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LANCO Infratech Ltd  
F2Q09: Improvement in 
Margins 
 

Quick Comment: Lanco reported F2Q09 consolidated 
revenues of Rs12.8 bn (up 113% YoY) and earnings 
after minority interest (excluding forex losses) of Rs516 
mn (down 8% YoY). During the quarter, Lanco incurred 
foreign exchange translation losses of Rs259 mn, after 
adjusting for which earnings would have been Rs775 mn 
(up 38% YoY). Reported EBITDA margin was 15.5% 
during F2Q09 as against 19.4% in F2Q08, however, on 
adjustment of sales on account of power trading and on 
account of naptha, EBITDA margin in F2Q09 would be 
25% vs 22% in F2Q08.  

Segmental Performance: In the power generation 
and power-trading segment, Lanco reported F2Q09 
revenues of Rs6.8 bn (up 146% YoY), EBIT of Rs745 
mn (up 5% YoY) and EBIT margins of 10.9% (as against 
25.6% in F2Q08). The weak performance of the power 
generation segment was due to the usage of naphtha for 
fuelling the Kondapalli power plant, which inflated 
revenues but dampened margins, and due to forex 
losses for both the Kondapalli and Aban plants. On 
power trading, Lanco Electric utility recorded revenue of 
Rs3.5 bn however, earnings were only Rs14 mn.  

In the construction segment, Lanco reported F2Q09 
revenues of Rs6.3 bn (up 70% YoY), EBIT of Rs1 bn (up 
100% YoY) and EBIT margins of 16.5% (up 246 bps 
YoY). The outstanding order book stood at Rs120.6 bn 
at the end of September 2008 of which over 80% is 
constituted by internal power projects.  

In the Real estate segment, Lanco reported F2Q09 
revenues of Rs477 mn, EBIT of Rs182 mn and EBIT 
margins of 38.2%. The company had pre-sold about 3 
mn square feet however, during the quarter it has only 
received regular payments from holders of 2-2.5 mn sq ft. 
While the company is not taking down its realizations, it 
is facing pressure from customers in the form of 
cancellations or delays in bookings. 
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Stock Rating 
Equal-weight-V 

Industry View 
In-Line Key Ratios and Statistics 

Reuters: LAIN.BO  Bloomberg: LANCI IN 
India Utilities 

Price target Rs288.00
Shr price, close (Oct 31, 2008) Rs113.50
52-Week Range Rs887.95-83.10
Mkt cap, curr (mn) US$512
 
Fiscal Year ending 03/07 03/08e 03/09e 03/10e

ModelWare EPS (Rs) 19.63 17.20 38.79 55.27
P/E 8.1 22.6 2.9 2.1
P/BV 2.3 4.5 0.9 0.6
EV/EBITDA 12.1 15.0 5.5 5.0
Unless otherwise noted, all metrics are based on Morgan Stanley ModelWare 
framework (please see explanation later in this note). 
e = Morgan Stanley Research estimates 

 



 

 
 2 

 
 

M O R G A N  S T A N L E Y  R E S E A R C H  

November 3, 2008 
LANCO Infratech Ltd 

Implications: We believe there has been some delay in the 
implementation of power projects which will also have an 
impact on construction revenue. On real estate, the 
company seems to be cautious given tough market 
conditions. We are in the process of reviewing our 
estimates and maintain an Equal weight rating on the stock.                                                                                                                                

Exhibit 1 
Lanco Infratech: Reported Consolidated Results 
(Rs mn) Sep-07 Sep-08 YOY%

Net Sales 6,006 12,790 113%
Expenditure 4,843 10,811 123%

Construction and Operating Expenses 4,569 7,435 63%
Purchase of trading power 746 3,502 369%
(Increase)/ decrease Stock in trade (781) (913) 17%
Staff Cost 178 493 177%
Administrative and Other Expenses 130 293 126%

EBITDA 1,163 1,979 70%

EBITDA Margin (%) 19.4% 15.5%
-389
bps

Other Income 220 116 -47%
Interest 226 455 101%
Depreciation 169 241 43%
Elimination of Profit on transactions with 

Associates  129
Profit before Tax 988 1,270 29%
Tax 186 310 67%

Effective Tax Rate (%) 18.9% 24.4% 557 bps
Profit after Tax 802 960 20%

Less:Minority Interest 239 186 -22%
Add:Profit from Associates 0 1 973%

Net Profit 563 775 38%
(Gain)/Loss on foreign exchange fluctuations 

(Net)   259
Reported Net Profit 563 516 -8%

Net Profit Margin (%) 9.4% 6.1%
-331
bps

 
Source: Company data, Morgan Stanley Research 
 

 

Exhibit 2 
Major Operating Subsidiary Companies 
Particulars Kondapalli Aban Electric Utility

Capacity 368MW 120MW Power Trading
Fuel Type Gas Gas
  
Generation (Mus) 566 228
PLF% 70.0% 88.0%
Net Sales 2643 489 3535
Operating margin (%) 22.3% 51.6% 0.6%
Profit After Tax 146 70 14
 
Source: Company data, Morgan Stanley Research 
 
 
Exhibit 3 
Lanco Infratech: Consolidated Segment Results 
 Sep-07 Sep-08 YOY
Divisional Revenues (Rs Mn)    

Construction 3,715 6,326 70%
Power 2,762 6,807 146%
Property Development/ Real Estate - 477
Infrastructure -
Unallocated 19 25 31%
Less: Intersegment revenues 491 846 72%
Total 6,006 12,790 113%

Divisional EBIT (Rs Mn) 
Construction 520 1,042 100%
Power 707 745 5%
Property Development/ Real Estate (82) 182 323%
Infrastructure - -

Divisional EBIT Margins  
Construction (%) 14.0% 16.5% 246 bps
Power (%) 25.6% 10.9% -1467 bps
Property Development/ Real Estate (%) 38.2%
Infrastructure 

 
 
Source: Company data, Morgan Stanley Research 

Company Description 
Lanco Infratech Ltd. is an integrated infrastructure development 
company with interests in power, construction and property 
development. The company has installed capacity of 518 MW, 
and plans to increase capacity to 3,793 MW by F2011.  In 
addition, it plans to develop about 20 million sq ft of real estate in 
Hyderabad that will include IT, residential and commercial 
space. 

India Utilities 
Industry View: In-Line 
 

MSCI Country: India 
Asia Strategist's Recommended Weight: 2.7% 
MSCI Asia/Pac All Country Ex Jp Weight: 6.5% 
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Exhibit 4 
Lanco Infratech: Revenue  
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Source: Company data, Morgan Stanley Research 

 

Exhibit 5 
Lanco Infratech: Construction Segment Revenue 
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Source: Company data, Morgan Stanley Research 

 

Exhibit 6 
Lanco Infratech: Power Segment Revenue 
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Source: Company data, Morgan Stanley Research 

 

Exhibit 7 
Lanco Infratech: EBITDA 
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Source: Company data, Morgan Stanley Research 

 
Exhibit 8 
Lanco Infratech: Construction Segment EBIT 
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Source: Company data, Morgan Stanley Research 

 

Exhibit 9 
Lanco Infratech: Power Segment EBIT 

739 707

1,006
1,075

493

745

16.7%

25.6%

17.4%

10.9%
11.7%

23.5%

0.0

200.0

400.0

600.0

800.0

1000.0

1200.0

Ju
n-

07

S
ep

-0
7

D
ec

-0
7

M
ar

-0
8

Ju
n-

08

S
ep

-0
8

0%

5%

10%

15%

20%

25%

30%EBIT- Rs Mn

EBIT Margins- RS

 
Source: Company data, Morgan Stanley Research 
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Morgan Stanley ModelWare is a proprietary analytic framework that helps clients 
uncover value, adjusting for distortions and ambiguities created by local accounting 
regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes operating 
leases (where their use is significant), and converts inventory from LIFO costing to a FIFO 
basis. ModelWare also emphasizes the separation of operating performance of a company 
from its financing for a more complete view of how a company generates earnings. 
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  Coverage Universe Investment Banking Clients (IBC)

Stock Rating Category Count 
% of 
Total Count

% of 
Total IBC

% of Rating 
Category

Overweight/Buy 869 39% 275 42% 32%
Equal-weight/Hold 983 44% 286 44% 28%
Underweight/Sell 403 18% 89 14% 22%
Total 2,255  650   
 
Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual 
circumstances (such as the investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan 
Stanley or an affiliate received investment banking compensation in the last 12 months. 
Analyst Stock Ratings 
Overweight (O or Over) - The stock's total return is expected to exceed the total return of the relevant country MSCI Index, on a risk-adjusted basis 
over the next 12-18 months. 
Equal-weight (E or Equal) - The stock's total return is expected to be in line with the total return of the relevant country MSCI Index, on a risk-adjusted 
basis over the next 12-18 months. 
Underweight (U or Under) - The stock's total return is expected to be below the total return of the relevant country MSCI Index, on a risk-adjusted basis, 
over the next 12-18 months. 
More volatile (V) - We estimate that this stock has more than a 25% chance of a price move (up or down) of more than 25% in a month, based on a 
quantitative assessment of historical data, or in the analyst's view, it is likely to become materially more volatile over the next 1-12 months compared 
with the past three years.  Stocks with less than one year of trading history are automatically rated as more volatile (unless otherwise noted). We note 
that securities that we do not currently consider "more volatile" can still perform in that manner. 
Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months. 
Analyst Industry Views 
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the 
relevant broad market benchmark, as indicated below. 
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant 
broad market benchmark, as indicated below. 
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant 
broad market benchmark, as indicated below. 
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; 
Europe - MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index. 
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Stock Price, Price Target and Rating History (See Rating Definitions) 

 
Other Important Disclosures 
Morgan Stanley produces a research product called a "Tactical Idea." Views contained in a "Tactical Idea" on a particular stock may be contrary to the recommendations or 
views expressed in this or other research on the same stock. This may be the result of differing time horizons, methodologies, market events, or other factors. For all 
research available on a particular stock, please contact your sales representative or go to Client Link at www.morganstanley.com. 
For a discussion, if applicable, of the valuation methods used to determine the price targets included in this summary and the risks related to achieving these targets, please 
refer to the latest relevant published research on these stocks. 
Morgan Stanley Research does not provide individually tailored investment advice.  Morgan Stanley Research has been prepared without regard to the individual financial 
circumstances and objectives of persons who receive it.  The securities/instruments discussed in Morgan Stanley Research may not be suitable for all investors. Morgan 
Stanley recommends that investors independently evaluate particular investments and strategies, and encourages investors to seek the advice of a financial adviser.  The 
appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives. The securities, instruments, or strategies 
discussed in Morgan Stanley Research may not be suitable for all investors, and certain investors may not be eligible to purchase or participate in some or all of them. 
Morgan Stanley Research is not an offer to buy or sell or the solicitation of an offer to buy or sell any security/instrument or to participate in any particular trading strategy.  
The "Important US Regulatory Disclosures on Subject Companies" section in Morgan Stanley Research lists all companies mentioned where Morgan Stanley owns 1% or 
more of a class of common securities of the companies.  For all other companies mentioned in Morgan Stanley Research, Morgan Stanley may have an investment of less 
than 1% in securities or derivatives of securities of companies and may trade them in ways different from those discussed in  Morgan Stanley Research. Employees of 
Morgan Stanley not involved in the preparation of Morgan Stanley Research may have investments in securities or derivatives of securities of companies mentioned and 
may trade them in ways different from those discussed in  Morgan Stanley Research. Derivatives may be issued by Morgan Stanley or associated persons 
Morgan Stanley and its affiliate companies do business that relates to companies/instruments covered in Morgan Stanley Research, including market making and 
specialized trading, risk arbitrage and other proprietary trading, fund management, commercial banking, extension of credit, investment services and investment banking. 
Morgan Stanley sells to and buys from customers the securities/instruments of companies covered in Morgan Stanley Research on a principal basis. 
With the exception of information regarding Morgan Stanley, research prepared by Morgan Stanley Research personnel are based on public information. Morgan Stanley 
makes every effort to use reliable, comprehensive information, but we make no representation that it is accurate or complete.  We have no obligation to tell you when 
opinions or information in Morgan Stanley Research change apart from when we intend to discontinue research coverage of a subject company. Facts and views presented 
in Morgan Stanley Research have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business areas, including 
investment banking personnel. 
Morgan Stanley Research personnel conduct site visits from time to time but are prohibited from accepting payment or reimbursement by the company of travel expenses 
for such visits. 
The value of and income from your investments may vary because of changes in interest rates or foreign exchange rates, securities prices or market indexes, operational or 
financial conditions of companies or other factors.  There may be time limitations on the exercise of options or other rights in your securities transactions.  Past performance 
is not necessarily a guide to future performance.  Estimates of future performance are based on assumptions that may not be realized. Unless otherwise stated, the cover 
page provides the closing price on the primary exchange for the subject company's securities/instruments. 
To our readers in Taiwan:  Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such information is for your 
reference only.  Information on any securities/instruments issued by a company owned by the government of or incorporated in the PRC and listed in on the Stock Exchange 
of Hong Kong ("SEHK"), namely the H-shares, including the component company stocks of the Stock Exchange of Hong Kong ("SEHK")'s Hang Seng China Enterprise 
Index; or any securities/instruments issued by a company that is 30% or more directly- or indirectly-owned by the government of or a company incorporated in the PRC and 
traded on an exchange in Hong Kong or Macau, namely SEHK's Red Chip shares, including the component company of the SEHK's China-affiliated Corp Index is 
distributed only to Taiwan Securities Investment Trust Enterprises ("SITE"). The reader should independently evaluate the investment risks and is solely responsible for 
their investment decisions. Morgan Stanley Research may not be distributed to the public media or quoted or used by the public media without the express written consent 
of Morgan Stanley.  Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be construed as a recommendation or 
a solicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in these securities/instruments. 
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To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated 
activities in Hong Kong. If you have any queries concerning Morgan Stanley Research, please contact our Hong Kong sales representatives. 
Certain information in Morgan Stanley Research was sourced by employees of the Shanghai Representative Office of Morgan Stanley Asia Limited for the use of Morgan 
Stanley Asia Limited. 
Morgan Stanley Research is disseminated in Japan by Morgan Stanley Japan Securities Co., Ltd.; in Hong Kong by Morgan Stanley Asia Limited (which accepts 
responsibility for its contents); in Singapore by Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia (Singapore) 
Securities Pte Ltd (Registration number 200008434H), regulated by the Monetary Authority of Singapore, which accepts responsibility for its contents; in Australia by 
Morgan Stanley Australia Limited A.B.N. 67 003 734 576, holder of Australian financial services licence No. 233742, which accepts responsibility for its contents; in Korea 
by Morgan Stanley & Co International plc, Seoul Branch; in India by Morgan Stanley India Company Private Limited; in Canada by Morgan Stanley Canada Limited, which 
has approved of, and has agreed to take responsibility for, the contents of Morgan Stanley Research in Canada; in Germany by Morgan Stanley Bank AG, Frankfurt am 
Main, regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan Stanley, S.V., S.A., a Morgan Stanley group company, which is 
supervised by the Spanish Securities Markets Commission (CNMV) and states that Morgan Stanley Research has been written and distributed in accordance with the rules 
of conduct applicable to financial research as established under Spanish regulations; in the United States by Morgan Stanley & Co. Incorporated, which accepts 
responsibility for its contents.  Morgan Stanley & Co. International plc, authorized and regulated by Financial Services Authority, disseminates in the UK research that it has 
prepared, and approves solely for the purposes of section 21 of the Financial Services and Markets Act 2000, research which has been prepared by any of its affiliates.  
Private U.K. investors should obtain the advice of their Morgan Stanley & Co. International plc representative about the investments concerned. In Australia, Morgan Stanley 
Research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act.  RMB Morgan Stanley (Proprietary) Limited is 
a member of the JSE Limited and regulated by the Financial Services Board in South Africa.   RMB Morgan Stanley (Proprietary) Limited is a joint venture owned equally by 
Morgan Stanley International Holdings Inc. and RMB Investment Advisory (Proprietary) Limited, which is wholly owned by FirstRand Limited. 
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (DIFC Branch), regulated by the Dubai Financial Services 
Authority (the DFSA), and is directed at wholesale customers only, as defined by the DFSA. This research will only be made available to a wholesale customer who we are 
satisfied meets the regulatory criteria to be a client. 
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar Financial Centre 
Regulatory Authority (the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the 
QFCRA. 
As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory 
activity. Investment advisory service is provided in accordance with a contract of engagement on investment advisory concluded between brokerage houses, portfolio 
management companies, non-deposit banks and clients. Comments and recommendations stated here rely on the individual opinions of the ones providing these 
comments and recommendations. These opinions may not fit to your financial status, risk and return preferences. For this reason, to make an investment decision by relying 
solely to this information stated here may not bring about outcomes that fit your expectations. 
The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no 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.  The Global Industry Classification Standard ("GICS") was developed by and is the exclusive property of MSCI and S&P. 
Morgan Stanley has based its projections, opinions, forecasts and trading strategies regarding the MSCI Country Index Series solely on publicly available information. MSCI 
has not reviewed, approved or endorsed the projections, opinions, forecasts and trading strategies contained herein. Morgan Stanley has no influence on or control over 
MSCI's index compilation decisions. 
Morgan Stanley Research, or any portion hereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley. 
Morgan Stanley Research is disseminated and available primarily electronically, and, in some cases, in printed form. 
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M O R G A N  S T A N L E Y  R E S E A R C H  

 

Industry Coverage:India Utilities 

Company (Ticker) Rating (as of) Price (10/31/2008)

Parag Gupta 
LANCO Infratech Ltd (LAIN.BO) E-V (04/23/2007) Rs113.5
NTPC (NTPC.BO) E (04/23/2007) Rs140.55
Reliance Infrastructure Limited 
(RLIN.BO) 

O (01/23/2008) Rs456.75

Tata Power Co (TTPW.BO) O (04/23/2007) Rs689.65

Stock Ratings are subject to change. Please see latest research for each company. 
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