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QUARTERLY PERFORMANCE -  CONSOLIDATED  (RS Mi l l ion)

F Y 0 7 F Y 0 8 F Y 0 7 F Y 0 8 E

1Q 2 Q 3 Q 4 Q 1Q 2 Q 3 Q E 4QE

Net Incom e 796 1,001 1,118 1,336 1,113 1,277 1,509 1,959 4,251 5,858
     Change (%) 97.6 74.4 93.8 66.7 39.9 27.6 35.0 46.6 80.5 37.8
Total Expenses 575 738 800 994 805 881 1,079 1,395 3,106 4,160
EBITDA 221 263 318 343 309 397 430 564 1,145 1,699
    Change (%) 116.7 60.6 98.9 110.3 39.6 50.8 35.1 64.5 94.5 48.4
    EBITDA Margin (%) 27.8 26.3 28.5 25.6 27.7 31.0 28.5 28.8 26.9 29.0
Depreciation 42 44 48 43 43 49 62 85 178 239
Interest 9 17 12 16 16 26 23 29 53 94
Other Income 6 6 12 15 9 19 9 13 40 50
Extraordinary inc/ (exp) 0 0 0 0 0 12 0 0 0 0
PBT 176 208 270 299 259 353 354 462 953 1,416
Tax 62 72 66 36 36 69 67 82 236 255
    Tax/PBT (%) 35.0 34.6 24.5 12.1 14.0 19.6 19.0 17.8 24.7 18.0
PAT 115 136 204 263 223 284 287 380 718 1,161
Adjusted PAT 115 136 204 263 223 272 287 380 718 1,161
    Change (%) 144.6 45.9 133.4 144.6 94.0 99.6 40.9 44.4 114.2 61.8
     PAT Margin (%) 14.4 13.6 18.2 19.7 20.0 21.3 19.0 19.4 16.9 19.8
E: MOSt Estimates

YEAR NET SALES PAT EPS EPS P/ E P/BV ROE ROCE EV/ EV/

END (RS M) (RS M ) (RS) YoY (% ) ( X ) ( X ) (%) ( %) SALES EBITDA

03/07A 4,251 718 7.4 95.5 37.7 8.9 31.7 34.4 6.0 23.7

03/08E 5,858 1,148 11.4 54.4 24.4 5.8 29.1 29.1 4.6 16.8

03/09E 8,419 1,659 15.7 38.2 17.7 3.8 26.6 29.2 3.3 11.8

Equity shares (m) 97.6

52-Week Range 279/91

1, 6, 12 Rel. Perf. (%) 0/-7/133

M. Cap. (Rs b) 27.0

M. Cap. (US$ b) 0.7

? 2Q margins better than expected: Everest Kanto’s sales for 2QFY08 are in line with estimates at Rs1.3b, up
27.6% YoY. However, EBITDA margin is up 470bps YoY at 31% (expected 26.4%). As a result, EBITDA is up 51%
YoY at Rs397m (expected Rs344m). Adjusted for Rs12m profit on sale of investments, PAT is up 100% YoY at
Rs272m (expected Rs229m). The major reasons for higher margin are: (1) product mix in favour of CNG cylinders,
and (2) low-cost inventory of seamless tubes, stocked up in FY07.

? 2nd unit at Dubai commissioned, China and India plans on schedule: In October, EKCL commissioned its 2nd
Dubai unit with a capacity of 100,000 cylinders. The China venture is on schedule with Phase 1 of 200,000 units
expected to commission in 4QFY08. Expansion plans at Gandhidham (billet-piercing technology and jumbo cylinders)
are also on schedule to be commenced by March 2008.

? EPS upgraded: 17% for FY08E and 14% for FY09E: Everest Kanto is confident of maintaining 28-29% EBITDA
margin, against our earlier estimate of 26.5%. Factoring in higher margins, our FY08E EPS estimate is 17% higher at
Rs11.4 (up 54% YoY) and FY09E EPS up 14% at Rs15.7, up 38% YoY. EPS CAGR FY07-10 is a healthy 46%.

? Premium valuation justified; target price Rs314; maintain Buy: The stock is trading at a PE of 24x FY08E and
18x FY09E. We believe EKCL will enjoy premium valuation due to high earnings growth, coupled with 25%+ RoE
and near zero debt. We value the stock at 20x FY09E EPS to arrive at a target of Rs314, 13% upside from current
levels. We believe there is room for earnings upgrade and valuation re-rating. We maintain Buy.
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2Q margins better than expected
Everest Kanto’s sales for 2QFY08 are in line with estimates
at Rs1.3b, up 27.6% YoY. However, EBITDA margin is up
470bps YoY at 31% (expected 26.4%). As a result, EBITDA
is up 51% YoY at Rs397m (expected Rs344m). Adjusted
for Rs12m profit on sale of investments, PAT is up 100%
YoY at Rs272m (expected Rs229m).

The major reasons for higher margin are:
(1) product mix in favour of CNG cylinders, and
(2) low-cost inventory of seamless tubes, stocked up in

FY07.

Product mix in favour of CNG cylinders: During the
quarter, EKCL sold about 164,000 cylinders, up 15% YoY.
The product mix also improved – 68:32 in favour of CNG
cylinders over industrial cylinders (vs 62:38 in FY07). CNG
cylinders have an average unit realization of about Rs11,000
compared to Rs3,500 for industrial cylinders, and are also
more profitable.

Low-cost inventory of seamless tubes: In FY07, Everest
Kanto expected to ramp up its production at Gandhidham
higher than the achieved 33%. Also, it expected to
commission its 2nd unit in Dubai in early FY08. In anticipation
of both these, the company had procured its raw materials,
mainly seamless tubes.

However, Gandhidham production was lower than expected,
and the Dubai unit also got delayed due to non availability
of power. Thus, the seamless tubes inventory which was
procured at lower cost than current got consumed in
1HFY08, helping margin improvement.

2nd unit at Dubai commissioned; China, India plans
on track
In October, EKCL commissioned its 2nd Dubai unit with a
capacity of 100,000 CNG cylinders. It expects 30-35,000
cylinders from this unit for the rest of FY08, against our
estimate of 15,000.

The China venture is on schedule with Phase 1 of 200,000
units expected to commission in 4QFY08. Expansion plans
in India are also on schedule:
? At Gandhidham: 200,000 industrial cylinders using

billet-piercing technology, and 5,000 jumbo cylinders
? At Kandla SEZ: 300,000 CNG cylinders using steel

plates (rather than seamless tubes).

EVEREST KANTO’S CURRENTLY PLANNED EXPANSION
EXPANSION TIME FRAME COST (US$ M)
China:
? Phase 1: 200,000 to 1m cylinders FY09-11 50
? Phase 2: 1m to 1.5m cylinders FY12-13 25
India:
? 200,000 industrial cylinders using billet

piercing technology Mar-08 10
? 5,000 jumbo cylinders Mar-08 5
? 300,000 CNG cylinders based on deep

drawn technology using steel plates Mar-09 35
Total 125

Source: Company/Motilal Oswal Securities

US$57.5m equity funding completed
Everest Kanto’s total expansion plan is at US$125m –
US$75m in China and US$50m in Gandhidham. To part
finance the same, the company raised US$57.5 million
recently, by way of a US$35m FCCB issue and a preferential
equity issue of US$22.5m. The total equity dilution is
expected to be about 8%, and the final equity at 105.7m
shares of Rs2 each.

US$35m FCCB issue: In October 2007, Everest Kanto
completed its issue of zero-coupon, 7.25% YTM, 5-year
FCCBs, convertible into 4.6m shares at Rs303.36. The bonds
carry a reset clause which gets triggered on October 9,
2008. Under this clause, if the average price for 20 days
before that date is lower than the initial conversion price of
Rs303.36, the price shall be reset to the prevailing price or
Rs257.85 (85% of initial conversion price), whichever is
higher.

US$22.5m preferential equity issue: In October 2007,
Everest Kanto raised Rs887m (US$22.5m) via a
preferential issue of 3.55m equity shares at Rs250 per share.
The company issued 3.2m shares to TVG India, an
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international private equity fund, and 0.35m shares to M/s
Brightwill (subsidiary of a fund managed by CLSA Private
Equity). The shares are subject to a lock-in of one year in
accordance with SEBI guidelines.

EPS upgraded: 17%  for FY08E, 14%  for FY09E
The demand environment remains strong, and the
company’s capacity is sold out for the next two years at
least. The company is confident of maintaining 28-29%
EBITDA margin. This may improve after commissioning
of the China unit which will source seamless tubes locally.
(Units in India and Dubai mainly buy seamless tubes from
Tenaris, Luxemburg.)

Our sales estimate is revised upwards by a marginal 3%
for FY08E, and remains almost unchanged for FY09E. We
have upgraded margins by 250bps to 29% for FY08E and
by 300bps to 29.5% for FY09E, in line with company
guidance.

As a result, our FY08E EPS estimate is 17% higher at
Rs11.4 (up 54% YoY) and FY09E EPS up 14% at Rs15.7,
up 38% YoY. EPS CAGR FY07-10 is a healthy 46%, even
after considering the 8% dilution in equity.

Premium valuation justified; target price Rs314
The stock is trading at a PE of 24x FY08E and 18x FY09E.
We believe EKCL will enjoy premium valuation due to high
earnings growth, coupled with 25%+ RoE and near zero
debt.

We value the stock at 20x FY09E EPS to arrive at a target
of Rs314, 13% upside from current levels. We believe there
is room for earnings upgrade and valuation re-rating. We
maintain Buy.
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SHAREHOLDING PATTERN (%)
SEP-07 JUN-07 SEP-06

Promoter 61.8 61.8 68.5

Domestic Inst 5.1 4.5 6.9

Foreign 21.5 24.2 12.5

Others 11.7 9.5 12.2

Everest Kanto Cylinders: an investment profile

STOCK PERFORMANCE (1 YEAR)

TARGET PRICE AND RECOMMENDATION
CURRENT TARGET  UPSIDE RECO.
PRICE (RS) PRICE (RS)  (%)

277 314 13.4 Buy

Company description
Everest Kanto Cylinders is among the world’s top 10 players
in the high-pressure cylinders business with a current
capacity of 800,000 cylinders. It has almost 80% share of
the Indian market. It makes three major products: (1)
industrial cylinders, (2) CNG cylinders for automotive OEM
fitment and replacement, (3) gas cascades, used for storing
gas in fuel stations.

Key investment arguments
? Excellent play on global CNG drive, specially in India

and China.
? Timely expansion plans lined up, both in India and China

– capacity to increase from 800,000 to 2.8m cylinders
in four years.

? Robust EPS CAGR of 46% through FY10 and health
RoE of over 20% merit premium valuation..

Key investment risks
? Execution risk, specially in China.
? Dependence on Tenaris for raw material (seamless

tubes), and likely pressure on margins due to rising steel
prices.

Recent developments
? October 2007 – Completed US$35m issue of FCCBs,

convertible into shares at Rs303.36.
? October 2007 – Raised US$22.5m (Rs887m) by placing

3.55m shares with private equity investors at Rs250
per share.

? October 2007 – 2nd unit at Dubai commissioned.

Valuation and view
? The stock is trading at a PE of 24x FY08E and 18x

FY09E. Premium valuation justified given high earnings
growth and healthy RoE.

? We maintain Buy with a price target of Rs314 (20x
FY09E EPS), 13% upside.

Sector view
? Global demand for CNG cylinders is expected to remain

high due to the ‘green drive’.
? Countries like India and China lag behind much smaller

peers like Pakistan and Argentina in terms of number
of CNG vehicles. Improving availability of gas should
boost cylinder demand, both for OE fitment and for
retrofitting existing vehicles.
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INCOM E STATEM ENT ( R S  M I LLION)

Y / E  M A R C H 2 0 0 6 2 0 0 7 2 0 0 8 E 2 0 0 9 E 2 0 10 E

Net Sales 2,355 4,251 5,858 8,419 12,194
    Change (%) 78.0 80.5 37.8 43.7 44.8
E B I T D A 589 1,145 1,699 2,486 3,651
    Change (%) 102.8 94.5 48.4 46.4 46.9
    EBITDA Margin (%) 25.0 26.9 29.0 29.5 29.9
Depreciation 98 178 239 395 609
EBIT 491 967 1,459 2,091 3,042
Interest 38 53 94 108 156
Other income 22 40 50 40 50
P B T  476 953 1,416 2,023 2,936
Tax 141 236 255 364 528
    Tax/PBT (%) 29.6 24.7 18.0 18.0 18.0
Adjusted PAT 331 718 1,148 1,659 2,407
    Change (%) 134.4 116.5 60.1 44.4 45.1

PAT margin (%) 14.1 16.9 19.6 19.7 19.7

BALANCE SHEET ( R S  M I LLION)

Y / E  M A R C H 2 0 0 6 2 0 0 7 2 0 0 8 E 2 0 0 9 E 2 0 10 E

Equity Share Capital 176 195 202 211 211
Reserves 1,333 2,829 4,654 7,425 9,461
Net Worth 1,509 3,024 4,856 7,636 9,673
Loans 395 702 1,445 387 1,316
Net Deferred Tax 14 0 0 0 0
Capital Employed 1,918 3,726 6,301 8,023 10,988
Gross Fixed Assets 1,571 1,958 3,942 5,412 7,212
Less: Depreciation 636 814 1,053 1,449 2,058
Net Fixed Assets 935 1,144 2,888 3,964 5,155
Capital WIP 5 335 777 1,070 103
Investments 132 134 521 21 1,599
Net current  assets 846 2,105 2,115 2,968 4,132
M isc. Exp. 0 9 0 0 0
Tota l  Asse ts 1,918 3,726 6,301 8,023 10,988
E: M OSt Estimates

RATIOS

Y / E  M A R C H 2 0 0 6 2 0 0 7 2 0 0 8 E 2 0 0 9 E 2 0 10 E

Basic Rat ios (Rs)

EPS 3.8 7.4 11.4 15.7 22.8
Growth (%) 59.5 95.5 54.4 38.2 45.1
Cash EPS 4.9 9.2 13.7 19.4 28.5
Book Value 17.1 31.0 48.0 72.2 91.5
Dividend per share 0.7 1.0 1.6 2.2 3.0
Payout (incl. Div. Tax.) (%) 21.2 15.9 16.5 16.4 15.4

Valuation (x)

P/E 37.7 24.4 17.7 12.2
Cash P/E 30.2 20.2 14.3 9.7
Price/Book Value 8.9 5.8 3.8 3.0
EV/Sales 6.0 4.6 3.3 2.2
EV/EBITDA 23.7 16.8 11.8 7.8
Dividend Yield (%) 0.4 0.6 0.8 1.1

P rofitabil i ty Ratios (%)

RoE 34.4 31.7 29.1 26.6 27.8
RoCE 35.0 34.4 29.1 29.2 32.0

Turnover Ratios

Debtors (days of sales) 34 47 45 45 45
Inventory (days of sales) 66 98 73 76 76
Creditor (days of total exp.) 52 35 30 30 30
Asset Turnover (x) 1.2 1.1 0.9 1.0 1.1

Leverage Ratio

Debt/Equity (x) 0.3 0.2 0.3 0.1 0.1

CASH FLOW STATEMENT ( R S  M I LLION)

Y / E  M A R C H 2 0 0 6 2 0 0 7 2 0 0 8 E 2 0 0 9 E 2 0 10 E

P B T  before EO items 476 953 1,416 2,023 2,936
Add : Depreciation 98 178 239 395 609
          Interest 38 53 94 108 156
Less : Direct Taxes 141 236 255 364 528
(Inc)/Dec in WC -122 -1,078 -131 -804 -1,114
CF from Operat ions 348 -129 1,363 1,358 2,059
Extraordinary Items 0 0 12 0 0
CF from Oper. incl.  EO items 348 -129 1,376 1,358 2,059

(Inc)/Dec in Fixed Assets -598 -717 -2,426 -1,764 -832
(Pur)/Sale of Investments -111 -2 -387 500 -1,578
CF from Investments -709 -718 -2,814 -1,264 -2,410

Inc/(Dec) in Net Worth 832 911 861 1,393 0
Inc/(Dec) in Debt -93 307 743 -1,058 929
Inc/(Dec) in Deferred Tax -13 -13 0 0 0
Less : Interest Paid 38 53 94 108 156
           Dividend Paid 70 114 189 272 371
CF from Fin.  Act ivi ty 617 1,038 1,320 -45 402

Inc/(Dec) in Cash 257 191 -118 50 50
Add: Opening Balance 36 290 471 350 400
Closing Balance 294 480 353 400 450
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This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report 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 such. MOSt or
any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the
information contained in this report. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding
any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Everest Kanto Cylinders
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock No
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.

For more copies or other information, contact
Institutional:  Navin Agarwal.   Retail:  Manish Shah

Phone: (91-22) 39825500 Fax: (91-22) 22885038. E-mail: inquire@motilaloswal.com

Motilal Oswal Securities Ltd,  3rd Floor,  Hoechst House,  Nariman Point,  Mumbai 400 021


