Brickwork Independent Research
'

SmALL Cap Swan Energy Limited

Key Data

BSE Code 503310 Marked positive operating net profit during FY10, first

BSE ID SWANMIL time in last 5 years due to its real estate cash flows...

Issued Shares 95.00mMn  The company revenues grew by 257.86% CAGR in last 3 years. The

Face Value pae steep growth in operating income and profitability is mainly due to

Market Cap. $11.67 bn (USS 258.49 mn)

CMP F1o7gs revenue recognized from its real estate activities.

BSE Sensex 20,028

52-week High/Low 186.90/110.45 GPPC deal: a boon for the company...

3M Avg Vol (No of Shares) 243159 Swan Energy Ltd (SEL) has emerged as one of the largest
shareholder in GSPC Pipavav Power Company(GPPC) with around

Valuation Ratios 49% stake, with deal expected to near ¥381 Cr. According to the

Yr to 31 Mar FYos FEYo9 Fylo A2greement Gujarat State Petroleum Corporation Ltd (GSPC),

Adj.EPS () -0.65 159 3.78 Gujarat Power Corporation Ltd (GPCL) & SEL shall be the

EPS Growth (%) N.A. -145.60 338.40 shareholders with 34%, 17% & 49% holding respectively. The

PER (x) N.A N.AA~ 2642 company is expected to fetch approximately INR 7-8 Bn through its

E:CS(X) 12; zzi 1;2; project for generating CER for the first 10 years upon its operations.

E\llv;;ebnr:j)/Yleld (%) 1222 22(2) 1;;);) Deployment of real estate cash flows into energy

EV/Sales (x) 2438 273 244 8enerationactivities:

EV/EBITDA (x) 57.59 53.70 22.89 The company intends to deploy the cash flows that are generated

from its real estate activities into energy generation activities. SEL

Shareholding Pattern (%) is currently engaged in developing real estate projects in Mumbai

MAR’10 SEP’10 ] .
Promoters 80.92 80.92 which are at the advanced stages of completion and are completely
Flls 2.95 3.00 sold.
MFs 0.80 0.80
Public & Others 15.33 1528 Immediate visibility of revenue from business streams
other than real estate is a concern:
Stock Chart (Relative to SENSEX) SEL is generating small amount of revenue from its textile trading
business, and real estate business is currently giving excellent cash
130.00 flows. However, we believe this will fetch cash flows only till the
revenues from said real estate projects are accounted for.
50.00 - - - Deepak Jain Sameer Singhvi
27-Dec-09  27-Jun-10  27-Dec-10 deepak.j@brickworkratings.com sameer.s@brickworkratings.com
Swan Mills SENSEX Analyst Declaration: We, Deepak Jain & Sameer Singhvi, hereby certify that the views expressed in
this report accurately reflect our personal views about the subject securities and issuers. We also

certify that no part of our compensation was, is, or will be, directly or indirectly, related to the
specific view expressed in this report. This report is not a buy/sell/hold recommendation on the
stock.


mailto:deepak.j@brickworkratings.com
mailto:sameer.s@brickworkratings.com

SWAN ENERGY

[ tame | Dot | COMPANYOVERVIEW,

Mr. Navinbhai Non Executive
Dave Chairman

Mr. Nikhil ] )
Merchant Managing Director
Mr. Paresh V ) -
Merchant Executive Director

Mr. Dhiren Desai

Non Executive
Independent Director

Mr. P. S.
Teckchandani

Non Executive
Independent Director

Mr. Gopal Dave

Non Executive
Director

Mr. Nagardas
Panchal

Non Executive
Independent Director

Sobhan I Diwanji

Non Executive
Independent Director

Rajat Kumar
Dasgupta

Non Executive
Independent Director

\
* Textile
Operations
J
\
* Real Estate
Development
J
N
* Energy
Generation
2008 )

BRICKWORK

Background:
Swan Energy Ltd. originally incorporated in 1909 as Swan Mills Ltd

was taken over by Navinbhai C Dave & his associates from the Goenka
group in 1990 and changed its name to Swan Energy Ltd (SEL) in

December, 2008.

The company started business with manufacturing and marketing of
cotton and polyester fabrics. Being a sick unit, In 1992, the company
was been referred to BIFR (Board for Industrial and Finance
Reconstruction) for revival of its spinning units. With the disposal of its
excess land owned by it on a commercial basis and the textile
modernization programme carried by it, later in 1995, BIFR declared
the company no longer a sick unit and thus discharged it from its

purview.

The textile manufacturing business was completely stopped in 2002
and the company ventured into the business of real estate in 2004 with
a tie up agreement with Peninsula Land Ltd and Unity Infra Projects

Ltd for various real estate activities to develop its mill land in Mumbai.

Mr. Navinbhai Dave is the non executive chairman of the company. The
board comprises of 9 members, of which 5 are the non executive
independent directors. Mr. Paresh Merchant, the executive director,
have been associated with the company for more than 16 years. The
majority of other directors have experience of more than 30 years in

varied fields.

Business Overview:

The traditional business of the company includes trading of fabric and
has recently forayed in the energy sector by signing a joint venture
agreement with Gujarat State Petroleum Corporation (GSPC) for the
Clean Development Mechanism (CDM) power project and by acquiring

99.98% interest in Cardinal Energy & Infrastructure Pvt. Ltd.
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The company is modernizing its textile business by constructing
industrial shed and installing imported and indigenous machineries for
setting up of a state of art Process House at Ahmedabad, Gujarat. It is in

Swan the final stages of completion and has an installed capacity to process
Energy Ltd. 1.20 lakh metre cloth per day.

The company is currently undertak ing a gas-based energy projects in
—  Textile Gujarat through 49% equity participation in special purpose company,
Gujarat Pipavav Power Co. Ltd. (GPPC). SEL is also developing a LNG
Floating Storage & Regasification unit (FSRU) in Pipavav, Gujarat with a

4 En ergy capacity of 4.5mn metric tonne p.a. (MMTPA) of LNG imports. This

would be used to source gas requ

initiatives.

Though real estate is not a core business of SEL, currently company is
also involved in the development of its mill land by constructing two real
estate development project in Mumbai - 'Ashok Gardens' in Sewri and
'Peninsula Techno Park' in Kurla which are at the advanced stages of

their completion.

Industry profile...

Textile Sector:

According to the Confederation of Indian Textile Industry (CITI), the
“The Ministry of Textiles potential size of the Indian textiles industry is expected to reach US$ 110
informed a parliamentary billion by 2012. As per the annual report 2009-10 of the Ministry of
panel that it proposes to Textiles, the contribution of Indian textile industry to industrial
allocate US$ 785.2 million productionisabout 14%, to the count 2%1t6
for the modernization of the <countryds  @&lorpover, ttotaletaxtile expogts have
increased to US$ 564 bi | | i on du rJunedgl 0A p rfi rlp3®

billion during the corresponding period of the previous year, registering

the textile industry.”

an increase of 7.99% in rupee terms. Further, the share of textile exports
in total exports dur i ng Aymedill0od 0 9agcte the Ministry of
Textiles was 10.71%.

Though company is not directly into manufacturing, setting up of an art
Process House at Gujarat will help company to modernize its textile unit

and capture on the market potential.
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Energy Sector:

The installed power generation capacity of India as on September,
2010 is 164,835.80 MW, of which 53.4% is coal based, 22.6% is hydro
based and only about 10.5% is gas based. The planned Capacity
addition target during 11t plan is 78,700 MW. Despite growth in

“India is still facing huge power generation capacity over various 5-Year Plans, India is facing

power deficit with peak huge power deficit with peak power deficit of about 12-14%. With the

power deficit of about 12- increase in the economic activity, the per capita consumption of

14%.” electricity has increased from 631.50 KWh in 2005-06 to 733.54 KWh
in 2008-09.

According to the Planning Commission of India, in order for India to
maintain a sustained growth of 8% per annum to 2031, India would
need to increase primary energy supply and electricity supply by 3 to 4
times and by 5 to 7 times respectively. In order to cope up with the
increasing demand and present power shortages, by fiscal 2032 power
generation capacity would have to increase to 778,095 MW which
provides tremendous opportunities for the players in the industry.
“India, being the 5th India, being the 5t largest carbon emitting nation, has huge

.. opportunities for CDM projects.
largest carbon emitting

nation, has huge The continuing demand for power to maintain a sustained GDP growth
opportunities for CDM and current power shortages provides huge potential for company once
projects.” its gas based power project is commissioned and is operational.
However, the company has entered into the power sector by buying 49%
stake in GPPC and do not have any other energy projects in pipeline

which is a key concern for the business.

Key industry risks:
Textile Segment:
e High competition from unorganized sector.

e Duty concessions to importers.

Energy Segment:
e Huge capital expenditure

e Long gestation period for generating revenues
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“Revenue grew at 257.86%
CAGR since FY07.”

“During FY10, the net
operating income and
operating profit grew by
227.59% and 587.00%

respectively.”

“First time in the last 5
years the company
registered a positive
operating PAT 0f%35.95 Cr
in FY10”
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Marked positive operating net profit during FY10, first time in

last 5 years due to its real estate cash flows...

Net Operating Income (In ¥ Cr) -0.23 -2.04 4143 161.97 530.59
EBIDTA (In¥ Cr) 7.24 12.03  17.54 8.23  506.54
PAT (InZ% Cr) -2,04 -1.24 -6.14 -15.08  35.95
Capital Structure:

Tangible Networth (In¥ Cr) 32.67 33.04 5520 86.83 12317
Borrowings (In % Cr) 111.52 120,75 15132 47.55 238.20
Debt/Equity (x) 3.41 3.82 2.74 0.55 1.93
Profitability:

Operating Profit Margin -3147.83% -400.18% 42.34%  5.08% 10.66%

Net Profit Margin 886.90%  42.18% -14.82% -9.31% 6.78%
ROCE 4.90% 7.20% 8.20% 5098% 15.57%
ROE -6.24%  -3.65% -11.12% -17.37% 20.10%
Coverage Ratio:

Interest Coverage (x) 0.80 0.93 0.86 0.48 1234
Lquidity Ratio:

Quick Ratio 0.82 0.49 0.57 033 050
Current Ratio (x) 6.20 2.56 1.66 119 1.21

Source: CMIE, Brickwork Research
The company revenues grew by 257.86% CAGR since FY07. The steep

growth in operating income and profitability is mainly due to revenue

recognized from its real estate activities. During, FY10, the net operating
income and operating profit grew by 227.590% and 587.00% from 3161.97

Cr and ¥8.23 Cr in FY09 to ¥530.59 and ¥56.54 Cr in 2010. First time in
last 5 years the company registered a positive operating PAT of 335.95 Cr
in FY10, i.e., a growth of 338% over FY09. Over a period of 5 years the
tangible networth of the company grew by 30.40% on CAGR basis.

In order to acquire stake in GPPC, the borrowings of SEL increased from
%47.55 Cr in FY09 to ¥238.20 Cr in FY1o0, taking its debt-equity from
0.55x in FY09 to 1.93x in FY10. With robust profit margins, the interest
coverage ratio improved significantly from 0.48x in FY09 to 12.34x in
FY10. During the year, the ROCE and ROE of the company stood at
15.57% and 29.19% respectively and quick ratio and current ratio

improved marginally to 0.56x and 1.21x respectively.
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Swan Energy Sensex

3 Months 88.41 90.62
6 Months 89.03 113.97
1Year 68.88 115.37
3 Year 95.57 99.07
5 Year 819.00 215.76

“Net operating revenue
increased by 27.64% on
QoQ basis and decreased

by 34.26% on YoY basis”

“EBIDTA and PAT
increased by 268.69%
and 565.38% on YoY

basis respectively”
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Quarterly Performance...

Net Operating Revenue 20.93 -34.26% 13.76 27.64% 10.78
EBIDTA 0.99 268.69% 3.65 170.37% 1.35
PBT 0.52 565.38% 3.46 168.22% 1.29
PAT 0.52 565.38% 3.46 168.22% 1.29

Source: CMIE, Brickwork Research

During Q2 FY11, the net operating revenue of the company increased by
27.64% on QoQ basis, whereas on YoY basis the company registered
negative growth of 34.26%. However EBIDTA margins and net profit
margins improved significantly and grew by 268.69% and 565.38%
respectively on YoY basis and 170.37% and 168.22% respectively on QoQ

basis respectively.

Segmental Revenue Q2FY10 Q2FYur Growth | Q2FYio Q2FYu Growth
Textile 19.43 7.72 -60.27% 12.5 2550  104.00%
Construction 1.49 6.04 305.37% 74.40 102.42  37.66%

Source: CMIE, Brickwork Research

During the quarter, On YoY basis the textile revenues decreased
significantly from ¥19.43 Cr in Q2 FY10 to ¥7.72 Cr in Q2 FY11, i.e., a
decline of -60.27%, whereas the revenues from the construction segment
increased significantly by 305.37% to 36.04 Cr. During the year, net
capital employed in the textile segment and construction segment

increased by 104% and 37.66% respectively.

Immediate visibility of revenue from business streams other
than real estate is a concern:

SEL is generating small amount of stable revenue from its textile trading
business, and real estate business is currently giving excellent cash flows.
However, we believe this will fetch cash flows only till the revenues from
said real estate projects are accounted for. Company ds i nv
GPPC will fetch revenues in next 2-3 years once its green based gas

power project is commissioned and operational.
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“The company is
expected to fetch
approximately INR 7-8
Bn through its project
for generating CER for
the first 10 years after
the time it is

operational.”

“SEL is currently
engaged in developing
real estate projects in
Mumbai having total
saleable area of 1.88mn

sq. ft.”
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GPPC deal: a boon for the company...

Swan Energy Ltd has emerged as one of the largest shareholder in GSPC
Pipavav Power Company(GPPC) with around 49% stake, with deal
expected to near ¥381 Cr. According to the agreement Gujarat State
Petroleum Corporation Ltd (GSPC), Gujarat Power Corporation Ltd
(GPCL) & SEL shall be the shareholders with 34%, 17% & 49% holding
respectively. The project will be eligible for generating CER (Carbon
Credits) upon its operations for the first 10 years, as per approved
methodology AM0029 of UNFCCC. This could result in reduced Green
House Emissions & will help SEL to fetch cash flows of approximately
INR 7-8bn in the same period after the project is operational. However,
this would be finalized after FY12.

The company is expected to commission its first phase of 350 MW of the
700 MW Greenfield gas based power project in Gujarat by the end of
FY11, through 49% equity participation in GPPC, a special purpose
company set by GSPC.

Deployment of real estate cash flows into energy generation
activities...

The company intends to deploy the cash flows that are generated from
its real estate activities into energy generation activities. SEL is currently
engaged in developing real estate projects in Mumbai having total

saleable area of 1.88mn sq. ft. These projects include:

e A commercial IT park6 T e ¢ h n at Karla dowsisting of 4 buildings
with 0.88mn sq. ft. of saleable area. The construction work of 2
buildings have been completed and for remaining 2 buildings it is at
the advanced stage and is expected to be completed by FY11. 100% of
the property has been sold.

e A residential complex 6 As h ok Ga SeWe randsting of 2

towers of 23 floors, each housing 3 wings with 0.84mn sq. ft. of

saleable area, have nearly been completed and sold and is ready for

possession.

The company has also acquired land at Goa, however, there are no

immediate development plans for the same.
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Annexure I:

Profit & Loss Statement:

TinCr

. [3103.06] 31.03.07] 31.03.08 [ 31.03.00 | 31.03.10 |
SALES 0.40 2.17 45.57 174.97 534.81
Less: Indirect Taxes 0.63 5.11 4.14 13.00 4.22
INCOME FROM OPERATIONS: -0.23 -2.94 41.43 161.97 530.59
COST OF PRODUCTION:
Raw material expenses 0.00 19.33 40.04 85.71 330.18
Packaging expenses 0.00 0.00 0.00 0.00 0.00
Purchase of finished goods 0.38 2.85 44.76 0.45 62.04
Power, fuel & water charges 0.04 0.03 0.03 0.05 0.06
Compensation to employees 0.00 0.00 0.07 0.12 0.48
Royalties, technical know-how fees, etc. 0.00 0.00 0.00 0.00 0.00
Lease rent & other rent 0.06 0.06 0.06 0.02 0.02
Repairs & maintenance 0.14 0.09 0.12 0.13 0.12
Insurance premium paid 0.02 0.02 0.01 0.02 0.02
Outsourced mfg. jobs (incl. job works, etc.) 0.00 0.00 0.00 0.00 0.00
TOTAL COST OF PRODUCTION: 0.64 22.38 85.09 86.50 392.92
Change in stock 22.13 72.46 74.17 14.00 -69.73
GROSS PROFIT 21.26 47.14 30.51 89.47 67.94
Selling, General & Admin. Exp. 14.02 35.11 12.97 81.24 11.40
EBIDTA 7.24 12.03 17.54 8.23 56.54
Depreciation / Amortization 0.17 0.15 0.41 0.20 0.27
EBIT 7.07 11.88 17.13 8.03 56.27
Interest paid 9.03 12.97 20.44 17.23 4.58
PROFIT BEFORE TAX, OTHER
INCOME & EXTRAORDINARY
ITEMS -1.96 -1.09 -3.31 -9.20 51.69
Other Income 3.41 2.51 27.40 46.86 2.95
PROFIT BEFORE TAX &
EXTRAORDINARY ITEMS 1.45 1.42 24.09 37.66 54.64
Provision for direct taxes 0.08 0.15 2.83 5.88 15.74
PAT BEFORE EXTRAORDINARY
ITEMS 1.37 1.27 21.26 31.78 38.90
Prior period & extraordinary expenses 0.28 0.00 0.00 0.15 0.00
PAT 1.09 1.27 21.26 31.63 38.90

Source: CMIE, Brickwork Research
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Annexure II:

Balance Sheet:

ZinCr
| 310306/ 31.03.07|31.03.08 | 31.03.00 | 310310
LIABLITIES
SHARE CAPITAL, RESERVES &
SURPLUS
Issued equity capital 19.00 19.00 19.00 19.00 19.00
Paid up preference capital 0.14 0.14 0.14 0.14 0.00
Reserves & surplus 13.53 14.80 36.06 67.69 104.17
Less: Expenses not written off 0.00 0.00 0.00 0.00 0.00
TOTAL NETWORTH 32.67 33.94 55.20 86.83 123.17
MINORITY INTEREST: 0.00 0.00 0.00 0.00 0.00
BORROWINGS:
Secured borrowings 111.51 114.75 151.32 47.55 238.20
Unsecured borrowings 0.01 15.00 0.00 0.00 0.00
NET DEFFERED TAX LIABLITY 0.14 0.13 0.20 0.22 0.24
TOTAL LIABLITIES 144.33 163.82 206.72 134.60 361.61
ASSETS
NET FIXED ASSETS 1.02 0.01 20.11 39.14 72.07
INTANGIBLE ASSETS 0.00 0.00 0.00 0.00 0.00
INVESTMENTS 3.93 0.00 10.14 27.69 213.21
CURRENT ASSETS, LOANS &
ADVANCES (A):
Cash & bank balance 4.54 16.07 52.92 57.73 111.10
Other Current Assets 161.63 251.06 389.74 366.08 325.71
Loans & advances 0.00 0.00 0.00 0.00 0.00
CURRENT LIABLITIES & PROVISIONS
(B): 26.79 104.22 266.19 356.04 360.48
NET WORKING CAPITAL (A-B) 139.38 162.91 176.47 67.77 76.33
TOTAL ASSETS 144.33 163.82 206.72 134.60 361.61
Contingent liabilities 27.61 0.75 0.14 3.59 3.43

Source: CMIE, Brickwork Research
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