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Hathway Cable & Datacom’s (Hathway) reported Q1FY15 results were marginally below estimates as the company’s subscription revenue growth remains slower than expected. We await clarity on phase II monetization and phase III & IV digitisation before reworking our estimates. Thus we retain our estimates & buy rating. Below are the key highlights of the results and the conference call.
Subscription revenue remains steady; monetisation will see better days ahead – Hathway’s Q1FY15 standalone revenue stood at Rs 2.5bn, up 8% YoY while declining 15% QoQ. Adjusted subscription income declined by 10% QoQ as Q4FY14 saw income from one-off settlements. However, on a YoY basis, subscription income improved 112%. The company said that it has done retail billing in all phase I areas & is expected to do the same in phase II areas soon. Since Q3/Q4FY14 for Delhi customers, Hathway has been booking the entire customer ARPU net of taxes as revenue, while charging LCO payouts as expenditure. In other markets the company records revenue net of LCO payout. In phase I markets the company collects Rs 85-90/month net revenue per subscriber (ex-LCO payout) on an ARPU of Rs 212. The company continues to negotiate with LCOs for a higher share & has guided for a 45% share of ARPU to LCOs - down from current ~60%. In phase II markets the company mentioned that it is collecting Rs 50-55/subscriber & expects collections to improve as billing is enforced. The company saw 26% YoY and 7% QoQ broadband income growth which was boosted by higher ARPUs owing to DOCSIS 3.0 deployments in Mumbai, Pune, Hyderabad & Bangalore. Hathway plans to rollout DOCSIS 3.0 broadband in Kolkata & Delhi very soon.
EBITDA surprises positively on account of cost control – Q1FY15 EBITDA at Rs 439mn was ahead of estimates as the company’s structure was much lower than estimated. The company attributed the sequential decline in costs to one-off settlements in Q4FY14’s base. Hathway has guided for pay cost inflation of 5-15% in its digitized markets while in markets which will transition from analog to digital pay costs will witness a step jump on account of transition from fixed fee deals to cost per subscriber deals.
Other concall highlights: Bulk of Hathway’s FY15 capex will be towards broadband deployments as it is ramping up its DOCSIS 3.0 offering. Hathway expects a 6 month delay in phase III & IV execution and the MSO industry is unlikely to go overboard in digitizing these markets owing to tepid monetization of existing digital deployments. Hathway will soon roll out competitively priced HD set top boxes & is hoping to capitalize on the premiumisation of television homes.
Maintain estimates and our BUY rating: We note that Hathway’s subscription revenue has disappointed our estimates but the company has more than made up for the disappointment on account of its cost control. Pending clarity on phase III & IV rollouts and phase II collections, we keep our estimates unchanged. Thus we maintain our DCF-target price of Rs 310/share & also our BUY rating.
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Company Data

	O/S SHARES (MN) :
	152

	MARKET CAP (RSBN) :
	41.8

	MARKET CAP (USDBN) :
	0.7

	52 - WK HI/LO (RS) :
	368 / 221

	LIQUIDITY 3M (USDMN) :
	0.6

	FACE VALUE (RS) :
	10


Share Holding Pattern, %

	PROMOTERS :
	47.5

	FII / NRI :
	41.7

	FI / MF :
	7.4

	NON PROMOTER CORP. HOLDINGS :
	1.6

	PUBLIC & OTHERS :
	1.8


Price Performance, %

	
	1mth
	3mth
	1yr

	ABS
	-12.5
	10.2
	3.3

	REL TO BSE
	-16.1
	1.6
	-31.4


Price Vs. Sensex (Rebased values)
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Other Key Ratios

	Rs mn
	FY14
	FY15E
	FY16E

	Net Sales
	15,832
	22,938
	27,804

	EBIDTA
	3,015
	5,243
	6,124

	Net Profit
	-1,293
	799
	1,270

	EPS, Rs
	(8.8)
	5.2
	8.3

	PER, x
	(31.4)
	52.5
	33.1

	EV/EBIDTA, x
	17.9
	10.1
	8.5

	P/BV, x
	4.2
	3.1
	2.9

	ROE, % 
	(13.5)
	6.0
	8.8

	Debt/Equity (%)
	130.1
	116.3
	93.4


Source: PhillipCapital India Research Est.
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Quarterly standalone results snapshot
	Standalone results (Rs mn)
	Q1FY15
	Q4FY14
	QoQ (%)
	Q1FY14
	YoY (%)
	Q1FY15E
	YoY (%)

	Total income
	           2,502 
	        2,927 
	-14.5%
	        2,326 
	7.6%
	        2,692 
	-7.0%

	Subscription income
	           1,100 
	        1,227 
	-10.3%
	            520 
	111.5%
	        1,227 
	-10.3%

	% of total income
	44.0%
	41.9%
	 
	22.4%
	 
	45.6%
	 

	Carriage income
	              782 
	            834 
	-6.2%
	            718 
	8.9%
	            842 
	-7.2%

	% of total income
	31.3%
	28.5%
	 
	30.9%
	 
	31.3%
	 

	Activation income
	                 89 
	              93 
	-3.9%
	            729 
	-87.8%
	            100 
	-11.0%

	% of total income
	3.6%
	3.2%
	 
	31.3%
	 
	3.7%
	 

	Broadband income
	              416 
	            388 
	7.2%
	            331 
	25.7%
	            398 
	4.5%

	% of total income
	16.6%
	13.3%
	 
	14.2%
	 
	14.8%
	 

	Other operating income
	              897 
	        1,220 
	-26.5%
	            746 
	20.2%
	            967 
	-7.3%

	% of total income
	35.9%
	41.7%
	 
	32.1%
	 
	35.9%
	 

	 
	 
	 
	 
	 
	 
	 
	 

	Pay Channel Cost
	              858 
	        1,154 
	-25.7%
	            585 
	46.8%
	        1,131 
	-24.1%

	% of total income
	34.3%
	39.4%
	 
	25.1%
	 
	42.0%
	 

	Employee cost
	              146 
	            101 
	43.8%
	            138 
	5.7%
	            104 
	39.6%

	% of total income
	6%
	3%
	 
	6%
	 
	4%
	 

	Other operating costs
	           1,060 
	        1,265 
	-16.2%
	            843 
	25.7%
	        1,240 
	-14.5%

	% of total income
	42.4%
	43.2%
	 
	36.3%
	 
	46.1%
	 

	 
	 
	 
	 
	 
	 
	 
	 

	EBITDA
	              439 
	            407 
	7.8%
	            761 
	-42.3%
	            217 
	102.3%

	EBITDA margin (%)
	17.5%
	13.9%
	 
	32.7%
	 
	8.1%
	 

	Depreciation
	              478 
	            615 
	-22.4%
	            415 
	15.0%
	            621 
	-23.1%

	EBIT
	              (39)
	          (208)
	-81.3%
	            345 
	 
	          (404)
	 

	EBIT margin (%)
	-1.6%
	-7.1%
	 
	14.9%
	 
	-15.0%
	 

	Other income
	                 20 
	              25 
	 
	              10 
	 
	              25 
	 

	Forex loss
	                 16 
	              47 
	 
	            (83)
	 
	              30 
	 

	Interest cost
	              292 
	            247 
	 
	            216 
	 
	            252 
	 

	PBT
	            (294)
	          (383)
	-23.1%
	              56 
	 
	          (601)
	 

	Exceptional costs
	            (285)
	            110 
	 
	                 2 
	 
	               -   
	 

	Taxes
	                  -   
	               -   
	 
	               -   
	 
	               -   
	 

	PAT
	                 (9)
	          (493)
	 
	              53 
	 
	          (601)
	 


Source: Company, PhillipCapital India Research
KPI's (subs. In '000s)

	
	Q1FY15
	Q4FY14
	QoQ (%)
	Q1FY14
	YoY (%)

	Cable business
	 
	 
	 
	 
	 

	Total reach
	11,700
	11,526
	1.5%
	10,625
	10.1%

	Paying subscribers
	6,400
	6,219
	2.9%
	4,070
	57.2%

	Total digital connections
	8,150
	8,038
	1.4%
	7,014
	16.2%

	% of subs. Reach digital
	70%
	70%
	
	66%
	

	 
	
	
	
	
	

	Broadband business
	
	
	
	
	

	Reach
	1,800
	1,783
	1.0%
	1,492
	20.6%

	Subscribers
	421
	440
	-4.3%
	424
	-0.7%

	ARPU (Rs)
	370
	330
	12.1%
	310
	19.4%


Source: Company, PhillipCapital India Research
Financials
Income Statement

	Y/E Mar, Rs mn
	FY13
	FY14
	FY15E
	FY16E

	Net sales
	11,325
	15,832
	22,938
	27,804

	Growth, %
	12
	40
	45
	21

	Total income
	11,325
	15,832
	22,938
	27,804

	Raw material expenses
	-5,763
	-9,124
	-13,454
	-17,015

	Employee expenses
	-548
	-556
	-695
	-834

	Other Operating expenses
	-2,251
	-3,138
	-3,547
	-3,830

	EBITDA (Core)
	2,763
	3,015
	5,243
	6,124

	Growth, %
	64.6
	9.1
	73.9
	16.8

	Margin, %
	24.4
	19.0
	22.9
	22.0

	Depreciation
	-1,661
	-2,993
	-3,410
	-3,887

	EBIT
	1,103
	22
	1,832
	2,237

	Growth, %
	308.9
	(98.0)
	8,153.9
	22.1

	Margin, %
	9.7
	0.1
	8.0
	8.0

	Interest paid
	-602
	-1,345
	-1,258
	-1,231

	Other Non-Operating Income
	71
	23
	121
	139

	Pre-tax profit
	657
	-1,218
	808
	1,364

	Tax provided
	-178
	-163
	-162
	-273

	Profit after tax
	479
	-1,380
	646
	1,091

	Others (Minorities, Associates)
	-249
	88
	153
	179

	Net Profit
	230
	-1,293
	799
	1,270

	Growth, %
	(168.6)
	(662.4)
	(161.8)
	58.9

	Net Profit (adjusted)
	230
	(1,293)
	799
	1,270

	Unadj. shares (m)
	143
	152
	153
	153

	Wtd avg shares (m)
	143
	148
	152
	153


Balance Sheet
	Y/E Mar, Rs mn
	FY13
	FY14
	FY15E
	FY16E

	Cash & bank
	546
	440
	4,341
	3,527

	Debtors
	3,702
	5,469
	7,965
	9,268

	Inventory
	275
	34
	34
	34

	Other current assets
	1,196
	1,508
	3,415
	3,735

	Total current assets
	5,718
	7,452
	15,756
	16,564

	Investments
	118
	87
	85
	85

	Gross fixed assets
	22,183
	28,857
	36,930
	40,812

	Less: Depreciation
	-5,754
	-7,569
	-14,186
	-18,073

	Add: Capital WIP
	2,125
	2,578
	2,320
	1,980

	Net fixed assets
	18,555
	23,866
	25,064
	24,719

	Non-current assets
	752
	691
	691
	691

	Total assets
	25,141
	32,096
	41,595
	42,059

	 
	 
	 
	 
	 

	Current liabilities
	0
	0
	8,132
	9,443

	Provisions
	120
	137
	981
	1,189

	Total current liabilities
	120
	137
	9,114
	10,633

	Non-current liabilities
	9,665
	14,069
	17,069
	15,069

	Total liabilities
	9,784
	14,205
	26,182
	25,701

	Paid-up capital
	1,432
	1,520
	1,529
	1,529

	Reserves & surplus
	6,792
	8,073
	11,786
	12,909

	Shareholders’ equity
	10,336
	11,844
	15,413
	16,358

	Total equity & liabilities
	20,120
	26,049
	41,595
	42,059


Source: Company, PhillipCapital India Research Estimates

Cash Flow

	Y/E Mar, Rs mn
	FY13
	FY14
	FY15E
	FY16E

	Pre-tax profit
	657
	-1,218
	808
	1,364

	Depreciation
	1,661
	2,993
	3,410
	3,887

	Chg in working capital
	-4,023
	-1,878
	3,937
	-239

	Total tax paid
	239
	-246
	476
	-138

	Cash flow from operating activities 
	-1,465
	-348
	8,631
	4,874

	Capital expenditure
	-8,050
	-8,304
	-4,608
	-3,543

	Chg in investments
	41
	30
	2
	0

	Cash flow from investing activities
	-8,009
	-8,274
	-4,607
	-3,543

	Free cash flow 
	-9,475
	-8,622
	4,024
	1,332

	Equity raised/(repaid)
	148
	-1,028
	808
	1,123

	Debt raised/(repaid)
	3,996
	4,604
	3,000
	-2,000

	Cash flow from financing activities 
	4,204
	3,802
	3,808
	-1,023

	Net chg in cash 
	-5,271
	-4,820
	7,833
	309


Valuation Ratios
	
	FY13
	FY14
	FY15E
	FY16E

	Per Share data
	
	
	
	

	EPS (INR)
	1.6
	(8.8)
	5.2
	8.3

	Growth, %
	(168.5)
	(645.1)
	(159.8)
	58.4

	Book NAV/share (INR)
	57.5
	65.0
	87.3
	94.4

	FDEPS (INR)
	1.6
	(8.5)
	5.2
	8.3

	CEPS (INR)
	13.2
	11.5
	27.6
	33.7

	CFPS (INR)
	(13.4)
	(2.9)
	55.8
	31.0

	Return ratios
	
	
	
	

	Return on assets (%)
	4.0
	(1.8)
	3.9
	4.5

	Return on equity (%)
	2.8
	(13.5)
	6.0
	8.8

	Return on capital employed (%)
	5.1
	(2.3)
	4.9
	5.8

	Turnover ratios
	
	
	
	

	Asset turnover (x)
	0.7
	0.6
	0.8
	1.0

	Sales/Total assets (x)
	0.5
	0.6
	0.6
	0.7

	Sales/Net FA (x)
	0.7
	0.7
	0.9
	1.1

	Working capital/Sales (x)
	0.5
	0.4
	0.1
	0.1

	Working capital days
	166.7
	161.6
	42.1
	37.0

	Liquidity ratios
	
	
	
	

	Current ratio (x)
	
	
	1.8
	1.6

	Quick ratio (x)
	
	
	1.8
	1.6

	Interest cover (x)
	2.1
	0.0
	1.6
	2.2

	Total debt/Equity (%)
	95.8
	130.1
	116.3
	93.4

	Net debt/Equity (%)
	89.2
	125.5
	83.7
	68.9

	Valuation
	
	
	
	

	PER (x)
	171.2
	(31.4)
	52.5
	33.1

	Price/Book (x)
	4.8
	4.2
	3.1
	2.9

	EV/Net sales (x)
	4.1
	3.4
	2.3
	1.9

	EV/EBITDA (x)
	16.9
	17.9
	10.1
	8.5

	EV/EBIT (x)
	42.4
	2,425.3
	29.0
	23.3
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Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be reliable, but neither PCIPL nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not be relied upon as such. Opinions expressed herein are current opinions as of the date appearing on this material and are subject to change without notice. Furthermore, PCIPL is under no obligation to update or keep the information current.

Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting or reproduction, in whole or in part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only and only if it is reprinted in its entirety.

Caution: Risk of loss in trading in can be substantial. You should carefully consider whether trading is appropriate for you in light of your experience, objectives, financial resources and other relevant circumstances.

For U.S. persons only: This research report is a product of PhillipCapital (India) Pvt Ltd. which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and trading securities held by a research analyst account.
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