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Event Update

Strengthening Financial Muscle

Punj Lloyd (Punj) has completed its QIP placement with the issuance of 2.8cr equity shares at
Rs240.2/share (a premium of Rs238.2/share) raising funds to the tune of Rs670cr.

QIP placement to reduce gearing: In line with many listed companies in recent times, Punj
has also resorted to equity dilution to de-leverage its Balance Sheet. Management has
categorically stated that it would primarily be utilising the QIP proceeds to strengthen its financial
position along with the option to use the funds for likely acquisition of capital assets and
equipment, augmenting working capital, investing in new initiatives, collaborations and joint
ventures, among others.

B P&L impact: Punjwill be retiring the high-cost debt raised in CY2008 and lower its Interest
costs. In FY2009, financial charges amounting to Rs351.8cr (inclusive of foreign exchange
fluctuation and other Bank charges of Rs131cr) were debited to P&L account. We believe as
a result of this money raising exercise, the company to register post Tax savings on Interest
cost front to the tune of Rs18.0cr and Rs35.5cr in FY2010E and FY2011E, respectively. It
should be noted that we have factored in a marginal Tax rate of 26.2% and 26.5% for FY2010E
and FY2011E respectively, considering Punj's geographically diversified operations. However,
this money raising would entail Earnings dilution as the incremental per share saving would be
lower than earlier EPS estimates. Therefore, we are estimating earnings dilution of 4.1% and
3.8% and our revised EPS stands at Rs11.7 and Rs20.5 for FY2010E and FY2011E,
respectively.

B Balance Sheet impact: As on FY2009, the D/E ratio of Punj stands at 1.4x and we had
estimated itto be at 1.3x by FY2011E. However, in light of recent developments we are expecting
a further de-leveraging in its Balance Sheet to 0.9x by FY2011E. This would take care of one
of the concerns, Balance Sheet issue, over the stock which we believe is positive in the long
run. As per our analysis, we are expecting Punj to maintain its Debt at current levels in FY2010E
and see a marginal increase in FY2011E to Rs3,852cr. Overall, equity dilution post this QIP
placement would be around 9.2% and the company's total equity share capital would be
Rs66.3cr. We expect the net worth to rise to Rs4,183cr, from our earlier estimate of Rs3,459cr,
for FY2011E.

B Ratio impact: We are expecting that money raising would lead to depression of RoE's on
two accounts 1) The money raised would remain idle for some time and 2) The benefit of
financial leverage would reduce due to higher equity contribution to the overall capital employed.
We are expecting the RoE's to be around 17-18%, as against our earlier estimate of 20-21%,
for FY2011E. The P/BV is expected to be come down to 1.8x making the stock more attractive
on P/BV parameter.
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B Pipavav Shipyard proposes to file RHP: Punj holds 22.3% stake in the Pipavav Shipyard
through its investments of Rs352cr in the same. As per news reports, Pipavav Shipyard expects to
finally file its RHP over the next few days to raise funds to the tune of Rs600-650cr through an
IPO, which would result in equity dilution of 12.0-12.5%. Post the proposed Issue, Pipavav Shipyard
would command Market cap in excess of Rs5,000cr in turn enhancing value of Punj's stake in the
company to Rs975cr translating into a substantial jump in P/BV to 2.8x. In our recent Initiating
Coverage report on Punj Lloyd, we had valued Punj's 22.3% stake in Pipavav Shipyard at 1x P/BV
while arriving at our SOTP Target Price for the company, contributing Rs12.0 per share (now Rs11
post the current dilution). Thus, in the event of Pipavav going ahead with its IPO, it would enhance
our Target Price for Punj by Rs18-20/share. Further, considering the appetite in the Primary market,
listing gains cannot be ruled out for the likely Pipavav IPO, which would in turn lend afillip to Punj's
stock price.

B Raising money through different routes: Punj proposes to totally raise funds to the tune of
Rs1,500cr. Hence, post the QIP issue, it plans to raise the balance Rs830cr via the NCD route.
Again, the NCD proceeds would be mainly utilized to restructure debt and lower costs. However,
in our above-mentioned Initiating Coverage report, we had already assumed the company's overall
cost of debt at 8.5% and 8.0% for FY2010E and FY2011E respectively, in view of its diversified
geographical presence and raising funds on the overseas front. Therefore, funds (Rs830cr) raised
through the NCD route would not materially impact out Earnings estimate for FY2010E and
FY2011E.

Conclusion

The QIP Placement substantiates management's strong resolve to de-leverage its Balance sheet
and thereby save on Interest costs. The substantial de-leveraging of Balance Sheet would however
result in equity dilution of 9.2%. Nonetheless, post the issue, our FY2010E and FY2011E D/E ratio
for the company would stand at 1.0x and 0.9x as against our earlier estimate of 1.5x and 1.3x,
respectively. Moreover, going ahead, we expect the company's Bottom-line to register better growth
(Top-line CAGR of 18.1% while Bottom-line CAGR of 67.8% over FY2009-11E, excluding
exceptional losses to the tune of Rs473cr in FY2009). The company would also improve its liquidity
position and increase its Net Worth in turn enhancing its bidding ability, foray into different growth
areas and augment Top-line growth. The same has however, not been factored in by us in our
estimates.

At Rs231, the stock is trading at 11.2x FY2011E EPS and 1.8x FY2011E P/BV. We have valued
Punj's construction business at 14x P/E FY2011E EPS, similar to other mid-size construction
companies like IVRCL Infra and Nagarjuna Construction. Although we believe that Punj deserves
a premium over these mid-size companies, owing to its scale of operations and its diversified
presence, we have assigned the same P/E multiple, on a conservative basis, since Punj has a
history of litigations and its Top-line growth is expected to be subdued in the near future. We
continue to value Punj investments in Pipavav Shipyard at 1x equity contributing Rs11 per share
to our Target Price. Based on the current market price and our Target Price, we do not expect the
FCCB to get converted. Therefore, we have assumed a liability of Rs317cr in FY2011. Our SOTP
Target Price is Rs289 (earlier Rs299), based on FY2011E numbers, translating into a potential
upside of 25.2% from the current levels. We maintain a Buy on the stock.
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Exhibit 1: SOTP Valuation

Business Segment Methodology Remarks Rs cr Rs/share
Construction P/E (x) 14.0x 9,525 288
Investments P/B (x) 1.0x 352 11
FCCB Liability Book Value 1.0x 317 (20)
Total 289

Source: Company, Angel Research

Exhibit 2: Key Financials (Consolidated, Post QIP dilution)

Y/E March (Rs cr) FY2008 FY2009 FY2010E FY2011E
Net Sales 7,753 11,912 13,047 16,629
% chg 51.2 53.6 9.5 274
Adj. Net Profit 320.6 (250.3) 389.2 680.4
% chg 62.9 - - 74.8
FDEPS (Rs) 10.6 (8.2) 11.7 20.5
EBITDA Margin (%) 8.9 3.7 8.4 9.1
P/E (X) 21.9 - 19.7 11.2
ROE (%) 15.8 (9.5) 12.9 17.7
ROCE (%) 14.5 4.9 13.1 16.5
P/BV (x) 25 2.8 2.2 1.8
EV/Sales (x) 1.0 0.8 0.8 0.7
EV/EBITDA (x) 11.4 22.1 9.6 7.4

Source: Company, Angel Research
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Disclaimer

This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person. Persons into whose
possession this document may come are required to observe these restrictions.

Opinion expressed is our current opinion as of the date appearing on this material only. While we endeavor to update on areasonable basis the information discussed in this material, there may be
regulatory, compliance, or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject
to change without notice. Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

The information in this document has been printed on the basis of publicly available information, internal data and other reliable sources believed to be true and are for general guidance only. While
every effort is made to ensure the accuracy and completeness of information contained, the company takes no guarantee and assumes no liability for any errors or omissions of the information. No
one can use the information as the basis for any claim, demand or cause of action.

Recipients of this material should rely on their own investigations and take their own professional advice. Each recipient of this document should make such investigations as it deems necessary
to arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult their own advisors
to determine the merits and risks of such an investment. Price and value of the investments referred to in this material may go up or down. Past performance is not a guide for future performance.
Certain transactions - futures, options and other derivatives as well as non-investment grade securities - involve substantial risks and are not suitable for all investors. Reports based on technical
analysis centers on studying charts of a stock's price movement and trading volume, as opposed to focusing on acompany's fundamentals and as such, may not match with areport on acompany's
fundamentals.

We do not undertake to advise you as to any change of our views expressed in this document. While we would endeavor to update the information herein on a reasonable basis, Angel Broking, its
subsidiaries and associated companies, their directors and employees are under no obligation to update or keep the information current. Also there may be regulatory, compliance, or other reasons
that may prevent Angel Broking and affiliates from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change
without notice. Angel Broking Limited and affiliates, including the analyst who has issued this report, may, on the date of this report, and from time to time, have long or short positions in, and buy
or sell the securities of the companies mentioned herein or engage in any other transaction involving such securities and earn brokerage or compensation or act as advisor or have other potential
conflict of interest with respect to company/ies mentioned herein or inconsistent with any recommendation and related information and opinions.

Angel Broking Limited and affiliates may seek to provide or have engaged in providing corporate finance, investment banking or other advisory services in a merger or specific transaction to the
companies referred to in this report, as on the date of this report or in the past.

Accumulate (Upside upto 15%) Neutral (5 to -5%)
Sell (Downside > 15%)

Ratings (Returns) :  Buy (Upside > 15%)
Reduce (Downside upto 15%)
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