
Outlook remains positive
EMCO posted stronger than expected topline growth of 122% in 4Q FY06
to Rs1.7bn, however receivables write-off to the extent of Rs62mn during
the quarter depressed the margins and profits substantially. The company
has still managed to do well this fiscal, doubling its EPS to Rs24.

Overall, the business environment continues to remain buoyant with
strong demand growth expected for transformers on back of huge power
capacity additions. The management is confident of maintaining
momentum during FY07 by growing its topline by 50% and doubling its
earnings.

We expect the company to report earnings of Rs45 and Rs61.5 for FY07
and FY08 respectively. We believe that at a PE of 9x FY07E and 7x
FY08E, valuations are quite attractive. However its plans of entering
the power generation space (which is capital intensive and offers low
returns) can result in equity dilution and could be detrimental to cash
flows in the near future.

Please see important  disclaimer at  the end of  the repo rt .

EMCO
21 June 2006

Result Update
IND I A EQ UI TY RES EAR CH

Rs460; Not Rated

So urce: Company, ASK-Raymond Ja mes. Note: Valuations as of 20 June  2006.

Exhibit 2: Key financials                          (Rs mn)

Y/E Marc h F Y05 F Y06E F Y07E FY08E
Tot al I ncome 2, 359 4,054 5,817 7,595
Operating Prof it 3 08 458 743 972
OPM (% ) 13 .0 11.3 12.8 12 .8
Adjusted PAT 96 191 383 523
Diluted EPS (R s) 12 .6 24.0 45.1 61 .5
EPS Growth (% ) 77 .8 91.2 87.5 36 .3
RONW (% ) 13 .1 14.1 21.8 23 .6
ROCE (%) 12 .9 16.1 23.7 27 .9
PE (x) 36 .6 19.1 10.2 7. 5
PEG (x) 0. 5 0 .2 0 .1 0. 2
EV/ EBID TA (x) 17 .1 14.4 8 .9 7. 1
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Price Performance (%)
1M 3M 12M

Absolute                    (25.2)  (36.1)  30.5
Relative*       (16.3)  (27.4)  (10.4)

*To the BSE Sensex

Sector: Engineering
Market cap (mn) Rs3,635/US$81
52-week range Rs844/301
Shares in issue (mn) 7.9
6-mon avg daily vol (no of shares)       24,175
6-mon avg daily vol (mn) Rs11.1/US$0.3
Bloomberg EMCO IN
Reuters EMCO.BO
BSE Sensex 9966
Website: www. emcoindia.com

Relative Performance

(As of 20 June 2006)

Shareholding Pattern (%)
Promoters 38.3
FI/MF 18.2
FII 18.0
Public 12.7
Others 12.8
(As of 31 March 2006)
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Exhibit 1: FY06 revenue break-up

Source: C ompan y Data.
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Highlights
nnnnn Topline soars in last quarter: EMCO reported a 122% YoY growth in

revenues to Rs1.7 bn in 4QFY06, leading to a 72% YoY growth for
FY06 to Rs4.05 bn. This strong topline performance was driven by the
large part of project execution getting reflected during the quarter.
The demand for  transformers also continued to be buoyant on
account of massive investments in the power generation space.

nnnnn Profits impacted by write-off: During the quarter, the company has
written off debts to the tune of Rs62 mn (outstanding for the past
few years), which resulted in fall in margins to 9% and 11.3% for 4Q
FY06 and FY06 respectively. However, the management believes that
the same is non-recurring in nature and the operating margins are
sustainable at around 13% levels going forward. The company's PAT
doubled in FY06 to Rs191 mn.

nnnnn Increasing transformer capacity to meet demand: In FY06, the
company produced and sold around 7900 MVA of transformers.
EMCO's capacity utilisation has risen to around 79% from 70% in
FY05. Given the strong demand outlook for the transformer business,
the company plans to increase its capacity in FY07 by 50% to 15,000
MVA. This is expected to be further ramped up to around 20,000 MVA
by 2009.

nnnnn Demand for energy meters to pick up: The energy meters segment
has not been performing well as it faces tough competition from the
unorganized segment on account of low entry barrier  and lack of
quality consciousness by customers. However, the management is
confident of strong growth in this segment going forward, given the
APDRP directive of metering of power at all stages to reduce T&D
losses. To tap these opportunities, the company has developed high
end automated and prepaid meters. For FY07, we believe that the
division can report revenues of Rs450 mn from Rs250mn in FY06.

nnnnn Switchgear business to commence in FY08: EMCO will be setting
up a switchgear facility during the year at an investment of close to
Rs200 mn. The operations of this division will commence by end FY07.
The company expects this business to generate revenues of Rs300
mn in FY08. Additionally, EMCO's  value addition to a subs tation
project will increase to 50% from 35% earlier.

nnnnn Moving into power generation space: EMCO, through an SPV, will be
setting up a 135 MW coal based power plant in Maharashtra. The
investment required for the project will be close to Rs5.5 bn, funded
in debt-equity ratio of 70:30. While the various elements of this
project are on the drawing board, we believe the crucial aspect here
will be the funding of EMCO's equity contribution of Rs1.8 bn.

nnnnn Strong order book to drive revenue growth: The company's
currently sitting on strong order book of around Rs4 bn, and have bid
for another Rs4.2 bn orders which are in finalisation stage. The
management indicated that the order flow is likely to be strong in the
near to medium-term for all the segments. As a result, we expect the
company to end FY07 with a turnover of Rs5.8 bn, implying a growth
of 43% YoY. For FY08, we expect the company to clock revenue
growth of 31% YoY to Rs7.6 bn.
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Exhibit 3: Results review   (Rs mn)

Y/ E March FY06 F Y05 % Var F Y06E FY05 % var
Sales turno ver 1,698 765 122 4,054 2,359 72
Total Exp. (a+b+c) 1,546 681 127 3,596 2,052 75

Raw mater ial cost 1,328 561 137 3,068 1,696 81
Staff cost 55 30 83 136 95 43

Other exp. 163 90 81 392 260 51
Operat ing  pro fit 152 84 81 458 308 49
Interest 32 28 15 118 136 (13)

Depreciation 15 11 40 57 52 8
PBT  before o ther incom e 105 45 131 284 120 137
Other  Income 0 0 0 1 (83)
PBT 105 45 131 284 121 135
Prov for  tax 60 14 325 93 25 280

Effect ive tax rate (%) 57.6 31.3 32.8 20.3
Adjusted  PAT 44 31 43 191 96 99
Adjusted EPS (Rs) 5.6 3.9 24.0 12.1
Reported PAT 44 31 43 191 96 99
Key Ratios (% to Sales)
Raw mater ial cost 78.2 73.3 75.7 71.9
Operating profit 9.0 11.0 11.3 13.0

Net profit 2.6 4.1 4.7 4.1
Source: Company data , ASK Raymond James.

4Q Full  year

nnnnn Low incremental capex: Going forward, EMCO will be requir ing
minimal capex to the tune of around Rs300 mn in FY07 primarily on
inc rea sing tra ns former ca pac ity and  for  setti ng up  the ne w
switchgear facility. Low incremental capex will aid in improving their
return ratios as well as improve the overall cash generation.

nnnnn Attractive valuations: We expect the company to report earnings of
Rs45 and Rs61.5 for FY07 and FY08 respectively. We believe that at
a PE  of 9x FY07E and 7x FY08E, valuations are quite attractive.
However its plans of entering the power generation space (which is
capital intensive and offers low returns) can result in equity dilution
and could be detrimental to cash flows in the near future.
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Disclaimer
AS K-Ray mond J ames  & Associates Priv ate Limited, Mumbai is a joint venture between ASK Inv estments and Financial Consultants Private Limi ted, Mumbai and Heritage International
Limi ted (a subsidiary of Raymond James Financial, Inc, USA). This publ ication has been prepared by ASK-Raymond James & Associates Private Limited and may be dis tributed by it and
i ts  affil iated companies (collectively "Raymond James")  solely for the infor mation of the custom ers of Raym ond James. Raymond James and associated com panies are a full -serv ice,
integrated investment bank ing, investm ent management and brok erage gr oup.
While r eas onable care has  been used in its preparation, this report does not purport to be a complete des cription of the secur ities, markets or developments referred to herein, and
Raymond Jam es does not warrant its accuracy or completeness. The information contained her ein may be changed without notice.
We and our affil iates, officers, di rectors, and employees wor ld wide may : (a) from time to tim e, have long or short posi tions  in, and buy or sell the securities thereof, of the companies
mentioned herein or (b)  be engaged in any other transaction involving such securi ties and earn brokerage or other com pensation or act as a market maker in the financial instrum ents
of the companies discussed herein or act as advisor or lender/borrower to such companies or hav e other potential confl ict of interest with  respect to any recomm endation and related
information and opinions. Our research analysts and sales persons provide important inputs into our investment banking activities.
This report is not an offer, or  sol ici tation of an offer, to buy or sel l any security mentioned herein. No part of this material  may be duplicated in any form  and/or redistributed wi thout the
prior wri tten consent of Raymond James.
This repor t is not directed or intended for distribution to, or us e by, any pers on or entity who is a c itizen or resident of or located in any locali ty, state, country or other jurisdiction, where
such distribution, publ ication, av ailabili ty  or use would be contrary to law, regulation or which would subject Raymond James and affiliates  to any registr ation or licensing requirem ent
within such juris diction.  The s ecur ities  described herein may or may not be eligible for sale in al l jur isdictions or to a certain category of investors. Persons in whose possession this
document m ay come are required to inform themselves of and to obs erve such restrictions.
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