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 Results below expectations; revenue visibility poor: Revenue growth, which was healthy till 1HFY12, tumbled

to a marginal 2% YoY in 3QFY12. Revenue for the quarter was INR12.6b v/s our estimate of INR14b. The

company has been posting healthy growth in revenue due to rising share of Power EPC (30% of revenue in

2QFY12, up from 23% last year). However, with the projects reaching completion stage and slowing order

intake, visibility for FY13 appears poor.

 PAT down 5% YoY, driven by lower sales: Standalone PAT declined 5% YoY to INR955m, below our estimate of

INR1.02b due to lower than estimated sales. Consolidated PAT declined 11% YoY. Consolidated PAT for 9MFY12

grew 9% to INR2.9b, mainly driven by the Danstoker acquisition.

 Consolidated order backlog down 11% QoQ to INR58b: Slowdown in orders remains the biggest concern for

Thermax. Consolidated order intake for the quarter stood at INR7.42b, down 40% YoY. For 9MFY12, order

intake was INR37b, down 17% YoY.

 EBITDA margin down 110bp YoY, led by high share of EPC projects: EBITDA margin was in-line at 10.8%, down

110bp YoY, impacted by rising share of the power EPC business and rise in raw material prices. RM/Sales ratio

increased 120bp YoY, SG&A expenses 200bp and Staff Cost/Sales by 30bp. However, on a QoQ basis, the

company has maintained its margins.

 Cutting earnings estimates, driven by expectation of lower order intake: We cut our earnings estimates by 5%

for FY12 and 12% for FY13, driven by lower sales and order intake assumptions. We estimate revenue CAGR at

5% and PAT CAGR at 3% over FY11-13. The stock trades at ~15x FY13E EPS. We maintain Neutral, with a revised

target price of INR414 (12x FY13E EPS).
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Thermax 3QFY12: Revenues disappoint, margins in-line; management
cautions on growth amidst slowing orders; Neutral
 Revenues plummeted; visibility looks poor: Revenue growth, which was healthy

till 1HFY12, tumbled to a marginal 2% YoY during 3Q at INR12.6b below our estimate

of INR14b, up 14% YoY. The company has been posting healthy growth in revenues

due to rising share of Power EPC in revenues (30% in 2QFY12, up from 23% last

year). However with the projects reaching completion stage and slowing order

intake, visibility for FY13 looks poor.

 PAT declined by 5% YoY driven by lower sales: Thermax’s 3QFY12 standalone PAT

declined 5% YoY to INR955m, below our estimate of INR1.02b due to lower than

estimated sales. Consolidated PAT for the quarter declined by 11% YoY.

Consolidated PAT for 9MFY12 grew 9% to INR2.9b mainly driven by Danstoker

acquisition.

 Consolidated Order Backlog at INR58b, down 11% QoQ: BTB of 1.2xTTM revenues:

Slowdown in orders remains the biggest concern for Thermax. Consolidated order

intake during the quarter stood at INR7.42b, down 40% YoY. For the nine months,

order intake stood at INR37b, down 17% YoY.

 EBITDA margin down 110bp YoY led by high share of EPC projects: 3QFY12 EBITDA

margin stood at 10.8%, down 110bp YoY (flat QoQ) in line with our estimates,

impacted by rising share of power EPC business and rise in raw material prices.

RM/Sales ratio rose 120bp YoY, SG&A expenses 200bp and Staff cost/Sales by 30bp.

However on a quarter on quarter basis the company has maintained its margins.

 Energy segment declined sharply due to slowdown in orders from IPP: Energy

segment reported sharp decline in revenue down 12% YoY impacted by slowing

orders in the power segment; environment business revenues were relatively

better which posted a decline of 2% YoY. Energy business continues to experience

longer execution cycles on the back of large utility orders being executed by the

company. EBIT margin of environmental segment declined by 57bp YoY, while that

of Energy segment declined sharply by 130bp YoY. Higher share of EPC projects in

revenues has adversely impacted margins.

Growth in revenues slowed down, up 2% YoY on slower order intake
 Revenue growth, which was healthy till 1HFY12, tumbled to a marginal 2% YoY

during 3Q at INR12.6b (v/s our estimate of INR14b, up 14% YoY).

 The company has been posting healthy growth in revenues due to rising share of

Power EPC in revenues (30% in 2QFY12, up from 23% last year). However with the

projects reaching completion stage and slowing order intake, visibility for FY13

looks poor.

 Thermax’s BTB ratio is declining due to poor order intake over last 7 quarters in a

row after peaking up in 1QFY11. We believe that given the loss of key orders to

competition in recent months and lack of any concrete pipeline for large power

projects (LPPs), revenue visibility for FY13 is poor. We expect order intake to be

muted in FY12, showing a decline of 15% YoY.
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Source: Company/MOSL

PAT declined by 5% YoY driven by lower sales
 Thermax’s 3QFY12 standalone PAT declined 5% YoY to INR955m, below our estimate

of INR1.02b due to lower than estimated sales. Consolidated PAT for the quarter

declined by 11% YoY. Consolidated PAT for 9MFY12 grew 9% to INR2.9b mainly

driven by Danstoker acquisition.

 We expect Thermax to post a CAGR of 4% YoY over FY11-13 in Standalone PAT.

PAT declined 5% YoY driven by lower sales

Revenue growth slowed down, up 2% YoY on slowing Orders

Source: Company/MOSL

Consolidated Order Backlog at INR58b, down 11% QoQ; BTB of 1.2xTTM
revenues
 Slowdown in orders remains the biggest concern for Thermax. Consolidated order

intake during the quarter stood at INR7.42b, down 40% YoY. For the nine months,

order intake stood at INR37b, down 17% YoY.

 Consolidated order book at the quarter end was INR58b, down 18% YoY, comprising

82% for the Energy segment and 18% for the Environment segment. Power EPC

accounts for 25% of the current standalone order backlog (INR15.75b).

 The company did not receive any major order during the quarter. In 1QFY12, the

company had received two key orders including one worth INR4b from a leading

producer of viscose staple fibre (Grasim) to construct a 3x32 MW co-gen power

plant on EPC basis and an INR3.66b order for the supply of boilers for a 120MW

captive power plant (Vizag Steel Plant).
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EBITDA margin down 110bp YoY led by high share of EPC projects
 3QFY12 EBITDA margin stood at 10.8%, down 110bp YoY (flat QoQ), impacted by

rising share of power EPC business and rise in raw material prices. RM/Sales ratio

rose 120bp YoY, SG&A expenses 200bp and Staff cost/Sales by 30bp. However on a

quarter on quarter basis the company has maintained its margins.

 EBIT margin of Environment segment declined 57bp YoY (up 220bp QoQ), while

that of Energy segment declined   130bp YoY (down 120bp QoQ). Higher share of

EPC projects in revenues has adversely impacted margins. We see this trend

continuing in remainder of FY12.

 Spot purchases hurt margins: Depletion of low cost inventory and spot purchases

for short cycle orders (20% of order backlog) also pushed up RM costs. Spot

purchases of steel (like structural, HR coils, sheet steel  forming 10-15% of costs)

and rising prices of specialty chemicals used in the Environment business (which

are also procured on spot basis) are the key reasons for rise in material prices. We

believe margins were supported by robust rate of execution which maintained

operating leverage in the system.

 Most of the large order are the peak of their execution and will be over by the end

of FY12. Out of key projects under execution, second unit of Bajaj Hindustan project

(2x 50MW) order is on verge of completion, while the first unit has been

commissioned. SAIL order expected to close by March – 12, while billing for

Meenakshi project will be over by March 12. The 5.8b order form oil & gas sector

will see billing in FY13, while BTG order form VSP will be largely booked in FY13-

14.  

 We expect order intake to be muted in FY12, down 15%. The company’s BTB ratio

is declining due to poor order intake and stands at 1.1x at end 3QFY12. Thus,

revenue visibility for FY13 is poor given (1) loss of key expected projects to

competition in recent months, and (2) lack of any concrete pipeline for large

power projects (LPPs).

Order Backlog at INR58b; BTB at 1.2xTTM revenues
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Source: Company/MOSL

Energy segment declined sharply due to slowdown in orders from IPP
 Energy segment reported sharp decline in revenue down 12% YoY impacted by

slowing orders in the power segment; environment business revenues were

relatively better which posted a decline of 2% YoY. Energy business continues to

experience longer execution cycles on the back of large utility orders being

executed by the company.

 EBIT margin of environmental segment declined by 57bp YoY, while that of Energy

segment declined sharply by 130bp YoY. Higher share of EPC projects in revenues

has adversely impacted margins.

Segmental performance (INR m)

1QFY11 2QFY11 3QFY11 4QFY11 1QFY12 2QFY12 3QFY12 YoY (%)

Revenues (INR m)

Energy  6,066  8,910  9,904  14,299  8,025  10,348  9,931 0.3

Environment  2,221  2,482  2,943  3,827  2,647  2,968  3,024 2.8

Total  8,286  11,392  12,847  18,126 10,672  13,317  12,955 0.8

EBIT (INR m)

Energy  680  913  1,073  1,494 810  1,102  947 -11.8

Environment  269  308  399  499 313  320  393 -1.6

Total  949  1,221  1,472  1,993 1,123  1,422  1,340 -9.0

EBIT Margin (%)

Energy  11.2  10.2  10.8  10.4 10.1  10.7  9.5  (130)bp

Environment  12.1  12.4  13.6  13.0 11.8  10.8  13.0  (57bp)

Total  11.5  10.7  11.5  11.0 10.5  10.7  10.3  (112bp)

Source: Company/MOSL

EBITDA margins declined by 110bp YoYto 10.7%

Conference call takeaways
Management sounds cautious; delay in capex cycle can force the company to take

projects at lower margins

 The company expects recovery in capex cycle in 2HFY13, due to strong

consumption demand in the economy. However, if that were not to happen, the

capital goods industry will fall into a strong negative-growth cycle. Though

Thermax is better placed than peers to tided over the crisis, continued slowdown

may force the company to take projects at lower margins.
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 Company doesn't expect growth in FY13 revenues. It would attempt to maintain

double-digit EBITDA margin.

 The outlook seems uncertain with no finalization of large orders in any sector in

3QFY12. All key segments, namely, Power, steel, cement and oil & gas did see

postponement of capex decisions.

 The progress on Thermax Babcox Wilcox JV, for supercritical boilers, is on stream

and is expected to be completed by September 2012. The company is spending

INR8.24b on the project, which will have manufacturing capacity of 4GW per

annum.

 The company is not in active negotiation for any new power EPC contract. There

are 1-2 enquiries (150MW, 300MW sizes), one of which may convert into active

negotiation in 1QFY13. However, finalization of such projects will depend on

funding. The company has not refused any order during the quarter.

 Out of key projects under execution, second unit of Bajaj Hindustan project (2x

50MW) order is on verge of completion, while the first unit has been

commissioned. SAIL order expected to close by March - 12, while billing for

Meenakshi project will be over by March 12. The 5.8b order form oil & gas sector

will see billing in FY13, while BTG order form VSP will be largely booked in FY13-

14.

 The Indian power sector will continue to see tough times over the next 18-months.

However, giving rising per capita consumption, the power shortages for consumers

and industry will see sharp rise and power developers with cash and capacity will

make substantial returns. Recovery in power investments will take place only in

four conditions are met< namely, rise in power tariffs, availability of coal, lower

interest rates and land acquisition.

Valuation and view
 We have cut our earnings estimate by 5% for FY12 and 12% for FY13 driven by

lower sales and order intake assumptions.

 We now expect FY12 sales to grow 10% YoY and FY13 sales to remain flat YoY. We

expect order intake in FY12 to decline 15% YoY before reviving 15% in FY13. We

expect FY11-13 revenue CAGR of 5% and profit CAGR of 3%.

 Thermax trades at 15x FY13E. We rate the stock Neutral with a revised target price

of INR414 based on 12x FY13E EPS (earlier INR 472).
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Shareholding Pattern (%)
Dec-11 Sep-11 Dec-10

Promoter 62.0 62.0 62.0

Domestic Inst 11.2 12.0 14.9

Foreign 11.3 10.7 9.5

Others 15.6 15.3 13.6

Thermax: an investment profile

Stock performance (1 year)

Target price and recommendation

Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

522 414 -20.7 Neutral

EPS: MOSL forecast v/s Consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY12 34.4 34.8 -1.1

FY13 34.5 35.6 -3.2

Comparative valuations
Thermax L&T BHEL

P/E (x) FY12E 14.7 18.0 10.1

FY13E 14.6 16.3 10.0

P/BV (x) FY12E 3.7 3.3 2.6

FY13E 3.1 3.0 2.2

EV/Sales (x) FY12E 0.9 1.6 1.2

FY13E 0.9 1.6 1.2

EV/EBITDA (x) FY12E 8.5 14.3 6.2

FY13E 8.3 13.7 6.3

Company Background
Thermax is India's leading engineering company

involved in pressure vessels (boilers), captive power

plant, engineering and environmental engineering

(water and air treatment). Thermax has now entered

the super-critical boiler business with a JV with B&W

USA and will have a capacity of 4.5Gw by FY13.

Key investment arguments
 The super-critical JV with B&W USA will provide

Thermax the opportunity to participate in the central

and SEB ordering for BTG in the XIIth plan with almost

43GW of capacity in the XIIth plan to be on

supercritical parameters.

 We project a revenue and PAT CAGR of 5% and 4%

through FY11-13E with EBITDA margins of ~11% over

the same period with potential re-rating triggers in

the form of pick up in the super-critical BTG business

with B&W.

Key investment risks
 Possible margin compression due to entry into

supercritical BTG due to high initial import content

which could be in the range of 18-20%.

 Higher working capital days due to large share of

EPC projects in the revenue mix going forward

thereby compressing return ratios and cash flows.

Recent developments
 Thermax has signed a joint venture agreement with

SPX Netherlands BV, a wholly owned subsidiary of

USbased SPX Corporation, a global leader in

providing pollution control services to power plants.

This JV is now pre-qualified to bid for ESP's for the

NTPC bulk tendering of 11X660MW

 Thermax and US-based GE Water signed agreements

to share GE's ultra filtration and bioreactor (MBR)

technology. Thermax will use it to treat waste water,

and reuse and process water in India's commercial

and institutional sectors. This will provide a huge

leg up for Thermax's water treatment division in

catering to large commercial and industrial clients.

Valuation and view
 We expect FY11-13 revenue CAGR of 5% and PAT

CAGR of 3%. Thermax trades at ~15x FY13E.

 Upsides to our earnings estimates could be in the

form of breakthrough orders in the super-critical JV

in FY13 or success in any large power project.

 We maintain Neutral with a revised target price of

INR414 based on 12x FY13E EPS (earlier INR 472).

Sector view
 We remain Neutral on the sector.
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Financials and Valuation
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