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Rating: Buy 
     Target Price: `260 

       Share Price: `228

Key data THEAL IN / THEA.BO 

52-week high / low `259 / `140 
Sensex / Nifty 18684 / 5686 
3-m average volume  US$0.1m 
Market cap  `7.6bn / US$139.7m 
Shares outstanding   33.71m 

Shareholding pattern (%) Sep '12 Jun '12 Mar '12

Promoters 29.60 29.60 29.60
 - of which, Pledged - - -
Free Float 70.75 70.40 70.40

 - Foreign Institutions 4.88 2.92 2.56
 - Domestic Institutions 7.23 7.41 7.30
 - Public  58.64 60.07 60.54

Estimates revision (%) FY13e FY14e FY15e

Sales 0.4 1.5 -
EBITDA 18.8 17.7 -
EPS 4.5 3.1 -
Target multiple (x) - - -

Change in Estimates  Target  Reco  

12 November 2012 

TreeHouse Education and Accessories 

Robust revenue and other income; Buy 

TreeHouse Education and Accessories’ (Treehouse) 2QFY13 revenue 
grew 62% yoy. EBITDA margin was down ~600bps yoy and net profit 
was at `99m (+88.4% yoy, +23.8% qoq) led by strong revenues and high 
other income. It added five new centres during the quarter. We raise our  
target price to `260 and maintain Buy on the stock. 

 2QFY13 result highlights. Treehouse registered 2QFY13 revenue of 
`283m (+61.6% yoy; +2.7% qoq). EBITDA margin was at 54.9%(-
603bps yoy; -248bps qoq), while net profit stood at `99m (+88.4% yoy; 
+23.8% qoq). Other income was `32m (+394%yoy; +240%qoq).   

 Centre update. The company added five new centres this quarter, taking 
the total to 309. Of these, 243 are own, while 66 are franchised. The 
company has maintained that it will open 75 own centres by FY13 end.    

 Management guidance. 1) TreeHouse has already started admission for 
academic year 2013-14 and is seeing good traction; 2) it has 21 K-12 
schools operational and expects to set-up 3 more by 2015, to a total 25.  

 Change in estimates. While our top-line estimates are intact, we are 
revising our EBITDA estimates upwards by 19% and 18% for FY13 and 
FY14, respectively, primarily because margins have sustained above 53% 
(above our expectations of 46%) owing to good capacity utilization. We 
also raise our FY13 and FY14 adj. PAT estimates 4.5% and 3.1% 
respectively. 

 Valuation. We increase our target price on the stock to `260, using the 
DCF-based method. At this target, the stock would trade at PE of 18x 
FY14e and 11x FY15e earnings. Risks. Availability of skilled manpower; 
geographical concentration, regulatory risks for the K-12 segment.  

Consol. financials (YE Mar) FY13e FY14e

Sales (`m) 1,135 1,732
Net profit (`m) 318 494
EPS (`) 9.4 14.6
Growth (%) 46.6 55.5
PE (x) 23.8 15.3
PBV (x) 2.7 2.3
RoE (%) 11.7 16.1
RoCE (%) 16.8 22.6
Dividend yield (%) 0.4 0.4
Net gearing (%) 4.5 (4.2)
Source: Anand Rathi Research  

Quarterly results (YE Mar) 2QFY12 2QFY13 % yoy 1HFY12 1HFY13 % yoy

Sales (`m) 175 283 61.6 338 558 65.3
EBITDA (`m) 107 155 45.6 201 313 55.8
EBITDA margin (%) 60.9 54.9 (603)bps 59.5 56.1 (344)bps
Interest (`m) 16.20 16.70 - 28 33 -
Depreciation (`m) 23 32 42.0 28 63 124.0
Other income  (`m) 14 32 127.3 12 41 235.2
PBT (`m) 85 138 63.1 157 258 64.5
Tax (`m) 23 39 65.4 52 79 51.3
Tax rate (%) 27.7 28.0 38bps 33.1 30.4 (267)bps
Consolidated PAT (`m) 53 99 88.4 105 180 71.1
Source: Company 
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Quick Glance – Financials and Valuations
Fig 1 – Income statement (`m) 

Year-end: Mar FY11 FY12 FY13e FY14e FY15e

Net revenues           392           772        1,135        1,732       2,518 
Revenue growth (%)          83.6          96.8          47.0          52.6         45.4 
- Op. expenses           223           352           523           807       1,177 
EBIDTA           169           420           612           925       1,341 
EBITDA margin (%)           43.1          54.4          53.9          53.4         53.3 
 - Interest expenses             12             65             67             60            47 
 - Depreciation             40             78           121           142          161 
 + Other income             19             39             50             14            25 
 - Tax             44             99           156           243           382 
Effective tax rate (%)          32.5          31.4          33.0          33.0         33.0 
Reported PAT             92           217           318           494          776 
+/- Extraordinary items             -             -             -             -             -
+/- Minority interest             -             -             -             -             -
Adjusted PAT             92           217           318           494          776 
Adj. FDEPS (`/share)            3.8            6.4            9.4          14.6         23.0 
Adj. FDEPS growth (%)        156.5          67.9          46.6          55.5         57.2 
Source: Company, Anand Rathi Research         

 
Fig 3 – Cash-flow statement (`m) 
Year-end: Mar FY11 FY12 FY13e FY14e FY15e

PAT  92 217 318 494 776
 +  Non-cash items  54 93 121 142 161
 Cash profit  146 309 438 636 936
 - Incr./(Decr.) in WC  45 640 577 138 277
 Operating cash-flow  101 (330) (138) 497 659
 -  Capex  693 356 223 193 348
 Free cash-flow  (591) (686) (361) 304 311
 -  Dividend  - 39 39 39 39
 + Equity raised  437 1,160 (0) 0 0
 + Debt raised  346 49 - (100) (100)
 -  Investments  16 285 (62) - -
 -  Misc. items  - - - - -
 Net cash-flow  175 198 (339) 164 171
 +  Op. cash & bank bal. 103 279 477 138 302
 Cl. cash & bank bal. 279 477 138 302 473
Source: Company, Anand Rathi Research  

 
Fig 5 – Valuation chart (EV/EBITDA) 
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Source: Bloomberg, Anand Rathi Research  

Fig 2 – Balance sheet (`m) 
Year-end: Mar FY11 FY12 FY13e FY14e FY15e

Share capital  240 337 337 337 337
Reserves & surplus 986 2,227 2,505 2,959 3,695
Net worth 1,226 2,564 2,842 3,296 4,032
Minority interest - - - - -
Total debt  466 515 515 415 315
Def. tax liab. (net) 18 33 33 33 33
Capital employed  1,711 3,112 3,390 3,744 4,380
Net fixed assets  1,288 1,566 1,669 1,720 1,908
Investments  26 312 250 250 250
 - of which, Liquid 26 250 250 250 250
Net working capital  117 757 1,333 1,472 1,749
Cash and bank balance 279 477 138 302 473
Capital deployed  1,711 3,112 3,390 3,744 4,380
Net debt 161 (212) 127 (137) (408)
WC days 109 381 429 310 254
Book value (`/sh) 51.1 76.0 84.3 97.8 119.6
Source: Company, Anand Rathi Research  

 
Fig 4 – Ratio analysis @ `224 
Year-end: Mar FY11 FY12 FY13e FY14e FY15e

 CEPS (`/share)  5.5 8.7 13.0 18.8 27.8
 Cash / (debt) (`/share) (6.7) 6.3 (3.8) 4.1 12.1
 P/E (x)  58.5 34.9 23.8 15.3 9.7
 P/B (x)  4.4 2.9 2.7 2.3 1.9
 P/C (x)  40.9 25.6 17.2 11.9 8.1
 EV/sales (x)  19.7 9.8 7.0 4.4 2.9
 EV/EBITDA (x)  45.8 18.1 13.0 8.3 5.5
 EBIT/sales (%)  37.9 49.3 47.7 46.0 47.9
 Sales/average CE (x)  0.3 0.3 0.4 0.5 0.6
 Adj.RoCE (%)  11.8 16.0 16.8 22.6 29.9
 Avg. CE/ avg. eq. (x)  1.3 1.3 1.2 1.2 1.1
 PBT/EBIT (x)  0.9 0.8 0.9 0.9 1.0
 PAT/PBT (x)  0.7 0.7 0.7 0.7 0.7
 Adj.RoE (%)  9.6 11.4 11.7 16.1 21.2
 Dividend yield (%)  - 0.4 0.4 0.4 0.4
Source: Company, Anand Rathi Research  

 
Fig 6 – Revenue break-up  
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  Results Review  
Treehouse registered 2QFY13 revenue of `283m (+61.6% yoy; +2.7% 
qoq). EBITDA margin came in at 54.9%(-603bps yoy; -248bps qoq). 
Consolidated net profit, at `99m (+88.4% yoy; +23.8% qoq). 

Revenue analysis 

 2QFY13 revenue was `283m +61.6%yoy; +2.7% qoq.  

 Company saw addition of 5 centres (3 owned and 2 franchised), taking 
the total number of centres to 309, of which, 243 (79%) are owned. 

 Management has retained its guidance of setting up 75 new centres in 
FY13 and expects to setup the same in 2HFY13. 

EBITDA margin 

EBITDA was `155m (+45.6% yoy; -1.7% qoq), while margin was at 
54.9%(-603bps yoy; -248bps qoq), chiefly due to higher SG&A (204bps 
qoq) and operating costs (437bps qoq). However, the same was partially 
compensated by lower personal cost (37bps yoy).  

Non-operating items 

Other income – Other income was `32m (+394%yoy; +240%qoq). 

Effective tax rate – The tax rate was 28%.    

Net profit growth 

Consolidated net profit came in at `99m, +88.4% yoy and +23.8% qoq. 

Fig 7 – Quarterly details 
(`m) 2Q12 3Q12 4Q12 1Q13 2Q13
Net Sales 163 175 213 221 275
Growth % – yoy - - - - 69.3
Growth % – qoq - 7.6 21.7 3.9 24.3
EBITDA 94 107 110 109 158
EBITDA margin (%) 58.1 60.9 51.7 49.2 57.4
Growth % – yoy - - - - 67.3
Growth % – qoq - 12.9 3.3 (1.0) 44.9
PBT 77 80 85 74 120
Taxes 25 27 23 24 40
Consolidated PAT - - - - 53.6
Growth % – yoy - 1.0 16.1 (17.3) 58.5
Growth % – qoq 2.1 1.6 1.8 1.5 2.4
EPS (`) 163 175 213 221 275

Source: Company  

Other points 

 Total staff strength is at 1,450 (+130), of which, teaching staff is 1,379. 

 Due diligence of MT Educare’s six pre-school centres is done and the 
transaction will be completed by 3QFY13. 

 Company has started admission for academic year 2013-14.  

 Company currently operates 21 K-12 schools in 3 states and wants to 
expand the same to 25 in next 2-3 years. 
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  Change in estimates 
We raise our FY13e and FY14e EPS 4.5% and 3.1% to `9.4 and `14.6, 
respectively. We increase our target price to `260 and retain Buy.  

Major estimate changes 

While our top-line estimates are intact, we are revising our EBITDA 
estimates 19% and 18% for FY13 and FY14, respectively, primarily 
because margins have sustained above 53% (above our expectations of 
46%). Management is able to achieve the same due to better capacity 
utilization. We also raise our FY13 and FY14 adjusted PAT estimates 4.5% 
and 3.1%, respectively. 

Fig 8 – Change in estimates 
 FY13e FY14e 

(`m) Previous Revised % chg Previous Revised % chg

Sales 1,130 1,135 0.4 1,706 1,732 1.5 

EBITDA 515 612 18.8 786 925 17.7 

EBITDA margin (%) 45.6 53.9 835bps  46.1  53.4 735bps 

Consolidated PAT 304 318 4.5 479 494 3.1 

FDEPS (`) 9.0 9.4 4.5  14.2  14.6 3.1 

Source: Anand Rathi Research 

Valuation 

We increase our target price on the stock to `260, using DCF-based 
method. At this target, the stock would trade at PE of 18x FY14e and 11x 
FY15e earnings (fig 9). 

Risks 

 Geographical concentration. Most of the company’s operations are 
centered in Mumbai (over 115 of the centers it runs are in the city). 
Hence, any disruption in operations or competition would significantly 
cut into its overall operations. The company is aware of this and has 
entered new markets: Kolkata (20 centers), Nagpur, Ranchi and 
Guwahati. 

 Attrition. Attrition in the senior management/content/teaching team 
could hit the business. While senior members of the team are already 
holding shares, management is keen in issuing ESOPs to employees at 
lower levels as well.   

 Regulatory risk for formal education. Any changes in regulatory 
norms for formal education (K-12) may significantly impact earnings. 
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Fig 9 – DCF-based valuation 
Year-end: Mar  FY12  FY13e FY14e FY15e FY16e FY17e FY18e FY19e  FY20e  FY21e FY22e FY23e

FCFF      

Revenues (`m)  772 1,135 1,732 2,518 3,471 4,699 6,244 8,140 10,409 13,050 16,034 19,301

Growth (%)  96.8 47.0 52.6 45.4 37.9 35.4 32.9 30.4 27.9 25.4 22.9 20.4

EBITDA (`m) 420 612 925 1,341 1,814 2,409 3,138 3,969 4,919 5,939 7,017 8,108

Margins (%)  54.4 53.9 53.4 53.3 52.3 51.3 50.3 48.8 47.3 45.5 43.8 42.0

Depreciation/amortisation (`m) 78 121 142 161 141 162 187 219 257 301 351 405

Interest expenses (`m) 65 67 60 47 38 38 38 38 38 38 38 38

Other income (`m) 39 50 14 25 25 25 25 25 25 25 25 25

PBT (`m) 316 474 737 1,158 1,660 2,234 2,938 3,737 4,650 5,625 6,653 7,691

Tax (`m) 99 156 243 382 548 737 970 1,233 1,534 1,856 2,196 2,538

PAT (before MI) (`m) 217 318 494 776 1,112 1,497 1,968 2,504 3,115 3,769 4,458 5,153

Add: depreciation (`m) 78 121 142 161 141 162 187 219 257 301 351 405

Add: interest*(1-tax rate) (`m)     

Cash profit (`m) 45 45 40 32 25 25 25 25 25 25 25 25

Increase/decrease in working capital (`m) 339 483 676 968 1,279 1,684 2,181 2,748 3,397 4,095 4,834 5,583

Operating cash flow (`m) 640 577 138 277 -1,559 67 85 104 124 145 164 179

Capex (`m) -300 -93 538 691 2,838 1,617 2,096 2,644 3,273 3,950 4,670 5,404

FCFF  (`m) 356 223 193 348 318 409 515 632 756 880 995 1,089

Less: interest*(1-tax rate) (`m) -656 -317 344 343 2,520 1,207 1,582 2,012 2,517 3,070 3,675 4,315

FCFE (`m) 45 45 40 32 25 25 25 25 25 25 25 25

Year of discounting  (no.)  -701 -361 304 311 2,495 1,182 1,556 1,987 2,491 3,045 3,650 4,290

Discounted FCFF (`m)   1 2 3 4 5 6 7 8 9 10

Discounted FCFE (`m) -656 -317 302 264 1,701 715 822 917 1,006 1,077 1,131 1,165

Calculation WACC       

CMP (`) 224    

Equity (market cap) (`m) 7,552  Cost of equity (%) 

Debt (FY13e) (`m) 515  260 12.4 13.4 14.4  15.4  16.4 

Risk-free rate - Rf (%)  9.0  3 284 266 249 234 220 

Rm - market return (%) 15.0  4 292 272 254 238 223 

Beta (B)  0.9  5 301 279 260 243 227 

Cost of equity (ke) (%)  14.4  6 313 288 267 248 232 

Cost of debt (kd) (%)  12.0  

Te
rm

in
al

 g
ro

w
th

  (
%

) 

7 330 301 276 255 237 

Wd (%) 6.4    

We (%)  93.6    
WACC (%)  14.0    
Growth rate (g) (%)  5.0    

FCFF in 2023e (`m) 4,315    

Terminal value of firm (`m) 2,879    

Present value of terminal value(`m) 777    

NPV of FCFF (`m) 7,704    

Net debt (`m) -274    

Intrinsic value (`m) 8,755    
Outstanding shares  (no. m) 33.7    

Value per share (`) 260    

Source: Company, Anand Rathi Research 
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Analyst Certification 
The views expressed in this Research Report accurately reflect the personal views of the analyst(s) about the subject securities or issuers and no part of the 
compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the research 
analyst(s) in this report. The research analysts are bound by stringent internal regulations and also legal and statutory requirements of the Securities and Exchange 
Board of India (hereinafter “SEBI”) and the analysts’ compensation are completely delinked from all the other companies and/or entities of Anand Rathi, and have 
no bearing whatsoever on any recommendation that they have given in the Research Report. 
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 Date Rating 
TP  
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Share 
Price (`) 

1 29-Dec-11 Buy 225 168 
     
     
     
     
     
     
     
     
     
     
      

 
The research analysts, strategists, or research associates principally responsible for the preparation of Anand Rathi Research have received compensation based 
upon various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues and overall investment banking 
revenues. 

Anand Rathi Ratings Definitions 

Analysts’ ratings and the corresponding expected returns take into account our definitions of Large Caps (>US$1bn) and Mid/Small Caps (<US$1bn) as described 
in the Ratings Table below:  

Ratings Guide 
    Buy   Hold   Sell 
Large Caps (>US$1bn)   >15%   5-15%   <5% 
Mid/Small Caps (<US$1bn)  >25%   5-25%   <5% 
 

Anand Rathi Research Ratings Distribution (as of 29 Oct 2012) 
    Buy   Hold   Sell 
Anand Rathi Research stock coverage (155) 65%   25%   10% 
% who are investment banking clients 5%   3%   0% 
Other Disclosures 
This report has been issued by ARSSBL which is a SEBI regulated entity, and which is in full compliance with all rules and regulations as are applicable to its 
functioning and governance. The investors should note that ARSSBL is one of the companies comprising within ANAND RATHI group, and ANAND RATHI as a 
group consists of various companies which may include (but is not limited to) its subsidiaries, its affiliates, its group companies who may hold positions, views, 
stakes and may service the companies covered in this report independent of ARSSBL. Investors are cautioned to be aware that there could arise a potential 
conflict of interest in the views held by ARSSBL and other companies of Anand Rathi who maybe affiliated, connected or catering to the companies mentioned in 
the Research Report; even though, ARSSBL and Anand Rathi are fully complaint with all procedural and operational regulatory requirements. Thus, investors 
should not use this as a sole basis for making their investment decision and should consider the recommendations mentioned in the Research Report bearing in 
mind the aforementioned.  

Further, the information herein has been obtained from various sources which we believe is reliable, and we do not guarantee its accuracy or completeness. 
Neither the information nor any opinion expressed herein constitutes an offer, or an invitation to make an offer, to buy or sell any securities or any options, futures 
or other derivatives related to such securities (hereinafter referred to as “Related Investments”). ARSSBL and/or Anand Rathi may trade for their own accounts as 
market maker / jobber and/or arbitrageur in any securities of the companies mentioned in the Research Report or in related investments, and may be on taking a 
different position from the ones which haven been taken by the public orders. ARSSBL and/or Anand Rathi and its affiliates, directors, officers, and employees may 
have a long or short position in any securities of the companies mentioned in the Research Report or in Related Investments. ARSSBL and/or Anand Rathi, may 
from time to time, perform investment banking, investment management, financial advisory or any other services not explicitly mentioned herein, or solicit 
investment banking or other business from, any entity and/or company mentioned in this Research Report; however, the same shall have no bearing whatsoever 
on the specific recommendations made by the analyst(s), as the recommendations made by the analyst(s) are completely independent of the views of the other 
companies of Anand Rathi, even though there might exist an inherent conflict of interest.  

Furthermore, this Research Report is prepared for private circulation and use only. It does not have regard to the specific investment objectives, financial situation 
and the specific financial needs or objectives of any specific person who may receive this Research Report. Investors should seek financial advice regarding the 
appropriateness of investing in any securities or investment strategies discussed or recommended in this Research Report, and, should understand that 
statements regarding future prospects may or may not be realized, and we can not guarantee the same as analysis and valuation is a tool to enable investors to 
make investment decisions but, is not an exact and/or a precise science. Investors should note that income from such securities, if any, may fluctuate and that 
each security's price or value may rise or fall. Past performance is not necessarily a guide to future performance. Foreign currency rates of exchange may 
adversely affect the value, price or income of any security or related investments mentioned in this report.  

© 2012 Anand Rathi Shares and Stock Brokers Limited. All rights reserved. This report or any portion thereof may not be reprinted, sold or redistributed without the 
prior written consent of Anand Rathi Shares and Stock Brokers Limited.  

Additional information on recommended securities/instruments is available on request.


