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Reason for report: Company update

Lanco Infratech’s (Lanco) stock has rallied 87% (outperformed the market by 71%)
in the past two weeks. We believe that this strong upward move is due to two
positive developments expected in the current month. These are: i) Amarkantak |
(300MW) is expected to be commissioned by end-November '08 and will be the
first Chinese equipment-based operational power plant in India; this would result
in reducing execution risk/discount associated with Lanco’s power portfolio.
Further, Lanco’s ongoing litigation with Madhya Pradesh State Electricity Board
(MP SEB) to convert Amarkantak | from PPA to merchant is expected to be
resolved soon; even 50% conversion will provide upside of Rs35/share. ii) Lanco
has emerged as the sole bidder for the 1,320MW coal-based power plant at
Rajpura, Punjab; we expect tariff of the project to be lucrative, providing healthy
upside along with Rs70bn EPC potential. We maintain our NAV estimate of
Rs296/share for Lanco and remain upbeat on the stock, given visible growth in its
construction order book, discounted valuations of its power portfolio and robust
business model. Reiterate BUY.

» Upside from Amarkantak |. Amarkantak | (300MW) is expected to be
commissioned by end November; this is positive as it would be the first Chinese
equipment-based operational power plant in India; this would result in reducing
execution risk/discount associated with Lanco’s power portfolio. Further, Lanco’s
ongoing litigation with MP SEB to convert Amarkantak | to merchant from PPA is
expected to be resolved soon. Though it is difficult to presume the outcome, even
50% conversion would provide upside of Rs7.8bn or Rs35/share (PPA-based tariff
levelled at Rs2.25/unit versus merchant tariff of Rs3.5/unit).

» Sole bidder for the power plant at Rajpura. Lanco has emerged the sole bidder (of
the seven companies that qualified) for the 1,320MW super-critical, coal-based
power plant near Rajpura, Punjab. Management estimates project cost of Rs70bn
and expects to achieve financial closure within a year. We believe that this project
would be lucrative (assuming attractive tariff) for the company; also, EPC work on
the Rs70bn project will accrue upside to its construction segment (current order book
of Rs120bn). However, given that Lanco is the sole bidder, possibility of re-tendering
and litigations by other bidders and between Punjab State Electricity Board (PSEB)
and Punjab State Electricity Regulatory Commission (PSERC) cannot be ruled out.

» Valuations. Our NAV estimates for Lanco stand at Rs65bn or Rs296/share. Based
on our FYO9E, FY10E & FY11E EPS estimates of Rs16, Rs19.3 & Rs26.3, Lanco
trades at P/E of 10.7x, 8.8x & 6.5x respectively. Maintain our BUY recommendation.

Market Cap Rs37.6bn/US$773mn Year to Mar FY08 FYO9E FY10E FY11E
Reuters/Bloomberg LAIN.BO/LANCI IN Revenue (Rs mn) 32,413 46,150 63,718 98,814
Shares Outstanding (mn) 220 Net Income (Rs mn) 3,542 3,510 4,251 5,779
52-week Range (Rs) 844/92 EPS (Rs) 16.1 16.0 19.3 26.3
Free Float (%) 38.5 % Chg YoY 88.4 (0.9) 21.1 35.9
Fll (%) 10.7 P/E (x) 10.6 10.7 8.8 6.5
Daily Volume (US$'000) 17,000 CEPS (Rs) 19.6 22.6 29.7 55.2
Absolute Return 3m (%) (50.2) EV/E (x) 9.0 11.7 10.9 6.7
Absolute Return 12m (%) (56.7) Dividend Yield 0.0 0.0 0.0 0.0
Sensex Return 3m (%) (35.3) RoCE (%) 9.1 6.4 5.2 6.8
Sensex Return 12m (%) (47.5) RoE (%) 21.2 17.5 17.7 19.9

Please refer to important disclosures at the end of this report
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Financial Summary

Table 1: Profit and Loss Statement
(Rs mn, year ending March 31)

Table 3: Cash Flow Statement
(Rs mn, year ending March 31)

FY08 FYO09E FYI10E FYI11E FY08 FYO9E FYI10E FY1l1E

Operating Income (Sales) 32,413 46,150 63,718 98,814 Operating Cash flow 3,633 4,190 5,626 11,092
of which Exports 0 0 0 0 Working Capital Changes (3,016) 5,130 663 (2,443)
of which Domestic 34,429 47,468 66,151 102,155 Capital Commitments (14,979) (58,346) (54,410) (32,663)

Operating Expenses 25,508 37,075 50,074 73,588 Free Cash Flow (14,363) (49,026) (48,120) (24,013)

EBITDA 6,905 9,075 13,643 25,226 Cash flow from Investing
% margins 21.3 19.7 21.4 25.5 Activities 576 772 909 1,035

Depreciation & Amortisation 776 1,453 2,285 6,348 Issue of Share Capital 0 0 0 0

Gross Interest 832 2,326 3,742 8,410 Buyback of shares 0 0 0 0

Other Income 953 772 909 1,035 Inc (Dec) in Borrowings 14,554 45,133 44,613 19,369

Recurring PBT 6,250 6,069 8,526 11,503 Dividend paid 0 0 0 0

Add: Extraordinaries 0 0 0 0 Extraordinary Items 0 0 0 0

Less: Taxes 1,405 1,533 2,180 3,007 Chg. in Cash & Bank balance 2,361 627 2,111 404

- Current tax 0 0 0 0 Source: Company data, I-Sec Research
- Deferred tax 0 0 0 0

Less: Minority Interest 1,304 1,026 2,095 2,717 . -

Net Income (Reported) 3542 3510 4251 5779 lable 4:Key Ratios

Recurring Net Income 3,542 3,510 4,251 5,779 (Year ending March 31)

Source: Company data, I-Sec Research FYO8 FYO9E FYI10E FY1l1E

Per Share Data (in Rs.)
Diluted Recurring EPS 16.1 16.0 19.3 26.3

(Rs mn, year ending March 31) Recurring Cash EPS 19.6 22.6 29.7 55.2

FYO8 FYO9E FY1O0E FY11E Dividend per share (DPS) 0.0 0.0 0.0 0.0

Assets Book Value per share (BV) 83.4 99.4 118.7 145.0

Total Current Assets 37,790 41,052 50,430 50,397
of which cash & cash eqv. 7,411 8,038 10,149 10,554 Growth Ratios (%)

Total Current Liabilities & Operating Income 101.9 42.4 38.1 55.1

Provisions 27,038 34,803 42,733 39,854 EBITDA 64.5 314 50.3 84.9

Net Current Assets 10,752 6,249 7,697 10,544 Recurring Net Income 88.4 -0.9 21.1 35.9

Investments Diluted Recurring EPS 88.4 -0.9 21.1 35.9

of which 6,966 6,966 6,966 6,966 Diluted Recurring CEPS 70.3 14.9 31.7 85.5

Strategic/Group 5,637 5,637 5,637 5,637

Other Marketable 1,329 1,329 1,329 1,329 Valuation Ratios (x)

Net Fixed Assets 38,029 94,922 147,048 173,363 P/E 10.6 10.7 8.8 6.5
of which P/CEPS 8.7 7.6 5.8 3.1
intangibles 0 0 0 0 P/BV 2.1 1.7 1.4 1.2

Capital Work-in-Progress 24,106 73,844 102,511 100,822 EV / EBITDA 9.0 11.7 10.9 6.7

Total Assets 55,747 108,137 161,710 190,872 EV / Operating Income 1.9 23 23 1.7

EV / Operating FCF (4.3) (2.2) (3.1) (7.0)

Liabilities

Borrowings 31,653 76,786 121,399 140,767 Operating Ratio

Deferred Tax Liability 173 173 173 173 Raw Material/Sales (%) 68.9 72.3 70.7 66.6

Minority Interest 5,588 9,335 14,045 18,058 SG&A/Sales (%) 0.0 0.0 0.0 0.0

Equity Share Capital 2,198 2,198 2,198 2,198 Other Income / PBT (%) 15.2 12.7 10.7 9.0
Face Value per share (Rs) 10 10 10 10 Effective Tax Rate (%) 225 25.3 25.6 26.1

Reserves & Surplus* 5,644 9,154 13,405 19,184 NWC / Total Assets (%) 6.0 @7 (1.5) (0.0

Net Worth 18,333 21,843 26,094 31,873 Inventory Turnover (days) 92.7 99.1 96.7 68.2

Total Liabilities 55,747 108,137 161,711 190,872 Receivables (days) 52.7 53.5 40.2 28.7

*excluding revaluation reserves Payables (days) 103.4 2125 280.0 203.0

Source: Company data, |I-Sec Research D/E Ratio (x) 1.7 3.5 4.7 4.4

. Return/Profitability Ratio (%)
Table 5: Quarterly trends Recurring Net Income Margins 10.6 7.5 6.6 5.8
(Rs mn, year ending March 31) RoCE 9.1 6.4 5.2 6.8
Dec-07 Mar-08 Jun-08 Sep-08 RoNW 21.2 175 17.7 19.9

Net sales 7,782 12,249 9,139 12,790 Dividend Payout Ratio 0.0 0.0 0.0 0.0

% growth (YoY) 181 250 155 198 Dividend Yield 0.0 0.0 0.0 0.0

EBITDA 1,750 2,799 1,514 1,590 EBITDA Margins 21.3 19.7 21.4 25.5

Margin (%) 22 23 17 12 Source: Company data, I-Sec Research

Other income 187 428 128 116

Add: Extraordinaries 0 0 0 0

Net profit 825 1,865 591 516

Source: Company data, I-Sec Research
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ANALYST CERTIFICATION

We /I, Gaurav Pathak, PGDM, BTech; Shaleen Silori, MBA (Finance), BTech analysts and the authors of this report, hereby certify that all of the views expressed in this
research report accurately reflect our personal views about any and all of the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or
will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. Analysts aren't registered as research analysts by FINRA and might not be
an associated person of the ICICI Securities Inc.

Disclosures:

ICICI Securities Limited (ICICI Securities) and its affiliates are a full-service, integrated investment banking, investment management and brokerage and financing
group. We along with affiliates are leading underwriter of securities and participate in virtually all securities trading markets in India. We and our affiliates have
investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. Our research
professionals provide important input into our investment banking and other business selection processes. ICICI Securities generally prohibits its analysts, persons
reporting to analysts and their dependent family members from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained
herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to
any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information
herein on reasonable basis, ICICI Securities, its subsidiaries and associated companies, their directors and employees (“ICICI Securities and affiliates”) are under no
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-
rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or
ICICI Securities policies, in circumstances where ICICI Securities is acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy
or completeness guaranteed. This report and information herein is solely for informational purpose and may not be used or considered as an offer document or
solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers
may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes
investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities
discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment
objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgement by any recipient. The
recipient should independently evaluate the investment risks. The value and return of investment may vary because of changes in interest rates, foreign exchange rates
or any other reason. ICICI Securities and affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report. Past performance is not
necessarily a guide to future performance. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and
may be subject to change without notice.

ICICI Securities and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. ICICI Securities and
affiliates might have received compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for
services in respect of public offerings, corporate finance, investment banking or other advisory services in a merger or specific transaction. ICICI Securities and affiliates
expect to receive compensation from the companies mentioned in the report within a period of three months following the date of publication of the research report for
services in respect of public offerings, corporate finance, investment banking or other advisory services in a merger or specific transaction. It is confirmed that Gaurav
Pathak, PGDM, BTech; Shaleen Silori, MBA (Finance), BTech research analysts and the authors of this report have not received any compensation from the
companies mentioned in the report in the preceding twelve months. Our research professionals are paid in part based on the profitability of ICICI Securities, which
include earnings from Investment Banking and other business.

ICICI Securities or its affiliates collectively do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month
preceding the publication of the research report.

It is confirmed that Gaurav Pathak, PGDM, BTech; Shaleen Silori, MBA (Finance), BTech research analysts and the authors of this report or any of their family
members does not serve as an officer, director or advisory board member of the companies mentioned in the report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. ICICI Securities
and affiliates may act upon or make use of information contained in the report prior to the publication thereof.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any
registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category
of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.

This report has not been prepared by ICICI Securities, Inc. However, ICICI Securities, Inc. has reviewed the report and, in so far as it includes current or historical
information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed




