
 

Recommendation : Out performer       

CMP   : Rs 936 

Target   : Rs 1,198 
Upside Potential  : 28.0% 
 

Sector   : Capital Goods 

Sensex   : 15,896  

Bloomberg code  : BEML IN 

Reuters Code  : BEML.BO 
 
AT A GLANCE 
 
Issued Equity Capital (Cr. Shrs) : 4.2 

Mkt. Cap (Rs. in Crs)  : 3,846 

Major Shareholders    

Promoters (%)   : 54%  

Free Float (%)   : 46% 

Avg. Daily Vol. (‘000)  : 42.3 

 
Background: BEML is a Mini-Ratna 
(Category 1) Company under the Ministry of 
Defence and is engaged in design, 
manufacturing, sales and after-sales-service of 
a wide range of construction and mining 
equipment, defence products and rail and 
metro coaches. In addition, the company also 
provides engineering solutions in certain 
specialized areas such as automotive and 
aeronautics. The newly formed trading division 
of the company deals in third party products 
catering to the requirements of its domestic 
and overseas customers. The company has 
four manufacturing facilities in Bangalore, 
Mysore and Kolar Gold Fields, in Karnataka 
and Palakkad in Kerala. 
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Subdued revenue growth on account of product mix  
 
BEML posted degrowth of 21.3% YoY in net sales to Rs483 crore on 
standalone basis during Q2FY10. The management attributed lower 
sales was on the account of product mix as lower units of high value 
product was sold during the quarter. However, net sales grew by 3.8% 
on QoQ basis and 5.2% YoY during 1HFY10.   
 
Higher employee costs and interest outgo led to lower 
margins 
 
EBITDA margins tumbled 490bps YoY to 4.6% on the back of higher 
employee cost (up 7.4% YoY) and lower revenue growth. Led by 
higher interest outgo (up 163% YoY and 55.4% QoQ) net profit fell 
75.5% YoY to Rs13.6 cr for the Q2FY10 compared with Rs55.5 cr for 
the same period last year. The higher interest outgo was on account of 
higher short term borrowing for working capital requirements. To 
reduce short term borrowing management conveyed company has 
been working on reducing the collection cycle by implementing strict 
company’s credit and collection procedures, which could reduce 
interest outgo going forward. 
 
Order book – Strong momentum 
 
BEML’s order book position as on Sept30, 2009 stood at Rs5,838 cr 
including recently received large order of Rs161 cr for a walking 
dragline from one of the largest coal companies, northern coalfields. 
The order backlog is ~1.9x its FY09 revenue. As on Sept30, 2009 the 
order book for the railway division was ~Rs3,800 cr, mining and 
equipment industry at ~Rs1,600 cr and for the defence division was 
~Rs438 cr. Management indicated, during Q2FY10, the growth in 
order books for defence division have been battered by delay in 
placing orders from defence ministry, however maintained optimistic 
view on the order book growth in the forthcoming quarters. 
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Earnings Update  

BEML Q2FY10 Earnings Review

FY Mar (Rs 
Crore) Turnover EBITDA Net Profit EPS (Rs) BVPS (Rs) PE (X) EV/EBIDTA 

(X) D/E ROE (%) ROCE 
(%) 

2009 2797 345 269 64.6 458.5 14.5 11.9 0.2       14.8 9.2 

2010E 3217 442 305 72.9 514.9 12.8 9.8 0.2       15.0 9.8 

2011E 3860 544 361 86.4 581.7 10.8 7.5 0.2       15.7 11.0 
Source: DCSEC Research 



 

Forecast changes 
    

Despite of muted performance during Q2FY09, management maintained the guidelines 
of 18-20% revenue growth in mining and construction division and revenue from railway 
and metro division is expected to be doubled at ~Rs1000 crore (up more than 100% 
YoY) during FY10. However, in the wake of subdued performance during 1HFY09 (net 
sales up 5.2% YoY and PAT down 50.4% YoY), we are revising our topline revenue 
growth downward to 15% in FY10 (earlier estimates 20%) and maintaining growth of 
20% in FY11. The higher revenue growth estimates in FY11 is on the back of 
investment in setting up aero space manufacturing division for manufacture and supply 
of ground handling equipment for aerospace application and revenues from this division 
would starts accumulate in the topline from 2010-11. 
 
Valuation 

   
At the CMP of Rs936, the stock is currently quoting at P/E of 12.8x and 10.8x its FY10 
and FY11 earnings respectively and EV/EBITDA of 9.8x and 7.5x of its FY10 and FY11 
estimates respectively. We reiterate our Outperformer rating on BEML with a reduced 
target price of Rs1,198, a potential upside of 28.0% from current levels. We value the 
stock at Rs1,198 based on 9.5x FY11E EV/EBITDA (a discount of 26.4% to its average 
1-Year forward EV/EBITDA of 12.9x over the last 5 years).  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

Result Summary & Comments Q2FY10 (Standalone) 
 

 Q2FY10 Q2FY09 % Var 
(Y-oY ) Q1FY10 % Var   

(Q-oQ) Comments 

Net Sales 483.4 613.9 (21.3)   465.5 3.8   
Sales degrowth on 
YoY basis was on 
account of product 
mix. 

              

Stock Adjustments     (139.6)        (68.8)   (86.2)     

Raw material  381.4 419.0 (9.0)   330.2 15.5     

Employee cost  138.7 129.2 7.4  136.1 1.9     

Other expenses  80.7 76.3 5.8  73.7 9.5     

              

Total expenditure  461 556 (17.0)   453.9 1.6     

              

EBITDA  22.2 58.3 (61.9)   11.6 91.2     

OPM (%) 4.6 9.5   2.5   
OPM  tumbled  on the 
back of higher 
employee costs and 
lower revenue growth. 

              

Depreciation  8.6 7.0 24.0 6.7 29.9     

EBIT  13.6 51.3 (73.6)   5.0 173.4     

Interest  15.1 5.7 163.0 9.7 55.4     

Other income 21.7 21.6 0.3 13.2 64.2     

              

PBT 20.2 67.2 (70.0)   8.5 138.4     

Tax  6.6 11.7 (43.8)   3.2 107.9     

       

PAT 13.6 55.5 (75.5)   5.3 156.6    
Extraordinary Items             

Reported PAT 13.6 55.5 (75.5)   5.3 156.6   
Higher interest outgo 
impacted PAT growth 
on YoY basis. 

NPM (%) 2.8 9.0   1.14     
              

Equity capital (FV:INR 10) 41.6 41.6   41.6     

No of shares (cr)  4.2 4.2   4.2     

Diluted EPS (INR)  3.3 13.3   1.3     
Source: Company, DCSEC Research 
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The views expressed are those of the analyst and the Company may or may not subscribe to all the views expressed therein DBS Cholamandalam Securities Limited reserves the right to make
modifications and alterations to this statement as may be required from time to time without any prior approval. DBS Cholamandalam Securities Limited, its affiliates, directors and
employees may from time to time, effect or have effected an own account transaction in or deal as agent in or for the securities mentioned in this report. The recipient should take this into
account  before interpreting the report. 
This report is for private circulation and for information purposes only. It does not provide individually tailor-made investment advice and has been prepared without regard to any specific
investment objectives, financial situation, or any particular needs of any of the persons who receive it. All investors may not find the securities discussed in this report to be suitable. DBS
Cholamandalam Securities Limited recommends that investors independently evaluate particular investments and strategies. Investors should seek the advice of a financial advisor with regard
to the appropriateness of investing in any securities / investment strategies recommended in this report. The appropriateness of a particular investment or strategy will depend on an
investor’s individual preference. Past performance is not necessarily a guide to future performance. Estimates of future prospects are based on assumptions that may not be realized. . Re-
publication or redistribution in any form, in whole or in part, is prohibited.

STOCK RATING: Outperformer: > 20% upside over the next 12 months; Marketperformer: trade within a +/-20% range over the next 12 months; Underperformer: > 20% downside over 
the next 12 months.

DISCLAIMER:
The research analyst who is primarily responsible for this report certifies that: (1) all of the views expressed in this report accurately reflect his or her personal opinions about any and all of the 
subject securities or issuers; and (2) no part of any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in 
this report. This report has been prepared on the basis of information that is already available in publicly accessible media or developed through analysis of DBS Cholamandalam Securities 
Limited. DBS Cholamandalam Securities Limited makes every effort to use reliable, comprehensive information, but we make no representation that it is accurate or complete
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