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Enduring
Flagships

Companies at the pole position in their
groups are considered shock-proof
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Against this backdrop, one of the Several companies have been promoted
simple methods is to invest in flagship A slulw-up ]l‘lﬂlo ﬂml'lu across industries. Major listed subsidiaries
companies. The Indian market is domi- and associate companies are Tech Mahindra.
nated by business families. They are emo- :‘m; &mﬂwuﬂﬂf:{:ﬂ UW Mahindra Holidays, Mahindra & Mahindra

tionally attached to their businesses. The
basic premise of the investment theme is
that promoters will protect their headline
company at any cost. There is likelihood
of group entities being merged. demerged
or sold to overcome economic or company-
specific challenges such high leverage or
wrong business calls.

Many flagships are holding ventures for
group companies, apart from running inde-
pendent businesses, offering a significant
cushion to equity investors.

Capital Market explored mainline com-
panies for long-term investment, The ex-
ercise is not simple as picking those that
are among the oldest in the group. Vintage
is likely to be misleading in certain instances.
Indian Hotels is among the oldest in the
Tata group. However. Tata Consultancy
Services has emerged as a flagship over the
years. Incorporated 1995, it is the most
valuable Tata group company. The market
value exceeds that of the reminder of the
Tata companies.

Various parameters examined include the
year of establishment, promoter holding,
profitability of group enterprise, equity
stake held in other group companies, size of
revenues and market capitalization, manage-
ment commentary and market perception.
It is a subjective call. Investors have to un-
dertake their own assessment to determine
the flagships of a group.

Housing Development Finance Cor-
poration (HDFC), incorporated in 1977 as
the first specialized mortgage lender, has
emerged as a financial conglomerate. The
flagship’s loan outstanding stood at Rs
430,210 crore and outlets at 332 end Sep-
tember 2018. The share of individuals was
73%, followed by construction finance 12%,
lease rental discounting 9% and corporate
6%, Key sources of borrowings include de-
bentures and securities, accounting for 54%
of the total, deposits 28% and term loans
18%. The gross non-performing loans stoad
at 1.13% end September 2018. The loan
spread remained stable at 2.28% in H1 of
F¥2019 compared with 2.29% in FY 2018,
The capital adequacy ratio remained high at
18.4% end FY 2018.

Key associates and subsidiaries com-
prise HDFC Bank. with equity stake of
21.4%, HDFC Standard Life Insurance

entities of power power

generation,
distribution, retall and other businesses

-
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Company 51.6%, HDFC Asset Manage-
ment 52.8%, HDFC Ergo General Insur-
ance Company 50.5%, Gruh Finance 57.9%
and HDFC Credila (90.8%). HDFC Bank
is among the leading private sector banks,
with a deposit base of Rs 833,360 crore,
4,825 branches and 13,018 ATMs. HDFC
Standard Life reported a market share of
2 1% of total new business premium among
the private sector. Assets under manage-
ment stood at Rs 113230 crore end Sep-
tember 2018. HDFC Asset Management
manages assets worth about US$ 40 bil-
lion. Among private sector general insur-
ance players, HDFC Ergo commands a
market share of 9.8%. Housing finance com-
pany Gruh Finance has a Joan portfolio of
Rs 16700 crore.

Automobile maker Mahindra &
Mahindra commanded a market share of
10.9% end FY 2018. The Mahindra group
company operates in diverse industries in-
cluding acrospace and defence, automobile
aftermarkets. apri, farm equipment, finan-
cial services, hospitality, information tech-
nology, real estate, organized retail, logis-
tics and two-wheelers.

The largest utility plaver, with a do-
mestic market share of 25.4% end FY 2018,
is also the second-largest commercial ve-
hicle (CV) producer and the largest small
CV maker. The country’s largest tractor
manufacturer, with a market share of
42.9%, operates 16 plants in India and six
in the US, seven in Africa, two in Austra-
lia, two in Turkey and two in South Korea.
There is presence in over 100 countries.
The focus is on developing new products
and enhancing capacity.

Financial Services, Mahindra Lifespaces.
Swaraj Engines, EPC Industries and
Mahindra Logistics. Associate company
Tech Mahindra, with 26.15% equity stake.
provides software solutions. Subsidiary
Mahindra & Mahindra Financial Services
undertakes financing of automobiles. Sub-
sidiary Ssang¥Yong Motor Company is the
fourth largest South Korean-based automo-
bile producer.

Lalbhai group company Arvind is the
largest textiles, apparel and fashion player,
with revenues of US$ 1.7 billion and pro-
duction capacity of over 100 million meters
in denim and 132 million meters in woven
fabric in FY 2018. The full supply-chain
partner to world’s leading fashion brands
converts around 10% of the fabrics manu-
factured into garments and aims to grow
the business 30-40% as global fashion
brands seek complete solutions. The do-
mestic fashion business consists of brands
such as US Polo Association, Tommy
Hilfiger, Calvin Klein, Arrow, Flying Ma-
chine, Gap and Sephora, With over 1,200
standalone stores and large third-party dis-
tribution network, brands are present
across the country.

The branded apparel and engincering
divisions are being demerged into separate
companies. Post demerger, the flagship
will take care of the textile business.
Arvind Fashions will housed branded ap-
parels and Anup Engineering the engineer-
ing business. All the three businesses will
be listed. The textile business is projected
to grow 10%, while the branded apparel
business 20% in FY 2019, Profitability is
expected to increase for both the busi-
nesses in FY 2019,

Exide Industries is the country’s larg-
est manufacturer of lead acid storage batter-
ies and power storage solutions provider.
The seven production units in India offer
one of the widest ranges of batieries for ap-
plication in the automotive and industrial
segments. User industries comprise auto-
motive, two-wheelers, inverters, uninter-
rupted power supply (UPS). power,
telecom, fork-lift trucks and railways. There
are two captive lead smelting units and two
UPS plants. Technical collaborators are Shin
Kobe and Furukawa of Japan, East Penn of
the US and Moura of Brazil.
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Also, there are manufacturing facilities
in Sri Lanka. The global business is carried
out through subsidiaries and international
affiliates, Products are sold worldwide, par-
ticularly in Australia, Japan and Western
Europe, under own brands. The non-con-
ventional energy business consists of de-
signing solar and wind power solutions for
use in remote areas.

The Rajan Raheja group company in
June 2018 formed a joint venture with Swit-
zerland-based Leclanché SA, one of the
world’s largest energy storage solution pro-
vider, to build lithium-ion batteries and
make available energy storage systems for
India’s electric vehicle (EV) market. Life
insurance subsidiary Exide Life Insurance
Company managed assets worth Rs 12500
crore end FY 2018,

Munjal group company Hero
MotoCorp commands 50% share in the do-
mestic motorcycle market and 35% share in
the domestic two-wheeler market. Indeed,
the largest two-wheeler company by vol-
umes in the world for the last 17 years has a
wide distribution reach. with 6,500 pan-In-
dia touch points and presence in over one
lakh villages. The product portfolio com-
prises 20 two-wheeler models comprising
100¢c. 110ee, 125ec and 200¢e premium mo-
torcycles and scooters. Key two-wheeler
brands are Splendor, HF, Passion and Glam-
our. Two new products are to be launched in
the faster growing 125¢c scooter scgment.

The technology centre at Jaipur in
Rajasthan was commissioned with an in-
vestment of US$ 125 million. Operations
bepan in March 2016. Global presence was
expanded in FY 2017 to 37 countries
across Asia, Africa and South and Central
America. Anew manufacturing unit com-
ing up at Chitoor in Andhra Pradesh will
help efficiently serve the southern mar-
kets. Also, one manufacturing facility each
is being constructed in Sri Lanka and
Bangladesh. Onece operational in two
years, new capacities will take the overall
installed capacity to about 11 million units
from nine million units,

Established in 1974, Emami is the {lag-
ship of the Emami group and one of the
leading FMCG players operating in the
beauty and healthcare spaces. The product
portfolio of over 300 products is mainly
based on Ayurvedic formulations. Popular
household brands are BoroPlus, Navratna,
Fair and Handsome, Zandu balm, Mentho
Plus balm and Fast Relief. Zandu Pharma-
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ceutical Works, acquired in CY 2008, was
merged with in CY 2009, Entry into the
Ayurvedic hair- and scalp-care segments
was through the buying of the business of
Kesh King in June 2015. A network of
3,150 distributors services over four mil-
lion retail outlets.

Products are sold in over 60 countries
including Gulf Cooperation Council, Eu-
rope. Africa, Commonwealth of Indepen-
dent States and the South Asian Association
for Regional Cooperation. A third-party unit
was started in Sri Lanka to manufacture coun-
try-specific products. A manufacturing unit
was commissioned at Pacharia in Assam in
FY 2018, Established at the cost of Rs 300
crore, the facility will enjoy fiscal benefits
for 10 years. Balance-sheet leverage is negli-
aible, with debt-to-equity ratio of 0.21 times
end FY 2018.

Grasim Industries started textile
manufacturing in 1947. Among the oldest
group companies in the Aditya Birla
group’s viscose staple fiber production ac-
counts for 17% of the global output. The
largest chlor-alkali and cement producer
in India has diversified into financial ser-
vices by setting up an NBFC, an asset
management company and a life insurance
venture in India. The caustic soda busi-
ness has grown multi-fold through organic
and inorganic means. The largest caustic
soda producer in the domestic market had
a capacity of 938 kilo tonnes per annum
end FY2018.

Subsidiary UltraTech Cement’s 96.5-
million-tonne per annum (mtpa) capacity
includes four mtpa overseas and 5.7 mtpa
to be commissioned by March 2019.

UltraTech in June 2017 completed the ac-
quisition of cement plants, with total ca-
pacity of 21.2 mtpa, from Jaiprakash As-
sociates and Jaypee Cement Corporations.
Capacity of 42 mtpa has been added
through acquisitions since inception. Group
entity Aditya Birla Nuve was merged in
July 2017. Subsequently the financial ser-
vices business was demerged from the
merged entity and was listed as Aditya Birla
Capital in September 2017.

The RP-Sanjiv Goenka group company
CESC is the sole distributor of electricity
within an area of 567 square kilometers of
Kolkata and Howrah, serving 2.9 million
domestic, industrial and commercial users.
The owner-and-operator of three thermal
power plants generates 1125 MW of power.
In-house power generation takes care of 88%
of the electricity requirement. Over half of
the coal used for electricity generation is
sourced from captive mines. The owned-
and-operated transmission and distribution
system comprises 474-km circuit of trans-
mission lines. The two thermal power plants,
one at Chandrapur in Maharashtra and the
second at Haldia in West Bengal, have ca-
pacity of 600 MW each.

A restructuring plan envisages turning
the business into four separate entities, with
each focusing on power generation, power
distribution, retail and other businesses. The
aim is to unlock shareholder value, provide
greater flexibility in accessing capital and
prepare focused strategies for growth across
businesses. As per the proposal, every 10
shares held will entitle five shares of the
power generation arm, five of the distribu-
tion company, six of the retail firm and two
of the residual business. All four companies
will be listed.

Ajay Piramal group company Piramal
Enterprises has diversified businesses of
financial services, pharmaceuticals and
healthcare insights and analytics. Subsidiary
Piramal Capital & Housing Finance is regis-
tered with the National Housing Bank as a
housing financier, with long-term equity in-
vestment of US$ | billion in the Shriram
group, a leading financial conglomerate.

Housing finance and other financing so-
lutions are provided across the entire capi-
tal stack, ranging from early stage private
equity, structured debt, senior secured debt,
construction finance and flexi lease rental
discounting. The wholesale business in the
non-real estate sector includes separate ver-
ticals Corporate Finance Group (CFG) and
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Emerging Corporate Lending (ECL). CFG
offers customized funding solutions to play-
ers in sectors such as infrastructure, renew-
able energy, roads, industrials, auto compo-
nents. ECL focuses on lending to small and
medium enterprises. The total loan book
grew 59% to Rs 52793 crore end September
2018 over a year ago,

Pharmaceutical manufacturing capabili-
ties include 13 global facilities and a large
global distribution network covering over
100 countries. The portfolio comprises
niche and differentiated pharmaceutical
products and services including injectables.
Also, there is presence in the consumer
product segment in India. The healthcare
insights and analytics business is the pre-
mier provider of healthcare analytics, data
and insight products and services to the
world’s leading pharmaceutical, biotech and
medical technology players.

The Kalyani group company Bharat
Forge is the largest exporter of auto com-
ponents from India. Ten manufacturing lo-
cations across five countries have a total
forging capacity of 625,000 mtpa. A glo-
bal workforce of over 5,000 employees
caters to marquee customers including lead-
ing automotive and industrials original
equipment manufacturers and tier 1 sup-
pliers. The global leader in power train
and chassis components caters to the
power, oil and gas, construction, mining,
rail, marine, aerospace and defence indus-
tries, CVs contributed 50% to the rev-
cnues, followed by the non-auto 33% and
passenger vehicles 17%, while Europe ac-
counted for 40%, followed by India 30%
and the US 28% in FY 2018.

A strategic stake of 45% was acquired
in EV start-up Tork Motorcyles in FY
2018 to gain technical expertise in EV
power train development. Besides, a re-
search and development facility was
opened at the Mira Technology Park in
the UK to develop components and sub-
systems focused on EVs. A center for light
weighting technology and a fully auto-
mated manufacturing facility have been set
up in Andhra Pradesh to design and make
components for automotive and industrial
applications. Commercial production is ex-
pected to start in CY 2019,

JK Lakshmi Cement, the Singhania
group company, makes cement, gypsum
plaster and ready-mix concrete. Manufac-
turing plants are in the two distinctive
markets of east (comprising Chhattisgarh,

Embracing change

The Kalyani group’s Bharat Forge is the
largest exporter of auto components.
A 45% stake was acquired in EV start-up
Tork Motorcyles In FY 2018
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Odisha, Eastern and Central Madhya
Pradesh and the Vidarbha region in
Maharashtra) and north-west (comprising
Rajasthan, Gujarat, Haryana, Delhi,
Punjab, Western Uttar Pradesh, Western
Madhya Pradesh and some parts of
Maharashtra bordering Gujarat). Cement
is sold through over 4,000 dealers spread
across these territories.

A 1.35-mtpa grinding unit at Surat in
Gujarat went on stream in FY 2018, Work
on new grinding unit in Odisha, with an
annual capacity of 0.8 mtpa, is progress-
ing as per schedule and is likely to go com-
mercial by March 2019. Subsidiary
Udaipur Cement Works started produc-
tion in FY 2018. Consequently. the over-
all cement capacity increased to 12.5 mtpa
end FY 2018. The start of the 7.50-MW
waste heat recovery boiler and the expected

Ramping up capability

JK Lakshmi Cement's 1.35-mtpa grinding
unit at Surat opened in FY 2018 and

the 0.8-mtpa Odisha grinding unit

is to begin by March 2018
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commissioning of a 20-MW captive power
plant in the current financial year are ex-
pected to drastieally reduce the power
cost per tonne of cement.

With the completion of various projects
that have been undertaken in the last three
to four years, the focus is on consolidation
of presence in operating markets. High bal-
ance-sheet leverage is among the major con-
cerns: total debt was Rs 2546.5 crore and
the debt-to-equity ratio 1.84 times end
March 201 8. Mutual funds controlled 15.8%
equity stake end September 2018,

Conclusion

Flagship companies have a better chance of
survival in the long run. There are several
reasons why some have not thrived. Shriram
Transport Finance Company, the Shriram
group flagship established in 1979, seems
to be on the block for quite some time. The
leading player in the organized high-yield
pre-owned commercial vehicle financing
made many merger attempts with other play-
ers in the space in the recent past. As per
media reports, absence of succession plan is
the key reason for promoters’ intended exit.
Piramal Enterprises owns a 9.96% stake.
Governance issues crippled the UB group.

Leverage is negligible in TCS, Ramco
Cements, Shree Cement, Hero MotoCorp,
HEG, Exide Industries, Excel and Emami.,
Standalone debt of M&M and L&T
is moderate.

Investors need to commit long-term
funds. Flagships are found to be slow mov-
ers on the trading floor. There are excep-
tions. Apollo Tyres. Ashok Leyland, Bharat
Forge. Cadila Healthcare, Elgi Equipments,
Excel, HEG and Piramal Enterprises have
reported robust growth, with sales and profit
growth of at least 20% in the trailing 12-
month period ended September 2018.
Arvind, CESC, Grasim Industries and Great
Eastern Shipping are available below their
book values.

Mutual fund holding is in double digits
in Apollo Tyres, Arvind, CESC, Elgi Equip-
ments, Eveready Industries, Exide, Great
Eastern Shipping, L&T and Ramco Cements,
A high institutional stake offers comfort to
investors, Business operations of most have
achieved critical scale, thereby empowering
them to tide over challenging times such as
economy and sector downturns, A few act
as holding companies, ensuring support at
the lower level,

— Venkaiesh §
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