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BHEL

Result
Update

Hit by extraordinaries

BHEL Q3FY2008 reported net profit at Rs7.71 bn is below expectations, primarily
because of lower than expected topline growth and higher than expected
employee cost. The staff cost includes higher provision (Rs500-700 mn) for
expected increase in wages after implementation of 6" pay commission.
Adjusting for the same the net profit at Rs8.3 bn (up 25% yoy) is marginally below
estimates. The topline for the quarter at Rs49.64 bn grew by 14% yoy, below our
estimates. The topline for the quarter came in below estimates as some of the
projects reported lower ramp up and thereby falling short of profit booking
thresholds. The operating profit at Rs10.57 bn grew by a relatively muted 14%
yoy as the OPMs declined by 10 bps to 21.3%. The OPMS were impacted by
significantly higher employee cost, which includes higher provision for expected
increase in wages after implementation of 6™ pay commission, which we have
treated as one time extraordinary cost. The order backlog for the quarter at
Rs780 bn is up 67% yoy, on the back of 91% yoy growth in order inflows of close
to Rs110 bn. We are not changing our earnings estimates for BHEL. Meanwhile
we remain positive on BHEL and believe that the concern on the street regarding
BHEL's ability to bag supercritical set orders and addressing competition is
overdone. We believe that the company is heading in a right direction for
addressing the supercritical market and it's just a matter of time that BHEL bags
its first supercritical order and significantly allay street fears.

Results Highlights

m BHEL 5 years wage agreement for its employees ended in December 2006 and the
new wage agreement will be implemented in line with recommendations of sixth pay
commission However to be on a conservative sided , BHEL has provided for
expected increase in staff cost during Q3FY2008 itself. The company has made
additional provision to the tune of Rs50-70 mn during 3QFY08. We have treated this
additional provision as one time extraordinary cost.

m Adjusting for the one time extraordinary cost, BHEL Q3FY2008 pre-exceptional at
Rs8.3 bn is marginally below estimates.

B The topline for the quarter came in below estimates as some the projects reported
lower ramp up and thereby falling short of profit booking thresholds. The topline for
the quarter at Rs49.64 bn grew by 14% yoy, driven by 19% yoy growth in the power
segment (revenues-Rs42 bn) and 13% yoy (Rs14.35 bn).

B The pre-exceptional operating profit at Rs10.57 bn grew by a relatively muted 14%
yoy as the OPMs declined marginally by 10 bps to 21.3%. The other income for the
quarter grew by 43% yoy to Rs2.65 bn and interest charges declined by 18% yoy.

B The pre-exceptional net profit for the quarter at Rs 8.3 bn grew by 25% yoy. The
order backlog for the quarter at Rs780 bn is up 67% yoy, on the back of 91% yoy
growth in order inflows of close to Rs110 bn.

m We are not changing our earnings estimates for BHEL. Meanwhile we remain
positive on BHEL and believe that the concern on the street regarding BHEL's ability
to bag supercritical set orders and addressing competition is overdone. We believe
that the company is heading in a right direction for addressing the supercritical
market and it's just a matter of time that BHEL bags its first supercritical order and
significantly allay street fears.
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Rs millions Q308 Q307 Change 9M08 IMO7 Change
Net Sales 49641.0 43396.9 14% 121634.0 103371.9 18%
Raw Material Consumed 28509.5 25844.9 10% 72952.5 62827.8 16%
as % of sales 57.4% 59.6% 60.0% 60.8%

Stock Adjustment -687.1 -1235.5 -44% -4342.1 -4196.7 3%
as % of sales -1.4% -2.8% -3.6% -4.1%

Employee Expenses 7463.6 5105.2 46% 19798.6 15473.8 28%
as % of sales 15.0% 11.8% 16.3% 15.0%

Other Expenses 4379.7 4390.3 0% 13190.7 12229.2 8%
as % of sales 8.8% 10.1% 10.8% 11.8%

Total Expenditure 39665.7 34104.9 16% 101600.2 86334.1 18%
as % of sales 79.9% 78.6% 83.5% 83.5%

Operating profit 9975.3 9292.0 7% 20033.8 17037.8 18%
Other Income 2648.6 1854.7 43% 9721.0 4754.5 104%
PBIDT 12623.9 11146.7 13% 29754.8 21792.3 37%
Interest 97.6 119.7 -18% 312.0 386.5 -19%
Depreciation 761.5 662.1 15% 21445 1967.4 9%
PBT 11764.8 10364.9 14% 27298.3 19438.4 40%
Tax 4046.0 3688.4 10% 9813.0 6794.3 44%
Profit After Tax 7718.8 6676.5 16% 17485.3 12644.1 38%
Pre-exceptional net profit 8319 6677 25% 18083.7 12644.1 43%
OPM (%) 20.1% 21.4% 16.5% 16.5%

PBIDTM(%) 25.4% 25.7% 22.3% 21.1%

PBT(%) 23.7% 23.9% 20.4% 18.8%

PATM(%) 15.5% 15.4% 13.3% 12.2%

Tax Rate 34.4% 35.6% 34.6% 35.0%

Segmental Results

Rs millions Q308 Q307 Change 9ImMO08 9MO07 Change
Revenue

Power 42046 35387 19% 102447 84354.6 21%
Industry 14354 12741 13% 35974 30845.9 17%
EBIT

Power 8612 8457 2% 21570 18334.9 18%
Industry 2469 1565 58% 4558 3194.8 43%
EBIT (%)

Power 20.5% 23.9% 21.1% 21.7%

Industry 17.2% 12.3% 12.7% 10.4%

Order Book details (Rs bn) Q308 Var (%) Q208 Var (%) Q108 Var (%)
Order at the beginning of the Quarter 726 59% 624 59% 55000 46%
Order inflow 109 91% 146 46% 110 138%
Revenue booked 55 17% 44 21% 3569.5 24%
Order backlog at the end of the Q 780 67% 726 59% 62400 59%
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DISCLAIMER: This document is not for public distribution and has been furnished to you solely for your information and may not be reproduced or redistributed to any other person. The
manner of circulation and distribution of this document may be restricted by law or regulation in certain countries, including the United States. Persons into whose possession this document
may come are required to inform themselves of, and to observe, such restrictions. This material is for the personal information of the authorized recipient, and we are not soliciting any action
based upon it. This report is not to be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. No
person associated with Emkay Share & Stock Brokers Ltd is obligated to call or initiate contact with you for the purposes of elaborating or following up on the irformation contained in this
document. The material 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. Neither Emkay Share &
Stock Brokers Ltd, nor any person connected with it, accepts any liability arising from the use of this document. The recipient of this material should rely on their own investigations and take
their own professional advice. Opinions expressed are our current opinions as of the date appearing o 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. We and our affiliates, officers, directors, and employees world wide, including persons involved in the preparation
or issuance of this material 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 a market maker in he 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 have other potential conflict of interest with respect to any
recommendation and related information and opinions. The same persons may have acted upon the information contained here. No part of this material may be duplicated in any form and/or
redistributed without Emkay Share & Stock Brokers Ltd'sprior written consent. No part of this document may be distributed in Canada or used by private customers in the United Kingdom. In
so far as this report includes current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.
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