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Ideas create, values protect

Creating value out of JV with BNP Paribas

We believe that SREI Infrastructure Finance (SREI)’s proposed 50:50 joint venture with

BNP Paribas Lease Group (BPLG) for equipment financing and leasing business is highly May 31, 2007

value accretive. We believe, BPLG as a strategic investor would help them capture the huge

growth opportunities in their business with better margins and without equity dilution in the Vishal Goyal, CFA

near term.. BPLG is bringing INR 7.75 bn for 50% in the JV, which would value its equipment ;Zggféji?@ﬁeﬁfamm
finance business at INR 15.5 bn (2.0x book). Our fair value based on SOTP is INR 127 per P

share - an upside of 77% from the current levels. We upgrade the stock to ‘BUY". +91-22-4009 4532

kunal.shah@edelcap.com
%  50:50 JV with BNP

BPLG would infuse INR 7.75 bn towards its capital contribution for 50% share in the JV.
SREI would put in an estimated INR 250 mn in cash plus its asset finance and insurance
broking business. The JV would have net worth of INR 8.0 bn initially. BPLG is paying INR
8 bn for 50% in the JV, which would value its equipment finance business at INR 16bn
(2.0x book). We expect the operating performance of the company to improve going
forward in terms of better margins, as BNP Paribas can help the company to reduce cost
of funds. We believe the business will get re-rated with introduction of BPLG. Historically
the stock has been trading at 1.3x trailing book, we value this business at 1.7x book (INR
13.6 bn), considering improvement in margins and ROE.

The JV entity (SREI Infrastructure Development Finance Ltd) will acquire SREI's entire current
portfolio for a consideration of INR 3.75 bn (net of liabilities). We expect BNP to buy the Reuters . SREL.BO
balance 50% stake at a later stage (2-3 years), which should be at the then market value. Bloomberg ] SREI IN

%  SREI (standalone) post de-merger

. . ) . . Market Data
Post the de-merger, SREI (parent) would continue to do project financing, advisory, Venture

capital, investment banking and equipment rental business (through Quipo). SREI's FYO7E 52-week rangs (INF) : 2/
networth of INR 4.9 bn will be freed to build asset book (equivalent to current asset base) Share in issue {mn) : 1094
without any further dilution. We value the businesses left with SREI at 1.25x book to get INR i8] ol (NI LRI i) © rRiEze
6.1 bn (INR 56 per share) Avg. Daily Vol. BSE (‘000) : 479.5
#  Equipment rental (Quipo)
Its Equipment rental business (Quipo), where SREI owns 16% has been valued at INR 6.0 bn. Share Holding Pattern (%)
Presently Quipo has deployed assets worth INR 6 bn in construction, Telecom, Oil and gas Promoters : 20.1
sectors. We expect more value unlocking from the constituents of this business. MFs, Fls & Banks 3 1.5
%  Valuations: 77% upside Fls : 480
On SOTP basis, we would value the overall business at INR 13.8 bn (INR127 per share), QiireTs : e
which would be 77% upside to the current price. Our best case and worst case scenario
give valuation per share of INR 150 (110% upside) and INR 96 (33% upside) respectively. 79 3,000
We upgrade the stock to ‘BUY’.
54 2,250
Business Net worth P/B Value Stake Value _ s
(INR mn) )  (INRmn) (%) (INR mn) % 36 1,500 8
Project Fin, Advisory 4,863 1.3 6,079 100 6,079 - =
Equipment Finance 8,000 17 13,600 50 6,800 18 || 750
Equipment Rental 6,000 16 960
Total Market Value 13,839 _ _
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Table 1: Sum of the parts

Sum of the Parts

Company Business  Net worth P/B Value Stake Value Per share
(INR mn) X) (INR mn) (%) (INR mn) (INR)
Present Market Cap 7820 72
Best Case
SREI Standalone Project Fin, Advisory 4,863 1.50 7,295 100.0 7,295
JV BNP Equipment Finance 8,000 2.00 16,000 50.0 8,000
Quipo Equipment Rental 7,000 16.0 1,120
Total Market Value 16,415 150
Upside 109.9
Base Case
SREI Standalone Project Fin, Advisory 4,863 1.25 6,079 100.0 6,079 56
JV BNP Equipment Finance 8,000 1.70 13,600 50.0 6,800 62
Quipo Equipment Rental 6,000 16.0 960 9
Total Market Value 13,839 127
Upside 77.0
Worst case
SREI Standalone Project Fin, Advisory 4,863 1.00 4,863 100.0 4,863
JV BNP Equipment Finance 8,000 1.20 9,600 50.0 4,800
Quipo Equipment Rental 4,839 16.0 774
Total Market Value 10,438 96
Upside 33.5
Source: Company, Edelweiss research
Table 2: Balance sheet estimates (FYO7E)
Existing SREI
Liabilities INR mn Assets INR mn
Net worth 4,863 Loans 40,185
Other Liab 36,435 Investments n others 1,118
Total 41,298 Total 41,298
Transfering to JV INR mn
Loans 40,185
Liabilities 36,435
Net worth 3,750
Post demerger SREI
Liabilities INR mn Assets INR mn
Net worth 4,863 Investments 1,363
Cash 3,500
Total 4,863 Total 4,863
Post demerger BNP Paribus JV
Liabilities INR mn Assets INR mn
Net worth 8,000 Loans 40,185
Liabilities 36,435 Cash and others 4,250
Total 44,435 Total 44,435

Source: Company, Edelweiss research
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RATING INTERPRETATION

Buy Expected to appreciate more than 20% over a 12-month period Reduce Expected to depreciate up to 10% over a 12-month period

Accumulate Expected to appreciate up to 20% over a 12-month period Sell Expected to depreciate more than 10% over a 12-month period

Trading Buy Expected to appreciate more than 10% over a 45-day period Trading Sell Expected to depreciate more than 10% over a 45-day period

This document has been prepared by Edelweiss Securities Private Limited (Edelweiss). Edelweiss and its holding company and associate companies are a full service, integrated investment
banking, portfolio management and brokerage group. Our research analysts and sales persons provide important input into our investment banking activities. This document does not
constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction.. The information contained herein is from publicly available
data or other sources believed to be reliable, but we do not represent that it is accurate or complete and it should not be relied on as such. Edelweiss or any of its affiliates shall not be in any
way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report. This document is provided for assistance only and
is not intended to be and must not alone be taken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this
document should make such investigation 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 his own advisors to determine the merits and risks of such investment. The investment discussed or views expressed may not be suitable for
all investors. We and our affiliates, officers, directors, and employees may: (a) from time to time, have long or short positions in, and buy or sell the securities thereof, of company (ies)
mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as advisor or lender / borrower to such company (ies)
or have other potential conflict of interest with respect to any recommendation and related information and opinions. This information is strictly confidential and is being furnished to you solely
for your information. This information should not be reproduced or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in part, for
any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction,
where such distribution, publication, availability or use would be contrary to law, regulation or which would subject Edelweiss and affiliates to any registration or licensing requirements within
such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and persons in whose possession this document comes, should inform themselves about
and observe, any such restrictions. The information given in this document is as of the date of this report and there can be no assurance that future results or events will be consistent with
this information. This information is subject to change without any prior notice. Edelweiss reserves the right to make modifications and alterations to this statement as may be required from
time to time. However, Edelweiss is under no obligation to update or keep the information current. Nevertheless, Edelweiss is committed to providing independent and transparent
recommendation to its client and would be happy to provide any information in response to specific client queries. Neither Edelweiss nor any of its affiliates, directors, employees, agents or
representatives shall be liable for any damages whether direct, indirect, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the
information. The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their
securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report. Analyst holding in stock: no.



