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Lanco Infratech

Performance pressure mounts

Completes capacity addition of 1045MWs in FY11: Lanco Infratech (Lanco) has
commercially added close to 1045MWs in FY11, thereby, increasing the
operating capacity by 101% YoY. The company also synchronised 600MWs of
Udupi-2 recently. However, commercial operation is expected to start in
Q2FY12E on account of delay in transmission line set up. For other plants,
Kondapalli continues to face gas supply issues from KG D6 and GAIL. The COD of
Budhil Hydro (70MWs) has been delayed by six months and now expected to
start in Q2FY12.

Satisfactory progress of projects under development: Lanco plans to add close
to 2012MWs in FY12E and has achieved significant milestones in various
projects under construction. The overall funding requirement, according to the
company, would be at Rs23bn for these projects in the next three years.

New Ventures: We believe acquisition of Griffin Coal Mines would be NPV
Positive. However, it will increase the D/E ratio of the parent company. On the
other hand, Solar power venture looks viable only with a high control on initial
costs.

Price correction, improves risk reward ratio: The FCF from power for the next
three years is expected to be in the range of Rs50-54bn. However, we still
maintain that fund raising is inevitable on account of equity for projects under
development, new ventures and debt servicing. With lesser dependence on
merchant power, increasing EPC opportunities and CODs of roads in FY12E, the
company is not expected to give any major downside jolts. We reiterate
‘Accumulate’ on the stock; however, we lower our target price on the back of
changes in risk premiums, delays in COD’s, decreasing volumes/merchant rates
and no addition in portfolio.
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Key financials (Y/e March) 2010 2011E 2012E 2013E
Revenues (Rs m) 80,320 73,659 112,793 152,669
Growth (%) 33.7 (8.3) 53.1 354
EBITDA (Rs m) 14,515 18,872 31,661 47,265
PAT (Rs m) 4,585 5,168 8,567 12,784
EPS (Rs) 1.9 2.2 3.6 5.4
Growth (%) 50.7 12.7 65.8 49.2
Net DPS (Rs) — — — —
Source: Company Data; PL Research
Profitability & Valuation 2010 2011E 2012E 2013E
EBITDA margin (%) 18.1 25.6 28.1 31.0
RoE (%) 16.9 14.5 20.3 24.3
RoCE (%) 7.7 5.8 6.0 6.5
EV / sales (x) 2.0 4.0 3.2 2.9
EV / EBITDA (x) 10.9 15.4 114 9.3
PE (x) 18.5 16.4 9.9 6.6
P/ BV (x) 2.5 2.2 1.8 1.4
Net dividend yield (%) — — — —

Source: Company Data; PL Research

Prabhudas Lilladher Pvt. Ltd. and/or its associates (the 'Firm') does and/or seeks to do business with companies covered in its research reports. As a result investors should be aware that
the Firm may have a conflict of interest that could affect the objectivity of the report. Investors should consider this report as only a single factor in making their investment decision.

Please refer to important disclosures and disclaimers at the end of the report




Lanco Infratech

FY11 - Volatile on capacity addition and tariffs

Lanco has commercially added close to 1045MWs (against expectations of
1715MWs) in FY11, thereby, increasing the operating capacity by 101% YoY. The
company also synchronised 600MWs of Udupi-2 recently. However, commercial
operation would start in Q2FY12E as against scheduled COD of January 2011. This is
on account of the pending completion of transmission line by PGCIL. The imported
coal for this plant is sourced at US$120/tonne as against the original contracted rate
of USS56/tonne. With this, the difference in cost of generation will be to the tune of
Rs1.8kwh/hr. However, being a PPA, ROEs won’t get affected. For other plants,
Kondapalli continues to face gas supply issues from KG D6 and GAIL, where we see
Unit-2 (merchant) getting a hit. Overall realisations have improved for bilateral
contracts (current Rs4.5-5kw/hr). The COD of Budhil Hydro (70MWs) is delayed by
six months and now expected to start in Q2FY12.

Though the company has aggressive plans of capacity addition, execution has been a
little slow, mostly on account of external issues as well as internal hurdles. Apart
from one of the highest capacity under construction on the street, the company has
big plans ahead. This is evident as Lanco has placed a huge order with Harbin of
China for BTG equipment (ex. BOP) aggregating to 10.6GWs for Rs69bn.

Exhibit 1. Capacity Addition
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Lanco Infratech

Griffin coal acquisition fits strategically

Lanco has acquired Griffin to secure fuel requirements (6-8mtpa) of future capacity
addition. Apart from aiding fuel supplies, these mines according to our calculations,
would be NPV positive for Lanco. However, the profitability of the venture will highly
depend upon Griffin’s faster ramp-up in production (Lanco’s ability to incur faster
capex), leading to higher export sales.

In the near term, the debt taken for upfront payment to acquire Griffin has increased
the D/E ratio further. The post acquisition capital expenditure of AUS$9000m is
expected to be largely funded through cash flow from coal mines. However, we
don’t rule out a possibility of a stake sale to fund the same.

Exhibit 2. Griffin Valuation

Australian $
Acquisition Cost 750
Debt 480
Opex 900
Debt (E) 675
Total Equity in Mines 495
NPV 95
NPV (Rs) 4,167
Per Share Value (Rs.) 1.7

Source: Company Data, PL Research
Solar power venture...not tried and tested

The company has won bids for 141MWs from various states where the PPAs are
locked for 20-25 years (at Rs10-15/per unit). However, viability of the project will
depend on the company’s control on the capex and financing costs in the initial
years. The EPC of the project will be done in-house where the margins would be in
the range of 8-15%.

Exhibit 3. Solar Venture Valuations (Rs m)

Capex 37,750
Debt 26,425
Equity In 141MWs 2,475
P/BV (x) 0.25
PSv 0.30

Source: Company Data, PL Research
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Lanco Infratech

Outlook

Lanco has underperformed the Sensex by 30% in the last six months, factoring the
worries of lower merchant rates, lower profits and higher funding needs. We have
also factored in these concerns which have led to a downside of 20% from our
previous TP. We feel that an upside potential exists as the company is on track to
deliver as per plans; however, improvement on external environment still remains a
risk to the execution. At a P/Bx of 1.5x FY13E, Lanco is trading at reasonable
valuations as compared to its peers. Maintain ‘Accumulate’.

Exhibit4. SOTP

Entities Total Value (Rs m) PSV (Rs)
Standalone 1,830 1
BOT & Real Estate 6,648 3
Power 92,131 38
Future Growth 6036 2
SOTP 106,644 43

Source: PL Research
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Income Statement (Rs m)

Balance Sheet Abstract (Rs m)

Lanco Infratech

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

Net Revenue 80,320 73,659 112,793 152,669  Shareholder's Funds 33,448 37,942 46,294 58,814

Raw Material Expenses 61,494 49,923 75,032 96,052  Total Debt 83,614 216,099 283,834 371,900

Gross Profit 18,827 23,736 37,761 56,617  Other Liabilities 8,111 8,623 9,302 11,587

Employee Cost — — — — Total Liabilities 125,173 262,664 339,430 442,300

Other Expenses 4,312 4,863 6,100 9,352 Net Fixed Assets 64,055 202,968 272,346 360,627

EBITDA 14,515 18,872 31,661 47,265  Goodwill — — — —

Depr. & Amortization 3,554 4,500 7,500 12,444 Investments 20,229 22,471 22,989 21,222

Net Interest 3,479 7,400 13,152 18,023 Net Current Assets 34,929 34,725 41,595 57,951

Other Income 1,839 1,730 1,325 1,261 Cash & Equivalents 9,628 9,684 9,287 15,433

Profit before Tax 9,321 8,702 12,334 18,059 Other Current Assets 60,411 67,476 78,695 90,492

Total Tax 3,643 2,437 3,083 4,695 Current Liabilities 35,110 42,435 46,387 47,974

Profit after Tax 5,679 6,266 9,250 13,364 Other Assets 5,959 2,500 2,500 2,500

Ex-Od items / Min. Int. 1,093 1,098 683 579 Total Assets 125,172 262,664 339,430 442,300

Adj. PAT 4,585 5,168 8,567 12,784

Avg. Shares O/S (m) 2,385.5 2,385.5 2,385.5 2,385.5

EPS (Rs.) 1.9 2.2 3.6 5.4

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

Y/e March 2010 2011E 2012E 2013E Y/e March Q4FY10 QlFY11 Q2FY11 Q3FY11

C/F from Operations 4,969 23,299 28,802 43,011 Net Revenue 23,296 21,256 15,615 15,615

C/F from Investing (43,654) (153,878) (85,914) (109,067) EBITDA 5,867 5,954 4,800 4,800

C/F from Financing 38,409 130,634 56,715 72,202 % of revenue 25.2 28.0 30.7 30.7

Inc. / Dec. in Cash (276) 56 (397) 6,146 Depr. & Amortization 2,440 1,551 (765) (765)

Opening Cash 9,905 9,628 9,684 9,287 Net Interest 1,861 1,567 1,890 1,890

Closing Cash 9,628 9,684 9,287 15,433 Other Income 1,152 (108) 1,842 1,842

FCFF (44,665) (66,185) (54,689) (106,645) Profit before Tax 2,718 2,577 5,410 5,410

FCFE (17,021) 66,301 13,046 (18,580) Total Tax 1,201 353 3,369 3,369
) ' ' Profit after Tax 1,517 1,947 1,640 1,640

Adj. PAT 1,517 1,947 1,640 1,640

Key Financial Metrics Key Operating Metrics (Rs m)

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

Growth Project Development 45,430.5 59,141.5 75,348.9 87,866.3

Revenue (%) 33.7 (8.3) 53.1 35.4 Sale of Energy 35,372.4 46,942.2 80,840.2 109,733.9

EBITDA (%) 76.2 30.0 67.8 49.3 Others 529.5 450.0 400.0 400.0

PAT (%) 63.6 12.7 65.8 49.2 Property Development (256.7) 1,322.0 2,380.0 4,125.4

EPS (%) 50.7 12.7 65.8 49.2 Roads — — 2,571.4 2,687.6

Profitability

EBITDA Margin (%) 18.1 25.6 28.1 31.0

PAT Margin (%) 5.7 7.0 7.6 8.4

RoCE (%) 7.7 5.8 6.0 6.5

ROE (%) 16.9 14.5 20.3 24.3

Balance Sheet

Net Debt : Equity 2.2 5.4 5.9 6.1

Net Wrkng Cap. (days) (5) (46) (10) 12

Valuation

PER (x) 18.5 16.4 9.9 6.6

P/B(x) 2.5 2.2 1.8 1.4

EV / EBITDA (x) 10.9 15.4 11.4 9.3

EV / Sales (x) 2.0 4.0 3.2 2.9

Earnings Quality

Eff. Tax Rate 39.1 28.0 25.0 26.0

Other Inc / PBT 19.7 19.9 10.7 7.0 Source: Company Data, PL Research.

Eff. Depr. Rate (%) 5.8 33 3.7 3.9

FCFE / PAT (371.2) 1,283.0 152.3 (145.3)

Source: Company Data, PL Research.
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POWERING YOUR FINANCIAL GROWTH

Prabhudas Lilladher Pvt. Ltd.
3rd Floor, Sadhana House, 570, P. B. Marg, Worli, Mumbai-400 018, India
Tel: (91 22) 6632 2222 Fax: (91 22) 6632 2209
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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) 1 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.




