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October 21, 2011 B Revenues higher, EBITDA margins sobered, FY12 sales guidance maintained
@25%: Larsen and Toubro (L&T) reported a healthy 19.3% YoY growth in net R
Rupa Shah sales at Rs112bn in Q2FY12 and was above our expectations of Rs100bn. This =
rupashah@plindia.com was again driven by inclusion of revenues from the Power division and a pick-up 'g_
+91-22-66322244 in core execution. EBITDA margins dropped by 19bps during the quarter at )
10.4% and were in line with our expectations. Depreciation was substantially up ==
by 41% YoY, mainly on account of increased capex. PAT stood at Rs7.9bn, a 15% 5’,
YoY growth, which was above our expectation of Rs6.7bn. g
B Sectoral performance: E&C division registered a revenue growth of 21%, with g
Rating Accumulate 11.9% EBITDA margins (drop of 50bps YoY). Also, the E&E business was good [
Price Rs1,335 and posted 20% YoY growth with 10.7% EBITDA margins (which were lower by 8
Target Price Rs1,562 450bps YoY), indicating competitive pressures. MIP business registered a sales
Implied Upside 17.0% de-growth of 3% and EBITDA margin stood at 17.7% (60bps lower YoY).
Sensex 16,786

B Order inflow target lowered to 5%, OB at Rs1.4trn: As expected, L&T lowered
the order inflow guidance to 5% YoY from 15%, which still remains an uphill
task. L&T, in Q2FY12, bagged orders worth Rs161bn, a 21% YoY de-growth. The
company has amassed Rs322bn orders in H1FY12 and still has to bag Rs514bn in

(Prices as on October 21, 2011)

Trading data

Market Cap. (Rs bn) 813.0 H2FY12E to meet the revised target, which we maintain would be still difficult.
Shares o/s (m) 608.9
3M Avg. Daily value (Rs m) 3599.5 M Valuations and our take: Post the revision of order inflow guidance downwards,

the business sentiment looks a little hazy. However, the company has a strong
techno economical footing in the E&C space and any uptick in capex cycle will
stand to benefit L&T first. The company is still upbeat on Infra and Hydro carbon
segments for future inflows. However, with weak ordering environment,

Major shareholders

E;?;?;:ers 12:8222 increased competition and sl_ower executio_n, there lies a worry of_ revenue
Domestic Inst. 36.24% _gro_wth tp moderate and margins to furth(_er dip. On core P/E b§3|s, L&T is trading
_ in line with our FY13E coverage core earnings P/E at 11.2x, which has an upward
Public & Other 47.82% bias as our estimates are cautious. Thus, we maintain our 'Accumulate’.
Key financials (Y/e March) 2010 2011 2012E 2013E
Revenues (Rs m) 366,752 434,959 531,612 639,286
Stock Performance Growth (%) 9.0 18.6 22.2 203
(%) M 6M 12M  £piTDA (Rs m) 44,558 52,136 59,433 71,095
Absolute (143) (218  (348)  par(Rsm) 31,649 36,720 40,607 46,664
Relative (127) (@4  (A75  gpg(R) 52.6 60.3 66.7 76.6
Growth (%) 13.4 14.7 10.6 14.9
Net DPS (Rs) 12,5 115 13.1 13.1

Price Performance (RIC: LART.BO, BB: LT IN) Source: Company Data; PL Research
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Profitability & Valuation 2010 2011 2012E 2013E
2,000 H EBITDA margin (%) 12.1 12.0 11.2 11.1
1,500 - ROE (%) 20.6 18.3 17.1 17.6
1,000 - RoCE (%) 15.9 15.2 14.6 15.3
500 4 EV / sales (x) 2.3 2.0 1.6 14
EV / EBITDA (x) 19.2 16.6 14.6 12.3
0 ' ' ' PE (X) 25.4 22.1 20.0 17.4
S 2 S 2 o o o
2 ¢ & L f£ v 3 P/BV(x) 4.4 3.7 3.2 3.0
© o o < 5 I O Net dividend yield (%) 0.9 0.9 1.0 1.0
Source: Bloomberg Source: Company Data; PL Research
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Exhibit 1: Q2FY12 Result Overview (Rs m)

Larsen & Toubro

Y/e March Q2FY12 Q2FY11 YoYgr. (%) Q1FY12 H1FY12 H1FY11 YoYgr. (%)
Net Sales 112,452 94,222 19.3 94,826 207,279 172,533 20.1
Expenditure
Consumption of RM 30,906 20,978 47.3 25,666 56,572 38,502 46.9
% of Net Sales 27.5 22.3 27.1 27.3 22.3
Purchase of traded goods 4,435 5,219 (15.0) 4,885 9,320 9,664 (3.6)
% of Net Sales 3.9 55 5.2 4.5 5.6
Sales and Admin 5,865 5,564 5.4 2,819 8,684 7,703 12.7
% of Net Sales 5.2 5.9 3.0 4.2 4.5
Construction, Mfg. & Others 23,730 19,329 22.8 19,194 42,924 37,282 15.1
% of Net Sales 21.1 20.5 20.2 20.7 21.6
Sub Contracting 17,504 18,679 (6.3) 18,455 35,959 35,542 1.2
% of Net Sales 15.6 19.8 19.5 17.3 20.6
Other Expenses 8,529 7,110 20.0 7,819 16,348 13,666 19.6
% of Net Sales 7.6 7.5 8.2 7.9 7.9
Personnel Cost 11,041 8,302 33.0 7,660 18,701 13,942 34.1
% of Net Sales 9.8 8.8 8.1 9.0 8.1
Increase decrease in stock in trade (1,298) (976) (2,936) (4,234) (3,924)
Total Expenditure 100,711 84,205 19.6 83,561 184,273 152,376 20.9
EBITDA 11,741 10,017 17.2 11,265 23,005 20,158 14.1
Margin (%) 10.4 10.6 11.9 11.1 11.7
Depreciation 1,709 1,212 41.0 1,679 3,388 2,354 43.9
EBIT 10,032 8,805 13.9 9,586 19,618 17,804 10.2
Interest 1,970 1,870 54 1,613 3,583 3,252 10.2
Other Income 3,632 3,801 (4.4) 2,962 6,594 5,957 10.7
PBT 11,694 10,735 8.9 10,935 22,629 20,509 10.3
Tax 3,709 3,794 (2.2) 3,474 7,183 6,905 4.0
Tax Rate (%) 31.7 35.3 31.8 31.7 33.7
Recurring PAT 7,984 6,942 15.0 7,462 15,445 13,604 13.5
Extraordinary Items- Inc - 708 - - 708
PAT 7,984 7,650 4.4 7,462 15,445 14,313 7.9
Source: Company Data, PL Research
Exhibit 2: H1FY12 Balance Sheet (Rs m)
Y/e March H1FY12 H1FY11 FY11
Share Capital 1,222 1210 1218
Reserves 232,422 198,201 217,245
Loans 86,153 77,236 71,611
DTL 1,551 845 2,635
FA 76,612 68,406 74,162
Investments 129,956 128,776 146,848
NCA 114,780 80,309 71,698
Source: Company Data, PL Research
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Exhibit 4: Business Snapshot (Rs bn)
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Exhibit 3: Order Inflow Analysis
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Source: Company Data, PL Research

Order inflow has been showing some signs of equanimity in H1IFY12 at Rs332bn
which is a de-growth of 11% YoY. We feel a huge task is ahead to achieve a 5% YoY
inflow growth as Power and Hydro carbon projects are hard to come by. However,
the order book growth of 24% YoY at Rs1.4trn in H1FY12 is mainly aided by inclusion
of Hyderabad Metro order and increased export orders in the book.

Q2FY12 Q1FY12 Q4FY11 Q3FY11 Q2FY11

Sales
Engineering & Construction 97 81 136 100.0 80.2
Electrical & Electronics 7 10 8.0 6.7
MIP 7 8.6 6.8 7.0
Others 2 21 17 1.2
EBIT
Engineering & Construction 10.3 8.1 19.9 10.6 9
Electrical & Electronics 0.7 0.6 15 0.9 0.86
MIP 11 1.2 17 13 1.2
Others 0.4 0.4 0.45 0.2 0.17
EBIT (%)
Engineering & Construction 10.6 10.0 14.6 10.6 11.2
Electrical & Electronics 8.3 8.3 15.0 10.9 12.8
MIP 16.4 17.7 19.8 18.9 17.1
Others 18.2 21.2 21.4 12.7 14.2
Source: Company Data, PL Research
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Exhibit 5: Order Book Composition

Others
4%

Process

Infrastructure
15%

37%

Hydro carbon
13%

Power
31%

Source: Company Data, PL Research

Exhibit 6: Order Book by Geography
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Exhibit 7: Client-wise Order Book
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Exhibit 8: Q2FY12 Sales Break-up
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Analyst Call Highlights

Ordering environment has been competitive and domestic scenario looks
difficult to predict. L&T foresees greater opportunity, going forward, in Hydro
carbon, Middle-East opportunities and Infrastructure sector. Order inflows have
been good in Building and Factories sector till now and will continue. In the
power sector, T&D is the only segment which looks promising. Abu Dhabi
Airport order will happen next year.

International order wins in H1FY12 have been robust at Rs73.5bn (growth of
345% YoY), which is a contribution of 25% in total order inflow. Also, the
undisclosed orders of Rs60bn approx are mainly from buildings.

Slow moving order is now 10% of the order book. Working capital has increased
on account of support to vendors.

Employee cost has gone up 33% YoY on account of addition of nearly 6200
employees from last year same period and increased cost.

Forex loss in this quarter stood at Rs1bn as against Rs1.2bn in Q2FY11. Cost of
debt is currently 8.5% and domestic is 10-10.5%.

Increase in working capital has been managed on account of residual free cash
flow of Rs10bn after dividend, capex and investment in subsidiaries. Thus, debt
has not gone up significantly.

Margins have been revised downwards in the range of 75-125bps YoY from 50-
75bps in E&C segment on account on increased commodity prices (mainly on
fixed price contracts bagged two years back) and assessment of ground level
execution. For overall EBITDA margin, the company is not expected to give any
guidance on account of volatility in other segment margins.

Margins in E&E have been lower on account of hike in prices of copper and silver
and extremely high competition, especially from MNCs.
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Increase in developmental projects investment is primarily on account of Sea
woods project included in order book and commitment in overall equity for
FY12E stands at Rs15-16bn. In H1FY12, the total investments in equity are at

Rs16bn.

Exhibit9: SOTP

Sectors Valuation Parameter Rs / Share Value (Rs m)
L&T Standalone 14x (25% higher multiple than our coverage universe P/E) FY13 EPS of Rs76 1,073 653,286
L&T Infotech 11x FY13 PAT of Rs4bn 83 50,615
L&T Finance Holdings 15% HOLDCO Discount to Mkt Cap of LT Finance 102 61,969
L & TIDPL 1.75x Equity in FY12E of Rs65bn @ HOLDCO of 15% 163 98,940
LT Power Equipment 10x FY13E PAT of Rs2.9bn on USD 1bn sales 46 27,753
L & T Manufacturing 6x FY13E Rs3bn PAT of various facilities 25 15,485
Others 5x FY13E Rs8bn PAT of various businesses 71 42,968
Total Value 1,562 951,016

Source: PL Research
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Income Statement (Rs m)

Balance Sheet Abstract (Rs m)

Larsen & Toubro

Y/e March 2010 2011 2012E 2013E Y/e March 2010 2011 2012E 2013E

Net Revenue 366,752 434,959 531,612 639,286 Shareholder's Funds 183,115 218,463 255,825 273,250

Raw Material Expenses 82,773 100,640 144,332 175,887 Total Debt 68,008 71,611 74,473 78,790

Gross Profit 283,979 334,319 387,280 463,399 Other Liabilities 774 2,635 865 867

Employee Cost 23,791 28,845 35,958 39,887 Total Liabilities 251,897 292,708 331,163 352,907

Other Expenses 215,629 253,338 291,889 352,417 Net Fixed Assets 63,658 74,581 80,910 86,245

EBITDA 44,558 52,136 59,433 71,095 Goodwill —_ —_ —_ —_

Depr. & Amortization 4,146 5,992 6,652 7,445 Investments 137,054 146,848 146,539 161,193

Net Interest 5,053 6,474 6,900 8,150 Net Current Assets 51,187 71,279 103,665 105,478

Other Income 12,699 16,511 15,016 14,437 Cash & Equivalents 14,319 17,304 17,435 18,738

Profit before Tax 48,058 56,181 60,897 69,937 Other Current Assets 249,297 332,208 409,587 451,706

Total Tax 16,409 19,459 20,000 22,983 Current Liabilities 212,429 278,233 323,357 364,966

Profit after Tax 31,649 36,722 40,897 46,954 Other Assets — — 50 60

Ex-Od items / Min. Int. 24,210 (2) —_ —_ Total Assets 251,898 292,708 331,163 352,907

Adj. PAT 31,649 36,720 40,607 46,664

Avg. Shares O/S (m) 602.1 608.9 608.9 608.9

EPS (Rs.) 52.6 60.3 66.7 76.6

Cash Flow Abstract (Rs m) Quarterly Financials (Rs m)

Y/e March 2010 2011 2012E 2013E Y/e March Q3FY11l Q4FY11l Q1FY12 Q2FY12

C/F from Operations 47,230 27,753 15,004 53,598 Net Revenue 113,217 150,784 94,826 112,452

C/F from Investing (71,006)  (25,622) (9,376) 25,340  EBITDA 11,465 20,350 11,265 11,741

C/F from Financing 30,318 854 (5,496) (77,701) % of revenue 10.1 13.5 11.9 10.4

Inc. / Dec. in Cash 6,543 2,985 132 1,237 Depr. & Amortization 1,281 2,358 1,679 1,709

Opening Cash 7,776 14,319 17,304 17,435 Net Interest 1,757 1,362 1,613 1,970

Closing Cash 14,319 17,304 17,435 18,738 Other Income 3,386 9,024 2,962 3,632

FCFF 30,234 8,939 4,171 42,668 Profit before Tax 11,813 25,654 10,935 11,694

FCFE 32,682 12,542 7,033 46,985 Total Tax 3,760 8,793 3,474 3,709
) ' ' Profit after Tax 8,405 16,861 7,462 7,985

Adj. PAT 8,405 15,049 7,462 7,985

Key Financial Metrics Key Operating Metrics

Y/e March 2010 2011 2012E 2013E Y/e March 2010 2011 2012E 2013E

Growth E&C (Rs m) 312,839 377,400 416,252 512,068

Revenue (%) 9.0 18.6 22.2 20.3 E&E (Rs m) 28,973 28,380 29,340 28,973

EBITDA (%) 24.6 17.0 14.0 19.6 MIP (Rs m) 21,638 26,660 29,340 25,306

PAT (%) 16.8 16.0 10.6 14.9 Others (Rs m) 3,668 6,600 20,905 18,338

EPS (%) 134 14.7 10.6 14.9 Blended EBIDTA Marg. (%) 12.1 12.0 11.2 111

Profitability Interest as a % to sales 1.4 15 1.3 1.3

EBITDA Margin (%) 121 12.0 11.2 11.1 Order Book (Rs bn) 972 1,334 1,600 1,877

PAT Margin (%) 8.6 8.4 7.6 7.3 Other Inc. / PAT (%) 40.1 43.7 36.6 30.6

RoCE (%) 15.9 15.2 14.6 15.3 Order intake (Rs bn) 630 797 797 917

ROE (%) 20.6 18.3 17.1 17.6 Int. Rate (%) 7.4 9.0 9.3 10.3

Balance Sheet Capex (Rs bn) 16.6 15.8 9.7 10.7

Net Debt : Equity 0.3 0.2 0.2 0.2 NCA/Sales (%) 14.0 — 19.5 16.5

Net Wrkng Cap. (days) (667) (767) (578) (507) RM & Const Cost (%) 66.5 67.9 68.2 67.5

Valuation Source: Company Data, PL Research.

PER (x) 254 221 20.0 17.4

P /B (x) 4.4 3.7 3.2 3.0

EV / EBITDA (x) 19.2 16.6 14.6 12.3

EV / Sales (x) 2.3 2.0 1.6 14

Earnings Quality

Eff. Tax Rate 34.1 34.6 33.0 33.0

Other Inc / PBT 26.4 32.0 24.5 20.5

Eff. Depr. Rate (%) 5.7 6.7 6.6 6.7

FCFE / PAT 103.3 34.2 17.3 100.7

Source: Company Data, PL Research.
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Buy Accumulate Reduce Sell
PL’s Recommendation Nomenclature
BUY : Over 15% Outperformance to Sensex over 12-months Accumulate :  Outperformance to Sensex over 12-months
Reduce : Underperformance to Sensex over 12-months Sell :  Over 15% underperformance to Sensex over 12-months
Trading Buy : Over 10% absolute upside in 1-month Trading Sell : Over 10% absolute decline in 1-month
Not Rated (NR)  : No specific call on the stock Under Review (UR)  : Rating likely to change shortly

This document has been prepared by the Research Division of Prabhudas Lilladher Pvt. Ltd. Mumbai, India (PL) and is meant for use by the recipient only as
information and is not for circulation. This document is not to be reported or copied or made available to others without prior permission of PL. It should not be

considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy
or completeness of the same. Neither PL nor any of its affiliates, its directors or its employees accept any responsibility of whatsoever nature for the information,

statements and opinion given, made available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The
suitability or otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an

independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or

engage in transactions of securities of companies referred to in this report and they may have used the research material prior to publication.
We may from time to time solicit or perform investment banking or other services for any company mentioned in this document.

For Clients / Recipients in United States of America:

All materials are furnished courtesy of Direct Access Partners LLC ("DAP") and produced by Prabhudas Lilladher Pvt. Ltd. (“PLI"). This material is for informational
purposes only and provided to Qualified and Accredited Investors. You are under no obligation to DAP or PLI for the information provided herein unless agreed to by
all of the parties. Additionally, you are prohibited from using the information for any reason or purpose outside its intended use. Any questions should be directed to
Gerard Visci at DAP at 212.850.8888.




