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LARSEN & TOUBRO LTD. September 07, 2010
( ) 1QFY 2011 results
Performance of Larsen & Toubro for the quarter ended June 2010 was inline with our
BUY expectations. The company has clocked 6% growth in revenue to Rs. 78,853.1 mn but its net

profit has declined by 58% to Rs. 6,661.7 mn on an inflated base. However excluding the EO on
account of profit on sale of its stake in Ultratech Cement amounting Rs.10,200 mn in the

G A7 e Rs.1,850 corresponding previous quarter, the net profit grew by impressive 15% to Rs. 6,661.7 mn.
Target Price: Rs. 2,104
Expected Return: +14% The higher Operating Margin of 12.9% recorded by the Company in the current quarter,
- ~ contributed to this growth.
I Stock Details Valuation
Reuters LARTBO Lf&T remains one of the fundamentally best proxies .to' India's infrast.ructu.re build-out in qur
view. L&T's order backlog of Rs. 1,078 Bn plus comprising a book to bill ratio of 2.5 along with
Bloomberg LTIN . . . -
stable margins provide good earnings visibility.
CMmP 1,850 Its major subsidiaries are also entering the value creation zone and are expected to
Market Cap (Mn) 1,098,848 significantly aid Larsen & Toubro as a major infrastructure conglomerate. Our sum-of-the-
52 Wk High/Low (Rs) 1,951/1,390 parts-based target price for the stock is Rs.2,104 — Standalone business contributes
Rs.1,921/share (FY12 EPS-91.48*21), LT Infotech contribute Rs.79/share, LT Finance
contributes Rs.54/share and LT IDPL contributing Rs.50/share. We flip our recommendation
I Shareholding Pattern (%) from "HOLD" to "BUY" the stock as itis generating an upside of 14% from the current levels.
Financial Institutions / Banks 19.23
Foreign Institutional Investors 14.99 Outlook
. The Indian economy continues to grapple with the challenges of inflationary pressure, rising
Insurance Companies 5.22 . . . )
interest and commodity prices, and fallout of the global economic concerns. Nevertheless, the
Mutual Funds/UTI 13.96

economy is witnessing a number of positive signs such as near normal monsoon, stable fiscal
Non Promoters 43.5 health and an improved index of industrial production during the first two months of the current
fiscal. This augurs well for the Government and the Industry to step up the investment in

infrastructure development, which is essential to sustain a GDP growth in excess of 8.5%. The

I Stock Chart Company is fully geared to participate in the nation building program, through its presence in
diverse sectors of the economy spanning Thermal, Hydel & Nuclear power, Roads, Ports,

1:2 ] /h/,‘ Railways, Urban Infrastructure, Defence & Heavy Industries and Hydrocarbon. The Company
o _:,\W/V"”’\\\: """\'W‘” expects to maintain its growth momentum in the medium term.
% - I Summary financials
60 1 Particulars Q12011 Q12010 Var (%)
40 1 Gross Sales 79129.50 74308.50 6.5
20 1 Excise Duty 778.50 681.40 14.3
0 Net Sales 78351.00 73627.10 6.4
SES8E8C88E2EEEEEEE8  OtherOperatingincome 502.10 455.80 10.2
582833338233 8985  Otherlncome 2267.60 12446.40 -81.8
RS RS7R57 27 ®5 ®2  Totallncome 81120.70 86529.30 6.3
o LAT o Semsex Total Expenditure 68782.60 65783.80 4.6
PBIDT 12338.10 20745.50 -40.5
I Performance Interest 1423.40 1095.90 29.9
PBDT 10914.70 19649.60 -44.5
Return(%)  1Month  6Months  1Year Depreciation 1141.50 937.30 21.8
Absolute 6 28 24 Tax 3110.50 2649.10 17.4
Relative 3 17 6 Deferred Tax 1.00 81.20 -98.8
Reported Profit After Tax 6661.70 15982.00 -58.3
IAnaIysts Extra-ordinary Items 0.00 8710.70 -100.0
Adjusted ProfitAfter Extra-ordinary item 6661.70 7271.30 -8.4
Manish Choudhary EPS (Unit Curr.) 11.05 27.28 -59.5

manishchoudhary@smcindiaonline.com
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Segment analysis
Engineering & Construction (E&C)

The E&C Segment witnessed good Order Inflow during the quarter ended June 30, 2010.
Fresh orders worth Rs.138,450 mn were booked registering a y-o-y growth of 65%. Many
projects received during the second half of last year are at the initial stage of
design/engineering and mobilization of resources.

The segment margin at 13.6% grew by 170 basis points, aided by favorable sales-mix during
the quarter.

Electrical & Electronics (E&E)

The E&E segment recorded healthy rise in its Customer Sales at Rs.7,230 mn for the quarter
ended June 30, 2010 on the back of a good recovery seen in agricultural and industrial
demand. The segment registered a margin of 12%, even on a significantly larger volume of
Sales, and despite a slew of input price increases seen during the quarter. This was possible
through a healthy product-mix and improved capacity utilization.

Machinery & Industrial Products (MIP)

With the industrial and infrastructure sectors picking up momentum, the Segment registered a
growth of 79% in Order Inflow over the corresponding quarter of the previous year. Customer
Sales for the quarter at Rs.5,280 mn grew by 26% y-o-y, aided by animprovement of 44% in the
revenues of Construction Machinery Business (CMB). The higher margin-yielding CMB sales
also helped the segment record a margin of 23% forthe quarter in spite of input costincreases.

Order book

Order inflow for the quarter ended June 2010 was Rs.156 bn up 63% on yoy basis but down
significantly compared to Rs.238 bn in the sequential previous quarter ended March 2010. The
order intake of E&C segment for the quarter was Rs.138 bn registering a growth of 65% yoy. On
the back of healthy order bookings, the order backlog as end of Jun 2010 was at Rs.1,078 bn up
from Rs.1,002 bn in the sequential previous quarter ended March 2010. The order book of E&C
stood at Rs.1,055 bn as at June 30, 2010.

The project orders were bagged from diverse sectors of the economy, such as Power,
Hydrocarbon, Buildings & Factories and Minerals & Metal Industries.

(Rs. in Bn)
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I Order Inflow Growth Source: SMC & Company Research
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Appendix: Financial Statements

Profit and Loss

Summary Financial

Year to March (Rs. mn) FY'08 FY'09 FY'10 FY'11E FY’12E  Yearto March (Rs. mn) FY'08 FY'09 FY'10E FY’11E FY’12E
Sales & Service (Gross) 299,755.2 422,569.2 378,864.0 4229149 484,763.4  Total Revenue 301,837.7 413,481.1 393,663.4 432,400.7 494,727.9
Engineering & Construction 210,032.7 315,130.7 323,157.7 361,936.6 416,227.1  Gross profit 82,0442 111,352.7 109,127.9  118,910.2 138,523.8
Electrical&Electronics 20,564.0 338068 20,8654 32,5533 364507 EBITDA 44,2092 580241 = 714709 770416 = 90,5322
) ) PAT 257034 31,8595 45863.1 46,5884 551716
Machinery&IndustrialProducts 26,803.6 27,051.6 22,195.3 24,414.8 27,344.6 Total Cash 15607.8 14,5904 16,213.2 18,724.0 22.891.3
Financial Services 7,551.1  11,260.1 Total Debt 123,159.7 183,999.5 185999.5 187,999.5 189,999.5
Developmental Projects 3,037.8 54538 Valuation
E =F -
Less: Excise duty 86261 42087 32078 42291 48476  EquityMarketCap 8824032 3921792 9806406 10988482 1,098,848.2
Net Sales 296,129.1 418,360.5 375,656.2 418,685.8 479,9158 EV 9899551 561,588.3 1,150,426.9 1,268,123.7 1,265,956.4
Less: Intersegment revenue 13,561.8 5,308.2 Ex; Egll?l'SI'DA 222 ;‘7‘ 1:? 122 12(6)
Otherincome 57086 86824 126990 137149 148121 oo a6 516 0 779 e
Total Revenue 301,837.7 413,481.1 393,663.4 432,400.7 494,727.9 P/E 343 123 21.4 23.6 19.9
Cost of Goods Sold 219,793.5 302,128.4 2845355 313,490.5 356,204.1 RoE 24% 23% 23% 19% 18%
Gross profit 82,0442 1113527 109,127.9 118,910.2 1385238 -Crowth(%)
Administration expenses 37,8350 53,3286 37,657.0 418686  47,991.6 -l(;ort:sl,sR:r\;?:ue ?g 2; g 12 12
EBITDA 44,209.2  58,024.1 71,470.9 77,041.6 90,532.2  EB|TDA 3 31 23 8 18
Total Depriciation 50035 53754 4,146.0 4,140.7 48420 PAT -15.4 24.0 43.0 7.7 18.4
Amortization & Impairment of Intangible assets 1,920.9 EPS_ I 58 24 39 2 e
Earnings/ (loss) before Interest & Taxes 39,205.7 50,727.8 67,324.9 72,900.9 85,690.2 gl;z:;aMb ::;/n( %) 57 57 28 28 28
Net Interest expense 2,031.1 4,619.6 5,053.1 5,381.6 5,731.4 EBITDAMargin 15 14 18 18 18
Earnings (loss) before taxes (PBT) ~ 37,174.6  46,108.2  62,271.8  67,519.4  79,958.8  OperatingMargin 13 12 17 17 17
Gain on sale of subsidiary stake 165.9 ng':/:iat;g(i;) 9 8 12 " W
PBT after extraordinary items 37,1746 46,2741 62,271.8 67,519.4 79,958.8 Debt/Equity Ratio 114 132 0.95 077 0.64
Provision for Income Tax 11,4712 14,2487 16,408.7 20,931.0 24,787.2 Interest Coverage Ratio 19.3 11.0 188 13.5 15.0
PAT from ordinary activities 257034 31,859.5 45863.1  46,588.4  55171.6
Extraordinary items 7,724.6 10,747.8 Cash Flow
PAT With extraordinary items 25,703.4 39,584.1 56,6109  46,588.4 55171.6 YeartoMarch(Rs.mn) FY'08 FY'09 FY"10E FY'11E FY’12E
Net Profit/ (Loss) Before Tax 37,1746  46,108.2 62,271.8 67,519.4 79,958.8
Balance Sheet Depreciation 50035 53754 4,146.0 4,140.7 4,842.0
Yearto March (Rs. mn) FY'08  FY09  FYM0E  FY1E  FY12E Eﬁjgnm:'::;?\tlaezg'b'e asset ) (21‘;209;; ] ) ]
Inventories 50,190.0 71,057.8 85,360.7 90,912.2 103,299.2 exceptional item 7,724.6
Debtors 82,3436 1164353 114,162.4 121,072.2  138,523.8 Lease Equalisation 217.0 - - - -
Cashand cash equivalents 15,607.8  14,590.4 16,2132  18,724.0 22,891.3 Unrealisedforeignexchange (gain)loss 2,2218 37435 = - =
Other current assets 386.2 682.2 7845 902.2 1,037.5 Interest . 8955 46196 | 50531 53816 57814
Total current assets 148527.6 202,765.7 216,520.7 231,610.7 _ 265,751.8 gg&;zizﬁfﬁ:gﬁ: n'g;’;s:;zzs ( 135151 62) a ; 172:733 )
Loans &Advances 108,355.8 137,312.5 157,909.4 175,279.4 194,560.1  prov fordiminutioninvalue ofinvestments 2256 96.2 _ _ _
Gross Block 70,9004  91,250.0 104,250.0 124,250.0  144,250.0 Operating profitbefore WC changes 43,852.6 67,321.1  71,470.9  77,041.6  90,532.2
Less: Depreciation 18,708.8 23,3865 27,5325 3167321  36515.23 (Inc.)Dec. in inventories&misc. exp. (13,587.7) (21,150.4) (14,302.9)  (5,551.6) (12,386.9)
Less: Lease adjustment 23936  2,393.6 2,393.6 2,393.6 2,394.6 (Inc.)/Dec. inDebtor (34,091.7) 22729  (6,909.8) (17,451.6)
NetBlock 49,7980  65469.9 74,323.9 90,183.2 105,340.2 (Inc.)/Dec.. in O\herCurrenlAS§e\ (296.0) (102.3) (117.7) (135.3)
Inc./(Dec.)intrade payables/receivables  (28,083.1)
Capital work-in-progress 13,114.7 29,368.3 33,7735 37,150.9 40,866.0 (Inc.)/Dec. in Loan& Advances (20,596.9) (17,370.0)  (19,280.7)
Gross block 7,836.8 33,368.8  33,368.8  33,368.8 33,368.8 Inc./(Dec.) in current liability 41,8294  (1,814.6) 14,527.6 25,628.2
Less: Amortisation and Impairment 2,931.6 4,716.7 4,716.7 4,716.7 4,716.7  Inc./(Dec.)in Provision 10,714.0 (1,110.0) - -
Net block 4,905.2 28,652.1 28,652.1 28,652.1 28,652.1 Cash generated from operations 2,181.8 64,326.4 35,8171 61,620.1 66,905.8
Capital work-in-progress 17,4160 32,4009 32,4009 32,4009 324009 LessTaxespaid i ___BRI67S]  11,503.2 WMEH0SVE 20,9310 27872
- Cash Flow from Operating Activities (9,497.7) 52,823.2 19,408.4 40,689.1 42,118.5
Fixed Assets held for sale 08 08 e 08 08 Burchaseof FA (inc.Capital WIP)  (36,222.1) (53,804.9) (17,405.2) (233774) (23,715.)
Investments 55622.8 68,0540 76,1291  87,548.5 98,054.3  purchase ofinvestments (31,988.8) (11,641.8) (8,075.1) (11,419.4) (10,505.8)
Miscellaneous expenditure 285.4 238 238 238 2.8 Loans/Depositsmadewithasso.& 3rdparties 3359  1,062.7 - - -
Total Assets 397,926.3 564,027.0 619,713.3 682,829.2  765,629.0 Advancetowards equity commitment (106.8) (6.9) o - o
Current Liabilities 133,551.9 175381.3 1735667 188,094.3 213,722.4 |nterest received 1,0923  1,064.1 - - -
Provisions 224602 331742 320642 320642 320642 DdendreceivedifomAsso &invest 16508 34704 i i i
! ’ ! ! ’ Cash Equiv.acquired/ (discharged) (66.2) (338.8) - - -
Deffered Tax Liabilities (Net) 1,217.2 1,308.3 1,308.3 1,308.3 1,308.3 Disposal of subsidiaries 1,666.6
Deffered Payment Liabilities 19,700.9 19,700.9 19,700.9 19,701.9  Acquisition of subsidiaries (848.5) (4,129.3) = - =
Total Current liabilities 157,229.3 229,564.7 226,640.1 241,167.7  266,796.8 Cashreceivedonsale/transferofRMC  11,213.7
Unsecured Loans 575583 79,0501 79,0501 79,0501 79,0501 CashFlow fromInvestingActivities (66,153.4) (51,444.2) (25,480.3) (34,796.7) (34,220.9)
es fisns Tewes ewns rosms [CTOTEetmeecow  BORS mL T e
Total Long term liabilities 123,150.7 183,999.5 1859995 187,999.5  189,999.5 (Reraimentsyproceedsfromotherbomowings 6.750.5
Equity Share Capital 5847 11714 1,171.4 1,171.4 1,172.4  Payment (to)/from Minority Interest 17715 14615 - - -
Reserve & Surplus 106,283.3 135980.9 192,591.8 239,180.2 294,351.8 Proceedsfromsale of L.T Investments 10,747.8
Employee stock option outstanding 3,179.7 5114.7 - - - 2:;’5”"? {)aid dividond ( ;‘5‘;‘11) (4,332(75) - - -
Less: Defemedemp.compensationexp. | 1,736.6.  2,390.0 i i . Inte:;cs)? :aizx eemeen (1?617:8; (45619:6; (5,053.1)  (5381.6)  (5731.4)
Employee stock option outstanding 1,443.1 2,724.7 2,724.7 2,724.7 2,724.7 unsecured loans paid
Total Shareholder funds 108,311.1 139,877.0 196,487.9 2430763 2982489 secured loans paid (5,235.4)
Minority interest 92262 10,5858 10,5858  10,585.8 10,585.8 Cash Flow from Financing Activities 76,973.2  45,511.5 7,694.7  (3,381.6)  (3,730.4)
Total Liabilities & Shareholderfunds ~ 397,926.3 564,027.0 619,713.3 682,829.2 765,629.0 NetChangeinCash 1,322.1  46,890.5 1,622.8 2,510.9 4,167.3
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Disclaimer:

This reportis for the personal information of the authorized recipient and doesn't construe to be any investment, legal or taxation advice to you. Itis only for private circulation and use. The report is based upon information that
we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon as such. No action is solicited on the basis of the contents of the report. The report should not be reproduced or
redistributed to any other person(s)in any form without prior written permission of the SMC.

The contents of this material are general and are neither comprehensive norinclusive. Neither SMC nor any of its affiliates, associates, representatives, directors or employees shall be responsible for any loss or damage that
may arise to any person due to any action taken on the basis of this report. It does not constitute personal recommendations or take into account the particular investment objectives, financial situations or needs of an
individual client or a corporate/s or any entity/s. All investments involve risk and past performance doesn't guarantee future results. The value of, and income from investments may vary because of the changes in the macro

and micro factors given at a certain period of time. The person should use his/her own judgment while taking investment decisions.

Please note that we and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance if this material;(a) from time to time, may have long or short positions in, and buy or sell the
securities thereof, of company (ies) mentioned here in 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
company (ies) discussed herein or may perform or seek to perform investment banking services for such company(ies) or act as advisor or lender/borrower to such company(ies) or © may have any other potential conflict of

interest with respect to any recommendation and related information and opinions. All disputes shall be subject to the exclusive jurisdiction of Delhi High court.

SMC reports are also available on the Bloomberg [SMCG <GO>]
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