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BuyABG SHIPYARD

Investment Argument
Increased capacity to drive growth: ABG Shipyard has done expansion at its
existing Magdala yard, which now enables the company to simultaneously
construct around 27 vessels on modular basis. Apart from this, the company is
also doing a Greenfield expansion at Dahej, Gujarat. This shipyard, once
completely functional will be able to built vessels up to 120,000 dwt and will be
able to construct about 20 vessels per annum. The yard is expected to be
completely operational by December-2008.

Orderbook on a high growth trajectory: Riding on the robust demand for
vessels, the company has witnessed a 20.5% CAGR of orderbook size over the
period Q3FY2006 to Q1FY2008E (till 13 April, 2007). The existing orderbook of
Rs 4,074cr is 5.67 times the revenues of FY2007E, which gives good visibility of
revenues for the next 3-4 years. The last vessel to be delivered in the current
orderbook is in FY2011.

FY2009 Revenue estimates revised upwards: ABG Shipyard bagged repeat
order from Lamnalco group for a value of Rs 60cr and Cyprus based Essar Shipping
and Logistics Ltd. for a value of Rs 618cr. On back of these orders, we have
revised our Revenue estimates for FY2009E from Rs 1399.4cr to Rs 1506.5cr and
Net Profit estimates for FY2009E from Rs 231.3cr to Rs 248.9cr.

Valuation

At CMP, the stock trades at 10.0x FY2008E and 7.6x FY2009E on fully diluted
Earnings of Rs 37.4 and Rs 48.9, respectively. Given the attractive valuation and
robust growth, we continue to remain positive on the company's growth prospects
and hence continue to maintain a Buy on the stock. We have upgraded our
12-month Target Price to Rs 500, giving a 34% upside.

Target Price: Rs 500
(12 Months)

Sector Shipping

Market Cap (Rs cr) 1,900

Beta 0.9

52 Week High / Low 403 / 204

Avg Daily Volume 60465

Face Value (Rs) 10

BSE Sensex 13,384

Nifty 3,917

BSE Code 532682

NSE Code -

Reuters Code ABGS.BO

Bloomberg Code ABGS IN

Shareholding Pattern (%)

Promoters 56.9

MF / Banks / Indian FIs 12.9

FII / NRIs / OCBs 23.7

Indian Public / Others 6.5

Stock Info

Surbhi Chawla
Tel: 022 - 4040 3800 Ext: 342

E-mail: surbhi.chawla@angeltrade.com

Source: Company, Angel Research

Key Financials
Y/E March (Rs cr) FY2006 FY2007E FY2008E FY2009E
Net Sales  541.7  718.2  1,161.0  1,506.5
% chg  43.8  32.6  61.7  29.8
Net Profit  83.7  116.9  190.3  248.9
% chg  87.0  39.7  62.8  30.8
Diluted EPS  16.4  23.0  37.4  48.9
EBITDA Margin (%)  26.0  28.6  27.2  26.9
P/E (x)  22.7  16.3  10.0  7.6
P/CEPS (x)  15.1  15.5  9.6  7.3
ROE (%)  17.3  19.7  24.5  24.5
ROCE (%)  22.1  26.9  33.6  34.2
P/BV (x)  3.9  3.2  2.4  1.9
EV/Sales (x)  3.1  2.5  1.6  1.2
EV/EBITDA (x)  11.8  8.8  5.7  4.3
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Investment Arguments
Indian Shipbuilding Industry - Growing share of the world orderbook

Indian Shipbuilding Industry is on a high growth trajectory, expected to grow at a CAGR of 30%.
India's share in global orderbook is expected to be around 15% by 2020 from current 0.4%,
aided by cost competitiveness and skilled manpower.

Also the India shipbuilding industry is estimated to be $ 22bn by 2020 by I-Maritime. Shipbuilding
Industry is a labour intensive industry, and hence countries having requisite skilled labour at
relatively lower wage levels will enhance their market share in future. As seen in other manpower
intensive industries like IT and Auto Ancillary, where India's market share of the global pie has
increased due to lower manpower cost. We can expect a similar trend to unfold in the Indian
Shipbuilding Industry.

India - moving up the value chain

Traditionally, Indian shipyards were focused on the construction of only small vessels. Indian
shipyards have their expansion plans in place. After the proposed expansions, Indian shipyards
will be able to build large vessels as well as more technically superior and specialized vessels.
Thus, Indian shipyards are all set to gain a sustained competitive advantage on long term
basis.

Increased capacity drive growth

ABG Shipyard has done expansion at its existing Magdala yard, which now enables the company
to simultaneously construct around 27 vessels on modular basis. With this expansion, the
company can now have higher Asset Turnover, taking advantage of the growth in vessel
requirement. Apart from this, the company is also doing a Greenfield expansion at Dahej,
Gujarat. This shipyard, once completely functional will be able to built vessels up to 120,000
dwt and will be able to construct about 20 vessels per annum. The yard is expected to be
completely operational by December-2008.

Orderbook on a high growth trajectory

Riding on the robust demand for vessels, the company has witnessed a 20.5% CAGR of
orderbook size over the period Q3FY2006 to Q1FY2008E (till 13 April, 2007). The existing
orderbook is 5.67 times the revenues of FY2007E, which gives good visibility of revenues for the
next 3-4 years. The last vessel to be delivered in the current orderbook is in FY2011.

Indian Shipyards to increase
their share

Source: Company, Angel Research; Note* Q1FY2008E is till 13 April, 2007

Exhibit 1: Orderbook on a growth path

Strong orderbook size
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Of the total orderbook of Rs 2518cr in Q3FY2007, contribution of around 65% is from export
orders, which has seen a rise from 51% in Q3FY2006. Also the company has been able to get
around 50-60% of their orderbook as repeat orders, indicating their good execution capability.
Repeat orders in similar rebuilding will lead to reduction in design cost, procurement cost as
well as learning curve advantage.

Increasing share of offshore vessel to orderbook size

Offshore segment is witnessing huge replacement demand. Apart from this, increasing spending
on exploration and production activities by Oil & Gas companies is boosting further demand for
the offshore vessels. This is evident from the 36% share of Oil & Gas segment of the total
orderbook size.

Source: Company, Angel Research

Exhibit 2: Contribution of orderbook

Oil & Gas segment - higher
contribution

Robust top-line growth

ABG shipyard bagged repeat order from Lamnalco group for the construction of AHTS vessel to
be delivered on 19th May, 2009 for a value of Rs 60cr. It also received an order from Cyprus
based Essar Shipping and Logistics Ltd. for construction of four 54,000 dwt Supramax Bulk
Carriers for a value of Rs 618cr. On back of these orders, we have revised our Revenue
estimates for FY2009E from Rs 1399.4cr to Rs 1506.5cr. We expect the company to register
top-line growth of 62% and 30% in FY2008 and FY2009, respectively.

Source: Company, Angel Research

Exhibit 3: Robust growth
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Source: Company, Angel Research

Exhibit 4: 1-yr forward P/E Band Chart

Outlook and Valuation

On the back of the new orders received, we have revised our FY2009 numbers. We have revised
the Net Profit estimates from Rs 231.3cr to Rs 248.9cr. At CMP, the stock trades at 10.0x
FY2008E and 7.6x FY2009E on fully diluted Earnings of Rs 37.4 and Rs 48.9, respectively.
Given the attractive valuation and robust growth, we continue to remain positive on the company's
growth prospects and hence continue to maintain a Buy on the stock. We have upgraded
our 12-month Target Price to Rs 500, giving a 34% upside.
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Profit & Loss Statement   Rs crore Balance Sheet   Rs crore
 Y/E March (Rs cr) FY2006 FY2007E FY2008E FY2009E

Net Sales  541.7  718.2  1,161.0  1,506.5

% chg  43.8  32.6  61.7  29.8

Total Expenditure  400.9  512.4  844.7  1,101.3

EBIDTA  140.9  205.7  316.3  405.2

(% of Net Sales)  26.0  28.6  27.2  26.9

Other Income  6.1  3.2  6.3  10.8

Depreciation& Amortisation  3.6  5.7  8.6  12.0

Interest  16.7  24.7  24.3  26.9

PBT  126.6  178.4  289.7  377.1

(% of Net Sales)  23.4  24.8  25.0  25.0

Tax  43.0  61.5  99.4  128.2

(% of PBT)  33.9  34.5  34.3  34.0

PAT  83.7  116.9  190.3  248.9

% chg  87.0  39.7  62.8  30.8

 Y/E March (Rs cr) FY2006 FY2007E FY2008E FY2009E

SOURCES OF FUNDS

Equity Share Capital  50.9  50.9  50.9  50.9

Reserves& Surplus  431.5  541.4  724.8  966.7

Shareholders Funds  482.4  592.3  775.7  1,017.6

Total Loans  99.7  94.7  91.9  96.5

Deffered Tax Liability  66.7  66.7  66.7  66.7

Total Liabilities  648.8  753.8  934.3  1,180.8

APPLICATION OF FUNDS

Gross Block  143.6  323.9  472.3  651.2

Less: Acc. Depreciation  39.5  45.5  54.5  67.1

Net Block  104.1  278.4  417.8  584.1

Capital Work-in-Progress  51.8  56.5  111.6  77.8

Investments  0.7  0.7  0.7  0.7

Current Assets  869.8  799.8  1,021.1  1,318.8

Current liabilities  377.6  381.6  617.0  800.6

Net Current Assets  492.2  418.2  404.2  518.2

Total Assets  648.8  753.8  934.3  1,180.8

Cash Flow Statement   Rs crore Key Ratios
 Y/E March (Rs cr) FY2006 FY2007E FY2008E FY2009E

Per Share Data (Rs)

Diluted EPS  16.4  23.0  37.4  48.9
Diluted Cash EPS  24.8  24.1  39.1  51.2
DPS  1.20  1.20  1.20  1.20
Book Value  94.7  116.3  152.3  199.8
Operating Ratio (%)
Raw Material / Sales (%)  54.6  58.6  54.9  56.1
Employee cost / Sales (%)  2.4  2.2  2.2  2.2
Inventory (days)  152  125  125  125
Debtors (days)  4  8  8  8
Debt / Equity (x)  0.4  0.3  0.2  0.2
Returns %
ROE  17.3  19.7  24.5  24.5
ROCE  22.1  26.9  33.6  34.2
Dividend Payout (%)  7.3  5.2  3.2  2.5
Valuation Ratio (x)
P/E  22.7  16.3  10.0  7.6
P/E (Cash EPS)  15.1  15.5  9.6  7.3
P/BV  3.9  3.2  2.4  1.9
EV / Sales  3.1  2.5  1.6  1.2
EV / EBITDA  11.8  8.8  5.7  4.3

 Y/E March (Rs cr) FY2006 FY2007E FY2008E FY2009E

Profit before tax  133.8  178.4  289.7  377.1

Depreciation  3.6  5.7  8.6  12.0

Change in Working Capital  0.4  (69.5)  11.6  (45.0)

Direct taxes paid  (7.5)  (61.5)  (99.4)  (128.2)

Cash Flow from Operations  130.3  53.2  210.6  215.9

Inc./ (Dec.) in Fixed Assets  61.7  185.0  203.5  145.0

Free Cash Flow  68.6  (131.8)  7.1  70.9

Inc./ (Dec.) in Investments  0.7  -  -  -

Issue of Equity  253.4  -  -  -

Inc./(Dec.) in loans  42.0  (5.0)  (2.8)  4.6

Dividend Paid (Incl. Tax)  (7.0)  (7.0)  (7.0)  (7.0)

Others/Extra ordinary items  -  0.2  0.3  0.6

Cash Flow from Financing  288.4  (11.7)  (9.6)  (1.8)

Inc./(Dec.) in Cash  356.4  (143.5)  (2.5)  69.1

Opening Cash balances  48.7  405.0  261.5  259.0

Closing Cash balances  405.0  261.5  259.0  328.0
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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 a reasonable 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 a company's fundamentals and as such, may not match with a report on a company'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.

Research & Investment Advisory: Acme Plaza, 3rd Floor ‘A’ wing,  M.V. Road, Opp Sangam Cinema, Andheri (E), Mumbai - 400 059

Ratings (Returns) Buy > 15%, Hold  0-15%, Sell < - 10%
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Rajkot - Manish Baradia
Tel : (0281) 2233 230 / 50

Rajkot - Nilesh Vora
Tel : (0281) 2225 401 / 02 / 03

Valsad - Suchita  Krishnani
Tel - (02632) 645 344 / 45

Vapi - Dhiraj Pandey
Tel: (0260) 2400 210 / 214 / 236

Vijayawada - Badrinath Majeti
Tel :(0866) 6636900 / 901/ 902 / 903

Surat - Pratik Sanghavi
Tel : - (0261) 2257 990 / 909

Secunderabad - Srinivas
Tel : (040) 6690 5192 / 3 / 4

Surendranagar - Prashant Jani
Tel - (02752) 325905 / 223305

Visakhapatnam - Vamshi Krishna
Tel :(0891) 6620 572-75


