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TECPRO SYSTEMS LIMITED

Tecpro Systems Ltd (TPRO)

Backlog up 90% in 1 month, PER of 10x FY12F

Recently, TPRO secured new orders of Rs22bn from power sector
customers, which increased backlog to Rs39bn. During our meeting,
the company told us that it would raise new debt to fund working
capital over the next 2 years. We fine-tune our earnings forecast for
FY11/12 on increased interest expense. We maintain BUY given 35%
FY12F EPS growth and 20% ROE. Currently, TPRO trades at 20%
below avg. sector PER due to lack of coverage.

New orders of Rs22bn in the past 1 month

Over the past 1 month, TPRO secured 4 new orders. This includes a
Rs19.7bn order from the Andhra Pradesh (AP) gov’t for construction
of 2 power plants. This work entails GM of 21%, in line with overall
margin. Although this work accounts for 50% of the total backlog, it
will contribute 25% to FY12 earnings because the order would be
completed in 30 months. TPRO is confident of smooth execution of
the project despite political overhang in AP (Refer Pg 2 for details).

Earnings growth of 18% in FY11F, 35% in FY12F

The FY11F backlog of Rs39bn secures earnings for the next 2 years.
FY11 GM will rise 200bp to 22.6% on execution of high-margin power
plant work. We expect margin to stabilize at 22% in FY12 because of
execution of increased material handling work which has less margin.

D/E to remain stable at 1x

Through FY12, TPRO will require Rs7bn to execute the large backlog.
Of this, it will fund Rs2.3bn from the IPO proceeds and balance from
new debt. TPRO’s net debt will rise to Rs8.4bn in FY12 from Rs3bn in
FY10. However D/E will remain stable at 1x. We reduce our EPS forecast
for FY11 by 3% and FY12 by 6% because we expect TPRO’s interest
expense to increase to Rs2bn in FY11 from Rs714m in FY10.

Presents 50% potential upside from current market price
Our TP of Rs543/sh is based on PER of 14x FY12F.

Year End March 31 FYOS FYO9  FY10 FY11F  FY12F
Revenue (Rsm) 5054 8262 14,549 21,096 29,535
Net profit (Rsm) 406 546 1,077 1,452 1,956
EPS (Rs) 15.2 19.6 24.3 28.8 38.8
Growth (%) - 28.7 23.9 18.3 34.7
D/E (x) 0.0 0.0 0.9 1.0 1.0
PER (x) 243 18.9 15.3 12.9 9.6
P/BV (x) 9.6 5.9 4.7 2.6 2.1

SEE APPENDIX | FOR IMPORTANT DISCLOSURES AND ANALYST CERTIFICATIONS
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Gross margin secured on
fixed-priced contracts

GM to stabilize at 22% next
year

27% of FY12 revenue from
Rs19.7bn power plant order

Majority of revenue in H2

TPRO prefers fixed-priced contracts over contracts having price
escalation clauses. The company secures gross margin on 75% of a
contract by placing orders for the outsourced components within 2
months after securing an order. The company includes price
escalation clauses in its contracts for steel and cement, which
constitute the balance 25%.

Gross margin
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Source: Company data, KESI

Last month, TPRO secured a large contract of Rs19.7bn from
APGENCO, owned by AP. Although AP has been passing through
political instability in the past 1 year, we believe TPRO’s order would
be completed as scheduled (30 months) because: 1) the power
project has already secured funding; and 2) Bharat Heavy Electrical
(BHEL), another contractor, has started installation of power
boiler/turbine/generators, which account for 50% of a power plant’s
total work. TPRO will start execution next year and could complete
35% of work. This will account for 27% of revenue and 25% of
earnings in FY12. Balance will be executed in FY13/14.

TPRO’s H1 revenue was Rs6bn or 30% of our full-year forecast of
Rs21bn. We expect H2 revenue to account for 70% because a major
portion of the backlog would be executed in this period. This
seasonality is in line with the company’s past performance.
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FY11 backlog

Size
Customer Work involved (Rsm)
Power sector
APGENCO Construction of two 1X600MW power plants 19,780
Chhattisgarh State Power Construction of 500MW power plant 8,500
Bhartiya Rail Bijlee Co Construction of coal handling system for 4X250MW power plant 2,692
Punj Loyd Ltd Construction of coal handling system for 2X300MW power plant 940
Reliance Energy Ltd Construction of coal handling system for 2X800MW power plant 911
SEPCO Electric Power Construction of material handling system for 4X350MW power plant 791
Tata Project Ltd Construction of coal handling system for 2X600MW power plant 172
Others 229
Total 34,015
Others/Steel, Cement sectors
Engineering Projects Construction of material handling plants 710
NMDC Limited Construction of material handling plants 279
Others 4,038
Total 5,027
Total 39,042
Source: Company data, KESI estimates
Backlog break-up
oo %) o 87
Majority of work from power 70 -
sector >3 47
50
30 21
13
10
FY09 FY10 FY11F
M Power M Others/Steel, Cement
Source: Company data, KESI
TPRO - Earnings revision
FY11F Chg FY12F Chg
(Yr to Mar) New oid % New oid %
Revenue (Rsm) 21,096 21,096 0.0 29,535 28,480 3.7
EPS (Rs/sh) 28.8 29.8 -3.4 38.8 413 -6.2
PER (x) 12.7 12.3 3.6 9.4 89 6.6
P/BV (x) 2.6 2.6 -0.4 2.1 21 29
TP (Rs/sh) 543 543 0.0

Source: Company data, KESI
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CONSOLIDATED YEARLY FINANCIALS (Yr to Mar)

PROFIT & LOSS (Rsm) FY08 FY09 FY10 FY11F FY12F FY13F
Revenue 5,054 8,262 14,549 21,096 29,535 38,395
Cost of sales -3,939 -6,743 -11,504 -16,238 -22,941 -30,207
Depreciation -26 -34 -73 -99 -126 -152
Selling and admn expenses -425 -553 -783 -1,114 -1,560 -2,027
Operating profit 665 933 2,189 3,644 4,909 6,009
Other income / Expense 44 120 209 211 232 256
Interest expensed -50 -144 -714 -1,582 -2,079 -2,402
Profit before tax 659 909 1,684 2,274 3,063 3,863
Tax -249 -355 -587 -793 -1,068 -1,347
Minorities -2 -11 -21 -29 -39 -49
Recurring net profit 407 543 1,075 1,452 1,956 2,467
Exceptional items -1 3 2 0 0 0
Net profit 406 546 1,077 1,452 1,956 2,467
EPS (Rs) 15.2 19.7 24.4 28.8 38.8 48.9
Recurring EPS (Rs) 15.2 19.6 24.3 28.8 38.8 48.9
Fully diluted no. of share (m) 27 28 44 50 50 50
KEY ASSUMPTIONS (Rsm) FY08 FY09 FY10 FY11F FY12F FY13F
Revenue 5,054 8,262 14,549 21,096 29,535 38,395
Backlog 9,667 12,526 20,138 39,042 54,507 66,112
New contracts 9,960 11,121 22,161 40,000 45,000 50,000
Backlog to revenue (x) 1.9 15 14 1.9 1.8 1.7
Total average debt 226 577 2,875 6,368 8,368 9,868
Average interest Rate (%) 12.9 13.8 13.1 13.6 13.6 13.6
RATIOS (%) FY08 FY09 FY10 FY11F FY12F FY13F
Gross margin 21.6 18.0 20.4 22.6 21.9 20.9
Operating margin 13.2 11.3 15.0 17.3 16.6 15.7
Net margin 8.0 6.6 7.4 6.9 6.6 6.4
SG&A / Sales 8.4 6.7 5.4 5.3 5.3 5.3
Effective tax 37.9 39.0 34.9 34.9 34.9 34.9
Book value per share (Rs) 38.6 62.7 79.6 139.7 172.9 214.8
ROA 10.3 7.3 6.6 5.6 5.8 5.7
ROE 39.4 315 30.6 20.6 22.4 22.8
Net Debt/ Equity (x) 0.0 0.0 0.9 1.0 1.0 0.9
Dividend payout ratio 46.0 25.3 12.3 12.3 12.3 12.3
CASHFLOW (Rsm) FY08 FY09 FY10 FY11F FY12F FY13F
EBITDA 734 1,086 2,471 3,955 5,267 6,417
Accounts receivables -1,361 -1,935 -4,989 -8,742 -5,549 -5,988
Inventory -96 -460 -267 -478 -616 -646
Working capital 1,275 1,894 890 1,996 3,638 3,473
Operating cash flow 552 585 -1,894 -3,268 2,741 3,255
Interest -50 -144 -714 -1,582 -2,079 -2,402
TAX -249 -355 -587 -793 -1,068 -1,347
Residual cash flow 253 86 -3,195 -5,643 -406 -494
Fixed assets -246 -418 -518 -550 -564 -567
Investments 0 0 -93 -9 -10 -11
Free cashflow 7 -332 -3,806 -6,202 -980 -1,072
Capital increase 334 440 90 2,288 0 0
Dividend payments -219 -219 -162 -155 -209 -282
Others/exceptional items -43 51 706 -54 -73 -190
Net change in cashflow 79 -60 -3,172 -4,123 -1,262 -1,543
Net debt beg 106 184 125 -3,048 -7,171 -8,433
Net debt end 184 125 -3,047 -7,171 -8,433 -9,976
BALANCE SHEET (Rsm) FY08 FY09 FY10 FY11F FY12F FY13F
Cash & equivalent 456 1,007 1,820 697 435 892
Receivables 2,252 4,187 9,176 17,917 23,466 29,454
Inventories 334 795 1,061 1,539 2,155 2,801
Other current assets/loans & advances 328 589 2,726 3,953 5,535 7,195
Fixed assets (net) 317 304 1,208 1,609 1,983 2,331
Investments 1 1 94 104 114 125
Capital work in progress 217 548 110 160 223 290
Other assets/goodwill 41 43 12 12 13 13
Total assets 3,946 7,474 16,208 25,991 33,923 43,102
Working capital - liabilities 2,636 4,791 7,819 11,042 16,261 21,394
Debt 271 883 4,868 7,868 8,868 10,868
Others 8 64 0 29 67 0
Shareholders' funds 1,031 1,736 3,522 7,053 8,727 10,839

Source: Company Data, Kim Eng Securities Estimates
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Recommendation definitions

Our recommendation is based on the
following expected price
performance within 12 months:

+15% and above: BUY
-15% to +15%: HOLD
-15% or worse: SELL
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APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLOSURES
AND
DISCLAIMERS

This report, and any electronic access to it, is restricted to and intended only for clients of Kim Eng Research Pte. Ltd. ("KER") or a
related entity to KER (as the case may be) who are institutional investors (for the purposes of both the Singapore Securities and
Futures Act (“SFA”) and the Singapore Financial Advisers Act (“FAA”)) and who are allowed access thereto (each an "Authorised
Person") and is subject to the terms and disclaimers below.

IF YOU ARE NOT AN AUTHORISED PERSON OR DO NOT AGREE TO BE BOUND BY THE TERMS AND DISCLAIMERS SET OUT BELOW,
YOU SHOULD DISREGARD THIS REPORT IN ITS ENTIRETY AND LET KER OR ITS RELATED ENTITY (AS RELEVANT) KNOW THAT YOU NO
LONGER WISH TO RECEIVE SUCH REPORTS.

This report provides information and opinions as reference resource only. This report is not intended to be and does not constitute
financial advice, investment advice, trading advice or any other advice. It is not to be construed as a solicitation or an offer to buy
or sell any securities or related financial products. The information and commentaries are also not meant to be endorsements or
offerings of any securities, options, stocks or other investment vehicles.

The report has been prepared without regard to the individual financial circumstances, needs or objectives of persons who receive
it. The securities discussed in this report may not be suitable for all investors. Readers should not rely on any of the information
herein as authoritative or substitute for the exercise of their own skill and judgment in making any investment or other decision.
Readers should independently evaluate particular investments and strategies, and are encouraged to seek the advice of a financial
adviser before making any investment or entering into any transaction in relation to the securities mentioned in this report. The
appropriateness of any particular investment or strategy whether opined on or referred to in this report or otherwise will depend
on an investor’s individual circumstances and objectives and should be confirmed by such investor with his advisers independently
before adoption or implementation (either as is or varied). You agree that any and all use of this report which you make, is solely at
your own risk and without any recourse whatsoever to KER, its related and affiliate companies and/or their employees. You
understand that you are using this report AT YOUR OWN RISK.

This report is being disseminated to or allowed access by Authorised Persons in their respective jurisdictions by the Kim Eng
affiliated entity/entities operating and carrying on business as a securities dealer or financial adviser in that jurisdiction (collectively
or individually, as the context requires, "Kim Eng") which has, vis-a-vis a relevant Authorised Person, approved of, and is solely
responsible in that jurisdiction for, the contents of this publication in that jurisdiction.

Kim Eng, its related and affiliate companies and/or their employees may have investments in securities or derivatives of securities
of companies mentioned in this report, and may trade them in ways different from those discussed in this report. Derivatives may
be issued by Kim Eng its related companies or associated/affiliated persons.

Kim Eng and its related and affiliated companies are involved in many businesses that may relate to companies mentioned in this
report. These businesses include market making and specialised trading, risk arbitrage and other proprietary trading, fund
management, investment services and corporate finance.

Except with respect the disclosures of interest made above, this report is based on public information. Kim Eng makes reasonable
effort to use reliable, comprehensive information, but we make no representation that it is accurate or complete. The reader
should also note that unless otherwise stated, none of Kim Eng or any third-party data providers make ANY warranties or
representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have
liability for any damages of any kind relating to such data.

Proprietary Rights to Content. The reader acknowledges and agrees that this report contains information, photographs, graphics,
text, images, logos, icons, typefaces, and/or other material (collectively “Content”) protected by copyrights, trademarks, or other
proprietary rights, and that these rights are valid and protected in all forms, media, and technologies existing now or hereinafter
developed. The Content is the property of Kim Eng or that of third party providers of content or licensors. The compilation
(meaning the collection, arrangement, and assembly) of all content on this report is the exclusive property of Kim Eng and is
protected by Singapore and international copyright laws. The reader may not copy, modify, remove, delete, augment, add to,
publish, transmit, participate in the transfer, license or sale of, create derivative works from, or in any way exploit any of the
Content, in whole or in part, except as specifically permitted herein. If no specific restrictions are stated, the reader may make one
copy of select portions of the Content, provided that the copy is made only for personal, information, and non-commercial use and
that the reader does not alter or modify the Content in any way, and maintain any notices contained in the Content, such as all
copyright notices, trademark legends, or other proprietary rights notices. Except as provided in the preceding sentence or as
permitted by the fair dealing privilege under copyright laws, the reader may not reproduce, or distribute in any way any Content
without oRsaining permission of the owner of the copyright, trademark or other proprietary right. Any authorised/permitted
distribution is restricted to such distribution not being in violation of the copyright of Kim Eng only and does not in any way
represent an endorsement of the contents permitted or authorised to be distributed to third parties.
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Additional information on mentioned securities is available on request.
Jurisdiction Specific Additional Disclaimers:

THIS RESEARCH REPORT IS STRICTLY CONFIDENTIAL TO THE RECIPIENT, MAY NOT BE DISTRIBUTED TO THE PRESS OR OTHER MEDIA,
AND MAY NOT BE REPRODUCED IN ANY FORM AND MAY NOT BE TAKEN OR TRANSMITTED INTO THE REPUBLIC OF KOREA, OR
PROVIDED OR TRANSMITTED TO ANY KOREAN PERSON. FAILURE TO COMPLY WITH THIS RESTRICTION MAY CONSTITUTE A
VIOLATION OF SECURITIES LAWS IN THE REPUBLIC OF KOREA. BY ACCEPTING THIS REPORT, YOU AGREE TO BE BOUND BY THE
FOREGOING LIMITATIONS.

THIS RESEARCH REPORT IS STRICTLY CONFIDENTIAL TO THE RECIPIENT, MAY NOT BE DISTRIBUTED TO THE PRESS OR OTHER MEDIA,
AND MAY NOT BE REPRODUCED IN ANY FORM AND MAY NOT BE TAKEN OR TRANSMITTED INTO MALAYSIA OR PROVIDED OR
TRANSMITTED TO ANY MALAYSIAN PERSON. FAILURE TO COMPLY WITH THIS RESTRICTION MAY CONSTITUTE A VIOLATION OF
SECURITIES LAWS IN MALAYSIA. BY ACCEPTING THIS REPORT, YOU AGREE TO BE BOUND BY THE FOREGOING LIMITATIONS.

Without prejudice to the foregoing, the reader is to note that additional disclaimers, warnings or qualifications may apply if the
reader is receiving or accessing this report in or from other than Singapore.

As of 15 December 2010, Kim Eng Research Pte. Ltd. and the covering analyst do not have any interest in Tecpro Systems Ltd
(TPRO).

Analyst Certification:

The views expressed in this research report accurately reflect the analyst's personal views about any and all of the subject
securities or issuers; and no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to the
specific recommendations or views expressed in the report.

© 2010 Kim Eng Research Pte Ltd. All rights reserved. Except as specifically permitted, no part of this presentation may be
reproduced or distributed in any manner without the prior written permission of Kim Eng Research Pte. Ltd. Kim Eng Research Pte.
Ltd. accepts no liability whatsoever for the actions of third parties in this respect.
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Kim Eng Securities USA Inc
406, East 50" Street

New York, NY 10022, U.S.A.

Tel: +1 212 688 8886
Fax: +1 212 688 3500

Jeffrey S. SEO (sales)
jseo@kesusa.com

Thanh C NGUYEN (sales & trading)
tnguyen@kesusa.com

Indonesia

PT Kim Eng Securities

Plaza Bapindo

Citibank Tower 17" Floor
JlJend. Sudirman Kav. 54-55
Jakarta 12190, Indonesia

Tel: +62 21 2557 1188
Fax: +62 21 2557 1189

Kurnia SALIM (sales)
ksalim@kimeng.co.id

Katarina SETIAWAN (research)
ksetiawan@kimeng.co.id

India

Kim Eng Securities India Pvt Ltd
2nd Floor, The International,

Plot No.16, Maharishi Karve Road,
Churchgate Station,

Mumbai City - 400 020, India

Tel: +91.22.6623.2600
Fax: +91.22.6623.2604

Vikas KAWATRA (sales)
vkawatra@kimeng.co.th

Jigar SHAH (research)
jigar@kimeng.co.in

North American Sales Trading
(Night Desk)

Brian LEE

blee@kesusa.com

Tel: +1 212 688 8886

Taiwan

Yuanta Securities Investment
Consulting Co.

10/F, No 225, Nanking East Rd
Section 3

Taipei 104, Taiwan

Tel: +886 2 8770-6078
Fax: +886 2 2546-0376

Arthur LO (sales)
Arthur.lo@yuanta.com.tw

Gary CHIA (research)
Gary.chia@yuanta.com.tw

Malaysia

Kim Eng Research Sdn Bhd
16/F, Kompleks Antarabangsa
Jalan Sultan Ismail

50250 Kuala Lumpur, Malaysia

Tel: +603 2141 1555
Fax: +603 2141 1045

YEW Chee Yoon (research)
cheeyoon@kimengkl.com




