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Bharat Heavy Electricals (BHEL)

Profit momentum to continue, Maintain BUY

BHEL surprised with Q4 profit of Rs57/sh (+50% Y/Y and 10% above
consensus estimate) as GM exceeded expectations. EPS was in line with our
estimate but the consensus may upgrade FY12 forecast. We forecast FY12
EPS increase of 22% on new orders of Rs665bn which will calm investors
who think BHEL is facing competition from Chinese manufacturers. We
maintain BUY with TP of Rs2,780/sh.

Current backlog of Rs1.6tn, new FY12 orders of Rs665bn

The company is confident of a 10% rise in new orders in FY12, which would
take FY12 backlog to Rs1.7tn, and revenue growth to 25%. This combined with
stable GM (see below) supports our EPS growth forecast of 22% for FY12 and
18% for FY13.

GM of 22.9% exceeded consensus estimate by 100bp

BHEL managed to increase margin by 260bp in FY11 despite a 15% rise in RM
costs due to execution of high-margin orders (super-critical boilers, turbines)
and increased capacity utilization - 75% vs 60% in FY10. We believe BHEL can
maintain GM of 23% this year — proportion of contracts with high-margin and
cost hike pass-through clauses is now above 50% of backlog.

Superior product diminish competitive threats

BHEL prices its product at 15% above Chinese competitors. Its domestic
customers however prefer BHEL due to superior quality and timely delivery.
New orders from private sector now account for 90% of total vs 30% in FY09.

Gov’t JVs ensure competitors stay away

In the last 2 years, BHEL formed 4 JVs with state gov’t to build and operate
power plants with capacity of 7.1k MW. BHEL, which owns 26%, will supply
equipment to the JV worth Rs177bn by FY13 vs. its investment of Rs20bn.

Our share TP of Rs2,780 is based on discounted CF
We maintain our BUY recommendation for BHEL due to an increasing backlog
that provides strong earnings visibility for the company.

Year End March 31 FY09 FY10 FY11 FY12F FY13F
Revenue (Rs bn) 265 332 434 542 651
Net profit (Rs bn) 31 43 60 73 86
Recurring EPS (Rs) 64 88 123 149 177
Growth (%) 20 39 39 22 18
Net cash (Rs bn) 102 97 112 142 191
PER (x) 34.5 24.9 17.9 14.7 12.4
PBV (x) 8.3 6.8 5.4 4.3 3.5

SEE APPENDIX | FOR IMPORTANT DISCLOSURES AND ANALYST CERTIFICATIONS
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Impact of change in new According to our sensitivity analysis, BHEL’s EPS will change 4% if new
orders, GM not high on orders change by Rs100bn. A 200bp change in GM will affect EPS by
earnings 10%.

Sensitivity analysis

Sensitivity matrix (FY12F) Change in EPS (%)
New orders (base case - Rs665bn)
Impact of change of Rs50bn 2
Impact of change of Rs100bn 4

Gross margin (base case - 23%)
Impact of change of 100bp 5
Impact of change of 200bp 10

Source: Company data, KESI estimates
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Key power equipment orders secured in FY11

Customer Order details Size (Rs bn)
Dainik Bhaskar Power 2X600 MW 27
Raichur Power Corp 2X800 MW 63
Karnataka Power Corp 1X700 MW 37
NTPC Ltd 1X800 MW 36
Visa Power 2X600MW 27
Indiabulls Power 5X270 MW 29
Indiabulls Power 5X270 MW 29
APGENCO 1X600 MW 16
Gov't of Yemen 400 MW 20
West Bengal Power 2X500 MW 32
Lalitpur Power (Bajaj Group) 3X600 MW 55
APGENCO 1X600 MW 15

Source: Company data, KESI estimates
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Revenue COMPANY ONLY QUARTERLY FINANCIALS (Yr to Mar)
(Rs bn) EYO9 FY10 FY11l PROFIT & LOSS (Rs bn) Q4FY10 Q1FY11l Q2FY11 Q3FY11 Q4Fy11*
Revenue 139.4 66.0 84.9 90.2 192.8
Backlog 1,170 1,438 1,640 Cost of sales 977 515 623  -61.6  -153.5
New orders 597 590 605 Depreciation 1.6 1.3 1.3 1.4 -1.5
Revenue 283 345 451 Selling, admn. & R&D exp. -13.0 -4.9 -6.3 -7.9 -3.6
Operating profit 27.0 8.3 15.0 19.3 34.1
L Other income / expense 2.1 1.6 1.6 15 10.2
Company description: Interest expensed -0.2 0.0 -0.1 -0.1 -0.3
BHEL, 67% owned by the goV't, Profit before tax 28.9 9.9 16.5 20.7 44.0
provides turnkey services to the Tax -9.9 -3.3 -5.1 -6.6 -15.9
power sector. The company is Recurring net profit 19.0 6.6 11.4 14.0 28.1
responsible for 64% or 85.7K MW Exceptional items 0.0 0.0 0.0 0.0 0.0
of installed capacity in India. It Net profit 19.0 6.6 11.4 14.0 28.1
manufactures turbine-generator
sets for thermal nuclear and EPS (Rs) 38.8 13.5 23.3 28.7 57.3
! Recurring EPS (Rs) 38.8 13.5 23.3 28.7 57.3
hydro power plants and makes Fully diluted no. of share (m) 490 490 490 490 490
boilers and various electrical
equipments for — power Ratios (%) Q4FY10 QIFY1l Q2FY1l Q3FY1l Q4FY11*
transmission  and  industrial Gross margin 28.7 200 25.0 30.2 196
applications. We believe that Operating margin 19.4 12.6 17.6 21.4 17.7
none of its Chinese competitors Net margin 13.6 10.0 13.4 15.6 14.6
can replicate BHEL's integrated SG&A / Sales 9.3 7.4 7.4 8.8 1.9
infrastructure and there is no Effective Tax rate 34.2 33.3 31.0 32.0 36.2

threat to the company’s market
share of 64%.

Investment thesis:

Our BUY recommendation for
BHEL is supported by an
increasing backlog that provides
strong earnings visibility for the
company. The company can
maintain GM of 23% this year as
proportion of contracts with high-
margin and cost hike pass-
through clauses is now above
50% of backlog. Our share TP of
Rs2,780 is based on discounted
CF.

Source: Company data *Provisional result
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CONSOLIDATED YEARLY FINANCIALS (Year to Mar)

PROFIT & LOSS (Rs bn) FY08 FY09 FY10 FY11F FY12F FY13F
Revenue 193.1 264.9 3315 433.9 542.4 650.8
Cost of sales -147.5 -213.5 -259.7 -328.9 -411.1 -493.4
Depreciation -3.0 -3.4 -4.6 -5.6 -6.6 -7.4
Selling and admn expenses -12.3 -14.3 -17.4 -22.8 -28.4 -34.1
Operating profit 30.2 33.8 49.9 76.6 96.1 115.9
Other income / Expense 11.7 15.0 16.6 15.0 15.3 15.6
Interest expensed -0.4 -0.4 -0.4 -0.5 -0.5 -0.5
Profit before tax 41.6 48.4 66.1 91.1 110.9 131.0
Tax -15.7 -17.2 -22.9 -31.0 -37.7 -44.5
Minorities 0.0 0.0 0.0 0.0 0.0 0.0
Recurring net profit 25.9 31.2 43.3 60.1 73.2 86.4
Exceptional items 2.7 0.0 0.0 0.0 0.0 0.0
Net profit 28.6 31.2 433 60.1 73.2 86.4
EPS (Rs) 58.4 63.7 88.4 122.8 149.5 176.6
Recurring EPS (Rs) 52.9 63.7 88.4 122.8 149.5 176.6
Fully diluted no. of share (m) 490 490 490 490 490 490
KEY ASSUMPTIONS (Rs bn) FY08 FY09 FY10 FY11F FY12F FY13F
Revenue (Rs bn) 193.1 264.9 331.5 433.9 542.4 650.8
New orders (Rs bn) 502.7 596.7 590.3 605.0 665.5 732.1
Backlog (Rs bn) 852.0 1,170.0 1,438.0 1,640.0 1,741.9 1,797.6
Backlog to revenue (x) 3.0 34 3.2 2.9 2.6 2.2
Total average debt (Rs bn) 0.9 1.3 1.6 1.5 15 15
Average interest rate (%) 7.5 6.9 9.0 9.0 9.0 9.0
RATIOS (%) FY08 FY09 FY10 FY11F FY12F FY13F
Gross margin 221 18.1 20.3 22.9 23.0 231
Operating margin 15.7 12.7 15.0 17.7 17.7 17.8
Net margin 13.4 11.8 13.0 13.9 135 13.3
SG&A / Sales 6.4 5.4 5.2 5.2 52 5.2
Effective Tax 37.8 35.6 34.6 34.0 34.0 34.0
Book value per share(Rs) 220.1 264.0 3247 409.2 512.1 633.6
ROA 9.3 7.5 8.9 9.6 9.3 9.1
ROE 26.6 241 27.2 30.0 29.2 27.9
Net Debt/ Equity (X) 0.0 0.0 0.0 0.0 0.0 0.0
Dividend payout ratio 26.1 27.0 26.7 26.7 26.7 26.7
CASHFLOW (Rs bn) FY08 FY09 FY10 FY11F FY12F FY13F
EBITDA 33.2 37.2 54.5 82.2 102.8 123.3
Accounts receivables -23.6 -41.0 -47.2 -64.2 -68.0 -68.0
Inventory -15.2 -21.6 -13.9 -28.7 -30.4 -30.4
Working capital 52.2 76.6 36.9 91.7 97.1 96.9
Operating cash flow 46.6 51.3 30.3 81.1 101.4 121.8
TAX -15.7 -17.2 -22.9 -31.0 -37.7 -44.5
Interest -0.4 -0.4 -0.4 -0.5 -0.5 -0.5
Residual cash flow 30.5 33.7 7.0 49.6 63.2 76.7
Fixed Assets -6.6 -15.6 -17.2 -20.0 -20.0 -10.0
Change in investments 0.0 0.0 0.0 0.0 0.0 0.0
Free cashflow 23.9 18.2 -10.1 29.6 43.2 66.7
Capital increase 0.0 0.0 0.0 0.0 0.0 1.0
Dividend payments -6.9 -8.7 -9.9 -13.5 -18.7 -22.8
Others/interest income 8.8 9.3 154 -1.3 5.5 4.7
Net change in cashflow 25.7 18.7 -4.6 14.8 29.9 49.6
Net cash beg 57.2 829 101.6 97.1 111.9 141.8
Net cash end 82.9 101.6 97.1 111.9 141.8 191.4
BALANCE SHEET (Rs bn) FY08 FY09 FY10 FY11F FY12F FY13F
Cash & equivalent 83.9 103.3 98.6 1133 143.3 192.9
Receivables 119.7 160.7 207.9 272.1 340.1 408.2
Inventories 57.4 78.9 92.8 1215 151.9 182.2
Other current assets 16.1 26.9 30.9 40.0 49.7 59.7
Fixed assets (net) 9.8 16.7 26.1 40.5 53.9 56.5
Investments 0.1 0.1 0.1 0.1 0.1 0.1
Capital WIP 6.6 11.6 15.3 15.3 15.3 15.3
Other assets 13.4 18.4 15.3 26.4 32.1 37.9
Total assets 306.9 416.5 486.9 629.1 786.3 952.7
Working capital - liabilities 198.2 285.6 326.6 427.4 534.2 641.0
Debt 1.0 1.7 1.5 1.5 1.5 1.5
Shareholders' Funds 107.7 129.2 159.0 200.3 250.7 310.1

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 7 April 2011, Kim Eng Research Pte. Ltd. and the covering analyst do not have any interest in Bharat Heavy Electricals (BHEL).

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.

© 2011 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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