258.4 Crore
165 / 97
| 3.3 Crore
|2
42.1
0.0
0.0



HRL has seen significant traction in
order inflows for FY19
Historic order backlog at | 300 crore,
~90% of orders are from Railway
segment



RoCE is expected to improve from
7.7% in FY18 to 18.6% in FY20E
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Change in product mix, improving utilisation, to aid margin, return ratios
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On a product level, HRL derives sizeable revenue from supplying traction
transformers (realisation per unit ~ | 80-90 Lakhs) to both locomotives and
EMUs. However, margins are comparatively lower due to intense
competition from ABB, Crompton Greaves, Bhel, High-Volt Electricals, etc.
Hence, there has been a conscious effort on part of HRL to scale up its high
margin new products. Also, robust execution rate is expected to improve
utilisation levels. Both these factors are expected to expand EBITDA margins
to 12.5% in FY20E. Higher margin and asset turns to boost return ratios,
ROCE is expected to grow from 7.7% in FY18 to 18.6% in FY20E.
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Valuation & Outlook
Continued momentum in tendering by Indian Railways & aggressive order
wins for HRL, timely execution, change in product mix & scalability of new
products are expected to drive the company’s profitability. Accordingly, we
estimate topline growth of 2.4x with EBITDA growing 3.9x and PAT reporting
multi-fold growth of 13.3x for HRL over FY18-20E. We value HRL at 14x P/E
on an estimated EPS of ~| 10.6/share (FY20E) with a target price of | 150.
We have a BUY recommendation on the company.
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Hind Rectifiers (HRL), incorporated in 1958, manufactures power electronic
equipment like traction transformers for locomotives and electrical multiple
unit (EMU), converters, rectifiers, power semiconductors and railway
transportation equipment like switch board panels, regulated battery
charger, inverters, etc. In addition, it provides power supply unit for electro
static precipitators that are used in processing plants like refineries, power
plants. The company has manufacturing facilities in Mumbai, Nashik and
Uttarakhand.
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Gaining traction on robust railway capex…
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Key risk – Any material slowdown in tendering/finalisation of orders from
Indian Railways could impact the company. In addition, deterioration in
working capital cycle could lead to increased borrowings thereby impacting
profitability.
Key Financial Summary
(Year-end March) P&L
Total Revenues (| crore)
EBIDTA (| crore)
Net Profit (| crore)
Balance Sheet
Equity (| crore)
Net worth (| crore)
Debt (| crore)
Ratios
RoNW (%)
RoCE (%)
RoIC (%)
Fixed Assets (| crore)
Asset turnover (x)
Earnings per share (|)
Dividend per share (|)
EV/EBIDTA (x)
P/E (x)

FY16
94.5
2.1
(1.5)

FY17
121.1
4.7
(7.1)

FY18
127.5
9.8
1.3

FY19E
244.8
25.5
10.6

FY20E
305.5
38.2
17.5

3.0
61.8
31.9

3.0
53.1
39.9

3.3
66.2
48.3

3.3
76.6
71.3

3.3
93.8
90.2

(2.4)
1.2
0.6
35.1
2.7
(0.9)
105.2
(125.1)

(2.7)
4.0
3.7
36.2
3.3
(4.3)
48.4
(130.5)

2.0
7.7
7.6
45.7
2.8
0.8
24.2
143.6

13.9
15.7
16.4
52.0
4.7
6.4
10.1
17.8

18.7
18.6
18.5
63.0
4.9
10.6
7.3
10.8

Source: ICICI Direct Research, Company

Exhibit 1: Select purchase orders - FY19
Description

Qty

Unit

Rate

Amount

(| Lakhs)

(| Lakhs)

Main Transformer 7775 KVA Type Lot 7500 for WAP7 & WAP5

24

Set

94.2

2,260

Main Transformer 6531 KVA Type ABB Lot 6500

15

Set

88.2

1,323

8

Nos

98.6

789

Complete Filter Cubicle Alongwith All Equipments & Cabling to CLW

34

Set

27.0

918

IGBT based 3-Phase Drive Propulsion system & maintenance contract

2

Set

NA

477.9

Main Transformer 7775 KVA Type Lot 7500 FOR WAP7

Source: IREPS, ICICI Direct Research
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RATING RATIONALE
ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Strong Buy,
Buy, Hold and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock.
Strong Buy: >15%/20% for large caps/midcaps, respectively, with high conviction;
Buy: >10%/15% for large caps/midcaps, respectively;
Hold: Up to +/-10%;
Sell: -10% or more;
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ANALYST CERTIFICATION
We /I, Chirag Shah PGDBM; Rohan Pinto MBA (Finance), Research Analysts, authors and the names 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. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report
in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:
ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI
Securities Limited is a Sebi registered Research Analyst with Sebi Registration Number – INH000000990. ICICI Securities Limited Sebi Registration is INZ000183631 for stock broker. ICICI
Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance,
general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com
ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment
banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities 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 analysts cover.
The information and opinions in this report have been prepared by ICICI Securities 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 ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities 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 ICICI Securities policies, in circumstances where
ICICI Securities 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. ICICI Securities 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. ICICI Securities 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.
ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other
assignment in the past twelve months.
ICICI Securities or its associates might have received any 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 managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or
specific transaction.
ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies
mentioned in the report in the past twelve months.
ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates 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 ICICI
Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of this report.
Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.
ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day
of the month preceding the publication of the research report.
Since associates of ICICI Securities 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.
ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.
We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities. 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 ICICI Securities 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.
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