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Array of structural and favourable trends

We recently attended the FY21 analyst meet of Siemens India (SIEM).
Highlights: i) Ordering cycle has improved consistently over the past
few quarters led by efficiency-related private capex driven by short-
mid cycle product orders from cement-metals, food-beverages and
renewables, etc. ii) Utilisation at ~70% suggests large-scale greenfield
capex is still some time away; however, medium voltage led by EV
charging infra, renewable integration, data centres, etc will be a major
driver for electrification.

We remain bullish on SIEM enthused by perking up private capex
across wider sectors and a few encouraging emerging trends driving
automation, digital and medium voltage structurally. Retain ‘BUY’.

FINANCIALS (INR mn)
Year to September FY20A FY21E FY22E FY24E
Revenue 1,29,631 1,69,937 1,90,862 2,20,521
EBITDA 14,594 20,057 22,714 26,243
Adjusted profit 10,627 16,128 18,104 20,964
Diluted EPS (INR) 29.8 453 50.8 58.9
EPS growth (%) 40.3 51.8 12.3 15.8
ROAE (%) 10.7 14.7 14.7 15.1
P/E (x) 73.7 48.5 43.2 373
EV/EBITDA (x) 50.3 36.1 313 26.7
Dividend yield (%) 0.4 0.5 0.5 0.5
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Corporate access

Colour of capex and key sector trends

SIEM’s leadership team highlighted improved momentum in sectors such as
metals/cement is largely efficiency-led, driving demand for short-mid cycle
products/solutions. Railway-metro and food & beverage are sustaining well in new
orders. Large order for smart meter, STATCOMs, renewable integration and
signalling order aided FY21 intake. There was no mention of greenfield projects,
which remain critical to a large scale capex uptick. (click to read Q&A excerpts)

Way forward for SIEM India; cyclical and structural drivers

Current utilisation for private sector stands at ~70%, suggesting full-fledged capex
will take some time. PLI is a major driver of current capex across few sectors.
Management indicated strong potential from medium voltage segment, which will
see significant growth across data centres, renewables integration, EV charging (Grid
to Socket), and SIEM is already witnessing improving traction in these segments.
Management believes OPMs for SIEM will reflect increased share of digital and
software revenues, which coupled with a rising share of products (including new
offerings), should lead to better OPMs. Manufacturing footprint and localisation
have been a consistent focus as per management, who would look to leverage global
software capabilities to service expanding client needs for domestic markets.

Outlook and valuation: Structurally on strong upcycle; retain ‘BUY’

Under current leadership, SIEM has seen multiple changes—reduced OPM volatility
and business structure/portfolio consolidation, which boost investor perception and
growth outlook. We expect the growth/return cycle for SIEM in the medium-long
run to fare better as the industrial cycle gets better and as emerging segments see
greater volumes. SIEM’s TAM expansion is clearly on an uptrend and as new-age
businesses gain scale, SIEM, in our view, has solid a competitive moat (technology
and diverse scale) to benefit from. Retain ‘BUY/SO’ with a TP of INR2,660.
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Financial Statements

Income Statement (INR mn)

Balance Sheet (INR mn)

Year to September FY20A FY21E FY22E FY24E Year to September FY20A FY21E FY22E FY24E
Total operating income 1,29,631 1,69,937 1,90,862 2,20,521 Share capital 712 712 712 712
Gross profit 40,875 56,639 63,613 72,419 Reserves 1,02,725 1,15,292 1,29,835 1,47,238
Employee costs 16,041 19,288 21,477 24,598 Shareholders funds 1,03,437 1,16,004 1,30,547 1,47,950
Other expenses 10,240 17,293 19,422 21,577 Minority interest 0 0 0 0
EBITDA 14,594 20,057 22,714 26,243 Borrowings 0 0 0 0
Depreciation 2,282 2,777 2,954 3,190 Trade payables 57,790 69,473 78,560 85,802
Less: Interest expense 196 212 229 247 Other liabs & prov 7,327 7,796 8,289 8,806
Add: Other income 2,190 4,483 4,662 5,208 | Total liabilities 1,71,763 196,482  2,20,605  2,45,768
Profit before tax 14,306 21,552 24,194 28,015 Net block 9,446 8,169 6,716 5,526
Prov for tax 3,679 5,425 6,090 7,051 Intangible assets 0 0 0 0
Less: Other adj 0 0 0 0 Capital WIP 304 304 304 304
Reported profit 10,627 16,128 18,104 20,964 Total fixed assets 9,750 8,473 7,020 5,830
Less: Excp.item (net) 0 0 0 0 Non current inv 22,120 22,120 22,120 22,120
Adjusted profit 10,627 16,128 18,104 20,964 | Cash/cash equivalent 48,488 59,396 71,126 82,046
Diluted shares o/s 356 356 356 356 Sundry debtors 35,260 45,556 53,724 62,072
Adjusted diluted EPS 29.8 45.3 50.8 58.9 Loans & advances 40,298 42,313 45,698 49,354
DPS (INR) 8.0 10.0 10.0 10.0 Other assets 15,847 18,624 20,918 24,345
Tax rate (%) 25.7 25.2 25.2 25.2 Total assets 1,71,763 1,96,482 2,20,605 2,45,768
Important Ratios (%) Free Cash Flow (INR mn)

Year to September FY20A FY21E FY22E FY24E Year to September FY20A FY21E FY22E FY24E
COGS (% of rev) 68.5 66.7 66.7 67.2 Reported profit 10,627 16,128 18,104 20,964
Employee cost (% of rev) 12.4 11.4 11.3 11.2 Add: Depreciation 2,282 2,777 2,954 3,190
Other exp (% of rev) 7.9 10.2 10.2 9.8 Interest (net of tax) 146 158 171 185
EBITDA margin (%) 11.3 11.8 11.9 11.9 Others (1,536) (4,430) (4,605) (5,146)
Net profit margin (%) 8.2 9.5 9.5 9.5 Less: Changes in WC 1,819 (2,936) (4,267) (7,672)
Revenue growth (% YoY) 33.1 30.4 12.3 15.5 Operating cash flow 13,338 11,697 12,358 11,520
EBITDA growth (% YoY) 47.4 374 13.2 15.5 Less: Capex (994) (1,500) (1,500) (2,000)
Adj. profit growth (%) 40.3 51.8 12.3 15.8 Free cash flow 12,344 10,197 10,858 9,520
Assumptions (%) Key Ratios

Year to September FY20A FY21E FY22E FY24E Year to September FY20A FY21E FY22E FY24E
GDP (YoY %) (7.3) 9.0 7.0 7.0| | RoE (%) 10.7 14.7 14.7 15.1
Repo rate (%) 4.0 4.0 4.3 53 RoCE (%) 14.6 19.8 19.8 20.3
USD/INR (average) 74.2 73.0 72.0 71.0 Inventory days 55 56 57 56
Order inflow (INR bn) 142.3 165.1 189.8 208.8 Receivable days 95 87 95 96
Rev growth (%) 31.3 311 12.3 15.5 Payable days 222 205 212 203
Gross margin (%) 31.5 33.3 33.3 32.8 Working cap (% sales) 19.0 16.3 16.8 18.1
EBITDA margin (%) 11.3 11.8 11.9 11.9 Gross debt/equity (x) 0 0 0 0
Tax rate (%) 25.7 25.2 25.2 25.2 Net debt/equity (x) (0.5) (0.5) (0.5) (0.6)
Capex (INR mn) 1,937.0 1,500.0 1,500.0 2,000.0 Interest coverage (x) 62.8 81.6 86.4 934
Valuation Metrics Valuation Drivers

Year to September FY20A FY21E FY22E FY24E Year to September FY20A FY21E FY22E FY24E
Diluted P/E (x) 73.7 48.5 43.2 37.3 EPS growth (%) 40.3 51.8 12.3 15.8
Price/BV (x) 7.6 6.7 6.0 5.3 RoE (%) 10.7 14.7 14.7 15.1
EV/EBITDA (x) 50.3 36.1 31.3 26.7 EBITDA growth (%) 47.4 37.4 13.2 15.5
Dividend yield (%) 0.4 0.5 0.5 0.5 Payout ratio (%) 26.8 22.1 19.7 17.0

Source: Company and Edelweiss estimates
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Conference call highlights

Opening remarks

e Central government capex is going strong, while state capex has not yet taken
off and is unlikely to revive at this stage. Private sector has started spending to a
certain extent, especially pharma, food and beverage, etc.

e Digitalisation has clearly fast tracked in past 2 years, semi-conductor or supply
chain constraints are not a major worry, but input cost/logistics cost has been a
challenge.

e Cement-Steel, railway-metro, pharma, F&B stayed strong while building
management has been slow relatively. Note that Siemens also bagged a large
E&A order from a cement major.

e Energy demand is up 19% YoY (private led industrial capex, captive plants, WHR
for better energy efficiency and de-carbonisation drive).

e STATCOM orders are looking up as customers upgrade their systems. 8GW of
renewable power integration in Rajasthan.

e SMART Infra business, electrification is looking better, data centre and energy
efficiency is growing well.

e Mobility- Electrification and signalling orders going well. SIEM has bagged a large
order in DFCC/metro segment.

Question and answers

Q: Digital strategy of the parent and how is Siemens India looking at that?

A: India is not at a stage where digital could have a significant size and will take a
couple of years before we report any material scale.

Q: Smart Infra potential in the medium voltage segment?

A: Building management system, hotel, hospitals etc are key markets. In the energy
space, medium voltage business will grow led by charging stations (grid to socket
infra), renewables capacity integration, data centre etc. SIEM is in active discussion
with local/global aggregators for data centres. Warehousing and logistics will need
huge automation/integration.

Q: Royalty payments to parent and the path forward for capital allocation?

A: FY21 royalty fee payment has seen some increase but is still at around 0.5-0.6%
and is unlikely to move higher materially. On capital allocation, SIEM has been
investing INR2bn on capex to meet current growth needs. SIEM will evaluate new-
age investments from short-medium-long term view. On inorganic path, SIEM will
evaluate it segment-wise.

Q: Charging opportunities, metro and high speed rail?

A: In Metro we are looking at signalling and electrification segment largely. On E
mobility, SIEM is looking at GRID to SOCKET going ahead.

Q: C&sS Electric profitability?

A: C&S Electric profitability is robust, there are some integration costs that will
continue for about a year. The entity will target more and more exports business
which augurs well for OPMs.
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Q: Margin levers for SIEM India?

A: Rising share of products and high margin software business should directionally
help SIEM see healthy OPMs in the medium to long run. Pandemic led supply chain
disruption has led to a shift in cost structures for SIEM and industry as well.

Q: Top 2 business lines within the gamut of decarbonisation and potential scale-
up from that?

A: SIEM is looking at WHR in energy, E Charging and Smart Grid, datacentre, etc
which will grow as investments come in the decarbonisation area.

Q: Saas offering at 5-10% of revenues?

A: Digital offering is an intersection of IT/OT, SIEM will look to partner with other
players to cater to customers growing needs.

Q: Localisation strategy as SIEM caters to new-age segments?

A: SIEM has 31 factories in India at this stage and with 6,000 plus software engineers
catering to global demand for the group. Localisation in new areas will depend on
competition scale/location, customer location and needs, there is no specific
strategy at this stage.




Company Description

Siemens India (SIEM) is a 75% subsidiary of Siemens AG, Germany, which has
presence in more than 200 countries. SIEM offers diverse products and services
solutions in power generation, transmission and distribution, automation and
drives, industrial and digital solution. Siemens has 22 factories located across the
country, eight Centres of Competence, 11 R&D centres and a nationwide sales and
service network.

Investment Theme

Siemens (SIEM) is one of the most diversified industrial product/solutions companies
in India with exposure to a wide range of industries including power, steel, cement,
hydrocarbons, factories & building technologies, automation/digitalization, etc.
Over the past three-four years, the company has simplified its business structure,
apart from reducing operating margin volatility, which we believe is a significant
departure from the past. Additionally, we expect it to significantly scale up in new
areas like digital and factories & building technologies, which will boost growth and
operating margin given the high growth potential and scope for value addition. The
stock’s re-rating will be a function of structural shift in revenue stream to more
short-cycle/high-returns yielding business including global leverage on recently
acquired C&S business. Also, Siemens is better placed to benefit from robust
railway/metro capex esp on large system order potential.

Key Risks

Slowdown in key infra verticals including T&D, transportation, hydrocarbon etc.,
could impact SIEM’s overall business growth.

SIEM has reasonable exposure to export markets and hence a
sustained slowdown in key export markets, including the Middle East, could impact
our growth estimates.

Parent’s strategy has a direct bearing on SIEM’s domestic business positioning.
Hence, any significant decision w.r.t. business verticals could impact future growth
potential and valuations.

Edelweiss Research is also available on www.edelweissresearch.com, Bloomberg - EDEL, Thomson Reuters, and Factset Edelweiss Securities Limited 5



Additional Data

Management Holdings — Top 10*
Chairman Deepak Parekh % Holding % Holding
MD & CEO Sunil Mathur Life Insurance 7.36 HDFC Asset Mana 0.20
Vanguard Group 0.78 INVESTOR EDUCAT 0.20
ED & CFO Daniel Spindler
BlackRock Inc 0.61 Norges Bank 0.19
Company Secretary Ketan Thaker DSP Investment 0.48 Tata Asset Mana 0.19
Auditor BSR & Co. LLP Nippon Life Ind 0.40 UTI Asset Manag 0.16
*Latest public data
Recent Company Research Recent Sector Research
Date Title Price Reco Date Name of Co./Sector Title
Cyclically and structurally attractive; Honeywell Slower catch-up; better clarity
24-Nov-21 Result Update 2276 Buy 15-Nov-21 Automation awaited ; Result Update
Slight blip; talking growth; Result Strong cyclical recovery; Result
11-Aug-21 . 2060 Buy 13-Nov-21 Bharat Forge i
24-Jun-21 Accelerated approach to growth; 2025 Buy 12-Nov-21  Thermax Stable profit & loss; orders spring
Company Update surp; Result Update
Rating Interpretation Daily Volume
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SIEM IN Equity ® Buy ¢ Hold ® Reduce Dec-18 Jun-19 Dec-19 Jun-20 Dec20 Jun-21
Source: Bloomberg, Edelweiss research Source: Bloomberg
Rating Distribution: Edelweiss Research Coverage Rating Rationale
Buy Hold Reduce Total Rating Expected absolute returns over 12 months
Rating Distribution* 186 52 18 257 Buy: >15%
>50bn >10bn and <50bn <10bn Total Hold: >15% and <-5%
Market Cap (INR) 231 40 4 275 Reduce: <-5%

*1 stocks under review




DISCLAIMER

Edelweiss Securities Limited (“ESL” or “Research Entity”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is licensed to carry on the business of broking, Investment
Adviser, Research Analyst and related activities.

This Report has been prepared by Edelweiss Securities Limited in the capacity of a Research Analyst having SEBI Registration No.INH200000121 and distributed as per SEBI (Research Analysts)
Regulations 2014. This report does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. Securities as
defined in clause (h) of section 2 of the Securities Contracts (Regulation) Act, 1956 includes Financial Instruments and Currency Derivatives. The information contained herein is from publicly
available data or other sources believed to be reliable. This report is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment
decision. The user assumes the entire risk of any use made of this information. Each recipient of this report should make such investigation as it deems necessary to arrive at an independent
evaluation of an investment in Securities referred to in this document (including the merits and risks involved), and should consult his own advisors to determine the merits and risks of such
investment. The investment discussed or views expressed may not be suitable for all investors.

This information is strictly confidential and is being furnished to you solely for your information. This information should not be reproduced or redistributed or passed on directly or indirectly
in any form to any other person or published, copied, in whole or in part, for any purpose. 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 ESL and associates / group companies to any registration or licensing requirements within such jurisdiction. The distribution of this report in certain jurisdictions may be
restricted by law, and persons in whose possession this report comes, should observe, any such restrictions. The information given in this report is as of the date of this report and there can
be no assurance that future results or events will be consistent with this information. This information is subject to change without any prior notice. ESL reserves the right to make
modifications and alterations to this statement as may be required from time to time. ESL or any of its associates / group companies shall not be in any way responsible for any loss or
damage that may arise to any person from any inadvertent error in the information contained in this report. ESL is committed to providing independent and transparent recommendation
to its clients. Neither ESL nor any of its associates, group companies, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or
consequential including loss of revenue or lost profits that may arise from or in connection with the use of the information. Our proprietary trading and investment businesses may make
investment decisions that are inconsistent with the recommendations expressed herein. Past performance is not necessarily a guide to future performance .The disclosures of interest
statements incorporated in this report are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. The information
provided in these reports remains, unless otherwise stated, the copyright of ESL. All layout, design, original artwork, concepts and other Intellectual Properties, remains the property and
copyright of ESL and may not be used in any form or for any purpose whatsoever by any party without the express written permission of the copyright holders.

ESL shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including network (Internet) reasons or snags in the system, break
down of the system or any other equipment, server breakdown, maintenance shutdown, breakdown of communication services or inability of the ESL to present the data. In no event shall
ESL be liable for any damages, including without limitation direct or indirect, special, incidental, or consequential damages, losses or expenses arising in connection with the data presented
by the ESL through this report.

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers simultaneously, not all customers may receive this report at the
same time. We will not treat recipients as customers by virtue of their receiving this report.

ESL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to time, have long or short positions in, and buy or sell the
Securities, mentioned herein or (b) be engaged in any other transaction involving such Securities and earn brokerage or other compensation or act as a market maker in the financial
instruments of the subject company/company(ies) discussed herein or act as advisor or lender/borrower to such company(ies) or have other potential/material conflict of interest with
respect to any recommendation and related information and opinions at the time of publication of research report or at the time of public appearance. ESL may have proprietary long/short
position in the above mentioned scrip(s) and therefore should be considered as interested. The views provided herein are general in nature and do not consider risk appetite or investment
objective of any particular investor; readers are requested to take independent professional advice before investing. This should not be construed as invitation or solicitation to do business
with ESL.

ESL or its associates may have received compensation from the subject company in the past 12 months. ESL or its associates may have managed or co-managed public offering of securities
for the subject company in the past 12 months. ESL or its associates may have received compensation for investment banking or merchant banking or brokerage services from the subject
company in the past 12 months. ESL or its associates may have received any compensation for products or services other than investment banking or merchant banking or brokerage services
from the subject company in the past 12 months. ESL or its associates have not received any compensation or other benefits from the Subject Company or third party in connection with the
research report. Research analyst or his/her relative or ESL’s associates may have financial interest in the subject company. ESL and/or its Group Companies, their Directors, affiliates and/or
employees may have interests/ positions, financial or otherwise in the Securities/Currencies and other investment products mentioned in this report. ESL, its associates, research analyst
and his/her relative may have other potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of publication of research
report or at the time of public appearance.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i) exchange rates can be volatile and are subject to large fluctuations; ( ii)
the value of currencies may be affected by numerous market factors, including world and national economic, political and regulatory events, events in equity and debt markets and changes
in interest rates; and (iii) currencies may be subject to devaluation or government imposed exchange controls which could affect the value of the currency. Investors in securities such as
ADRs and Currency Derivatives, whose values are affected by the currency of an underlying security, effectively assume currency risk.

Research analyst has served as an officer, director or employee of subject Company: No
ESL has financial interest in the subject companies: No

ESL’s Associates may have actual / beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of research
report.

Research analyst or his/her relative has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication
of research report: No

ESL has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of research report: No
Subject company may have been client during twelve months preceding the date of distribution of the research report.

There were no instances of non-compliance by ESL on any matter related to the capital markets, resulting in significant and material disciplinary action during the last three years except
that ESL had submitted an offer of settlement with Securities and Exchange commission, USA (SEC) and the same has been accepted by SEC without admitting or denying the findings in
relation to their charges of non registration as a broker dealer.

A graph of daily closing prices of the securities is also available at www.nseindia.com

Analyst Certification:

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their securities,
and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.



http://www.nseindia.com/

Additional Disclaimers
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other things, the research analysts' business or relationship with a subject company or trading of securities by a research analyst.

This report is intended for distribution by ESL only to "Permitted Clients" (as defined in National Instrument 31-103 ("NI 31-103")) who are resident in the Province of Ontario, Canada (an
"Ontario Permitted Client"). If the recipient of this report is not an Ontario Permitted Client, as specified above, then the recipient should not act upon this report and should return the
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In Singapore, this report is being distributed by Edelweiss Investment Advisors Private Limited ("EIAPL") (Co. Reg. No. 201016306H) which is a holder of a capital markets services license and
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