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KSB Pumps, a 40% subsidiary of  KSB AG, Germany, is a leading player in the
pumps and industrial valves business. The company offers high growth visibility,
driven by increasing investments in power generation and capital expansion in
the refinery/petrochemical sector. Exports too are likely to grow at double-digit
rates. We expect expansion in KSB's margins due to its focus on higher-end
products. Valuations are reasonable relative to the engineering sector. We
recommend Buy.
n High growth visibility: KSB offers high growth visibility. Greater emphasis

on new power generation capacities by the government augurs well for KSB.
Further, new refinery capacities being added in the private and public sector
suits the corporate plan chalked out by KSB, which intends to shift from
the highly competitive low margin agricultural and domestic segments to
high technology pumps.

n Expanding margins: Greater demand for industrial valves and focus on
higher value-added products has helped KSB to expand its margins. With
increasing demand for new products involving high-end technology, and
the company's product mix changing in favor of higher value-added products,
we believe that KSB's margins would continue to expand, going forward.

n Valuations attractive; Buy: We expect KSB Pumps to report revenues of
Rs4.1b in CY06 and Rs4.9b in CY07, and PAT of  Rs480m in CY06 and
Rs600m in CY07. At the CMP of Rs600, the stock trades at 16.9x CY07E
earnings. We recommend Buy with price target of  Rs750 (21x CY07E
EPS of Rs35.5).
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Bank / FII / MF 
15%

Others
18%

Promoters 
67%

Equity Shares (m) 17.4

52-Week H/L (Rs) 630/285

1,6,12 Rel. Perf. (%) 13/14/7
M.Cap. (Rs b) 10.4

Avg. Daily Vol. ('000) 14.9

Y E A R
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( %)

P / E
( X )

P / B V
( X )

ROE
( %)

ROCE
( %)

E V /
SALES 

( X )

E V /
E B I T D A

( X )

12/05A 3,585  385     22.1 28.4 27.1 6.4 23.7 34.6 2.8 16.1

12/06E 4,100  485     27.9 25.9 21.5 5.2 24.1 33.9 2.4 12.6

12/07E 4,850  619     35.5 27.4 16.9 4.2 24.6 35.3 2.0 9.6
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Investment Argument

High growth visibility…
A leader in the pumps sector, KSB provides high-end
pumps to diverse industries such as power generation,
refining, petrochemicals, chemicals and breweries/
distilleries. It also has low-end products to service the
low margin agricultural and construction segments.

KSB intends to improve its product mix in favour of
high- technology pumps. Greater emphasis on new
power generation capacities by the government, with
higher focus on nuclear power generation, augurs well
for KSB. Further, new refinery capacities being added
in the private and public sector also suits KSB's
corporate plan.

...driven by investments in power generation...
As per the XIth 5-year plan (2007-12), the government
intends to add about 60,000 MW of power generation
capacity. Of  this, we expect 46,000 MW to be added
in the thermal power segment and 4,000 MW to be
added in the nuclear power segment. This is against
21,000 MW and 2,500 MW, respectively in the Xth plan.

We estimate pump cost at 1.5% in case of  thermal
power plants and 4% in case of  nuclear power plants.
KSB is a market leader in supplying pumps to the power
sector and a near monopoly for critical nuclear sector
pumps. As a thumb rule, cost of  one MW of  thermal
power is Rs40m while that of nuclear power is Rs60m.
This in turn translates into an addressable market size
of about Rs37.2b for KSB's pumps over the next
five years.

Earlier, KSB AG was awarded orders for 12 large boiler
feed pump sets with one booster pump each and nine
condensate pumps for use in India's most modern coal-
fired power station. We expect more such orders from
newly-constructed power stations. We believe that as
the order size increases, technology would flow in
from the parent and pumps would be manufactured
in-house.

…and capex in petrochem sector
KSB is the leader for process pumps for the refinery
and petrochemical sector. Expansion plans by Reliance

and MRPL augur well for KSB. Further, other refiners
like HPCL and Essar are also expanding their capacities.
Total capex in the sector is expected to be at Rs294.5b
over the next 3-5 years. We expect pumps to constitute
1.5% of the total capex, which translates into an
addressable market of  Rs4.35b for KSB's pumps.

Irrigation & sewage - a huge opportunity
There exits huge opportunity in water irrigation and
sewerage projects for pump manufacturers. KSB is a
leader in water irrigation and sewerage pumps, wherein
it undertakes only the supply and erection of pumps
and not the EPC contracts.

Background
KSB Pumps, the Indian subsidiary of  KSB AG,
Germany, a leading player in power driven pumps
and industrial valves in India. It was established in
1960 and caters to niche industrial as well as highly
competitive low margin agricultural and domestic
(residential/commercial buildings) segments. On
the industrial front, the company caters to diverse
industries such as chemicals, petrochemicals/
refiners, breweries/distilleries, and power
generation (both thermal and nuclear for feeding
water to boilers).
Its technical collaborator, Canadian Kay Pump Ltd
holds 40.54% in the company. Indian promoters
hold 25.95%, taking the total promoters' holding
to 66.49%. KSB's own foundry plant is located at
Ahmednagar in Maharashtra. At present, the
company's capacity for producing power driven
pumps and industrial valves stands at 96,000 and
125,000 respectively. For CY05, pumps contributed
73.7% to its turnover and industrial valves
contributing to the balance.
MIL Control Limited, producer of ANSI and
control valves is an associate company of KSB
Pumps Limited. It is a pioneer in manufacturing
control values, level instruments and accessories.
It serves the core sector which includes thermal,
oil and gas, petrochemicals, fertilizers,
pharmaceuticals, nuclear power, metallurgy. It has
acheived a PBT of Rs42.2mn for CY05 as against
Rs31.1mn for CY04.



 310 May 2006

MOSt-PCG KSB Pumps

Motilal Oswal Securities Limited

Exports to be on a steady growth trend

Exports accounted for 12.33% of KSB's net sales
(Rs442m) in CY 05 as against 10.52% (Rs318m) in
CY04. It earned agency commission of Rs9m in CY05.
Given the growth in the international economy, we
expect the company's exports to continue trending up.

Higher realizations; expanding margins
Greater demand for valves and focus on higher margin
products has helped KSB Pumps to achieve higher
realizations and expand margins.

In the pump segment, the company has introduced new
products involving high-end technology needed in
nuclear and thermal power stations, which would aid
margin expansion. Competitors in this segment are
Kirloskar Brothers, Mather and Platt and Sulzer Pumps.

In the industrial valves segment, capex initiated by the
petrochemicals, refinery and other end-user industries
has led to higher capacity utilisation and greater use of
higher grade high tension values. This has translated
into substantial improvement in margins. We believe
that the ongoing buoyancy in the industrial segment
would lead to further increase in capacity utilization,
in turn resulting in further margin expansion. KSB's
competitors in this segment are L&T and Audco Valves.

Financials

For CY05, KSB Pumps reported revenues of  Rs3.6b
(against Rs3b for CY04), EBITDA of  Rs622m (against
Rs456m for CY 04) and PAT of  Rs385m (against
Rs300m for CY04). Margins expanded by 226bp at the
operating level and by 82bp at the net level, mainly on
the back of a change in product mix and the shift towards
higher-end products.

PUMPS DIVISION PERFORMANCE

         Source: Motilal Oswal Securities /  Company

VALVES DIVISION PERFORMANCE

         Source: Motilal Oswal Securities /  Company

IMPROVING REALIZATIONS (RS '000/UNIT)

         Source: Motilal Oswal Securities /  Company

ON THE GROWTH PATH

         Source: Motilal Oswal Securities /  Company
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Valuation and Recommendation
We expect KSB Pumps to report revenues of  Rs4.1b in
CY06 and Rs4.9b in CY07, and PAT of  Rs480m in
CY06 and Rs600m in CY07.

CY05 through CY07 the EPS CAGR works out to 27%.
At the CMP of Rs600, the stock is trading at 27x CY05.
Thus the PEG is reasonable at 1x.

At 16.9x CY07E earnings, KSB is trading at the lower
end of valuation for the large cap engineering sector as
a whole (see adjacent table).

Our 1-year price target for KSB is Rs750 (21x CY07E
EPS of Rs35.5), which gives an upside of 25% from
the current levels. We recommend Buy.

COMPARATIVE VALUATIONS

Note: Yr.1 - CY06/FY07; Y r.2 -  CY07/FY08
Source: Motilal Oswal Securities

Engineering EPS EPS CMP PE PE
 Yr.1  Yr.2  Yr.1 Yr.2

Cummins India 12.0 15.0 232 19.4 15.5
KSB Pumps 27.9 35.5 600 21.5 16.9
Crompton Greaves 50.5 59.7 1181 23.4 19.8
Thermax 13.5 17.3 345 25.6 19.9
BHEL 90.9 118.5 2392 26.3 20.2
Larsen & Toubro 106.9 132.4 2814 26.3 21.3
Alstom Projects 11.0 15.5 346 31.5 22.3
Siemens 167.4 219.0 5899 35.2 26.9
ABB 68.9 92.0 3236 47.0 35.2

Sector Aggregate 27.8 21.7
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RATIOS

Y / E  D E C E M B E R 2 0 0 3 2 0 0 4 2 0 0 5 2 0 0 6 E 2 0 0 7 E

Basic  (Rs)

E P S  10.5 17.3 22.1 27.9 35.5

Growth (%) 64.9 28.4 25.9 27.4

Cash EPS 16.0 22.6 27.9 33.9 42.2

Book value 62.9 76.8 93.3 115.6 144.3

DPS 3.5 4.0 4.5 5.0 6.0

Payout (incl. Div. Tax.) (%) 33.4 23.2 23.0 20.3 19.1

Valuation (x)

P/E 57.3 34.8 27.1 21.5 16.9

Cash P/E 37.5 26.5 21.5 17.7 14.2

Price/Book value 9.5 7.8 6.4 5.2 4.2

EV/Sales 4.3 3.4 2.8 2.4 2.0

EV/EBITDA 39.3 22.4 16.1 12.6 9.6

Dividend yield (%) 0.6 0.7 0.8 0.8 1.0

P rofitability ratios (%)

RoE 16.6 22.5 23.7 24.1 24.6

RoCE 15.9 21.6 34.6 33.9 35.3

Turnover rat ios

Debtors (days) 71 76 70 71 71

Asset turnover (x) 1.9 2.1 2.1 1.9 1.8

Leverage ratio

Debt/Equity (x) 0.1 0.1 0.1 0.1 0.1

CASH FLOW STATEM ENT

Y / E  D E C E M B E R 2 0 0 3 2 0 0 4 2 0 0 5 2 0 0 6 E 2 0 0 7 E

PBT before  EO i tems 259 460 595 725 929

Add : Depreciation 96 94 100 105 115

            Interest 16 8 5 9 11

Less : Direct taxes paid 77 160 210 240 310

(Inc)/Dec in WC -481 -136 -122 -212 -263

CF from operat ions -187 265 368 387 481

EO, misc. & other items 0 0 0 0 0

CF from oper.  incl .  EO i tems -187 265 368 387 481

(Inc)/Dec in FA -587 -104 -81 -55 -100

(Pur)/Sale of investments -180 102 -1 0 0
CF from investments -766 -2 -81 -55 -100

Inc/(Dec) in networth 997 -3 -19 0 0

Inc/(Dec) in debt 128 -51 36 40 0

Less : Interest paid -16 -8 -5 -9 -11

           Dividend paid -61 -70 -89 -98 -118

CF from f in.  act ivi ty 1,048 -131 -77 -67 -129

Inc/Dec in cash 95 132 210 265 252

Add: Beginning balance 0 95 227 437 702

C losing balance 95 227 437 702 954

BALANCE SHEET

Y / E  D E C E M B E R 2 0 0 3 2 0 0 4 2 0 0 5 2 0 0 6 E 2007E

Equity share capital 174 174 174 174 174

Reserves 920 1,162 1,450 1,837 2,337

M inority Interest 0 0 0 0 0

Networth 1,094 1,336 1,624 2,011 2,511

Loans 128 77 113 153 153

Net deffered tax liability 24 10 0 0 0

Capital employed 1,246 1,423 1,737 2,164 2,664

Gross fixed assets 1,380 1,440 1,531 1,601 1,701

Less: Depreciation 897 982 1,064 1,169 1,284

Net f ixed assets 483 457 467 432 417

Capital WIP 8 44 15 0 0

Investments 180 78 78 78 78

C urr. assets 1,396 1,824 2,190 2,740 3,373

Debtors 465 627 686 800 950

Cash & bank balance 95 227 437 702 954

Loans & advances 156 181 195 250 300

Other Current Assets 0 0 0 0 0

C urrent liab. & prov. 820 980 1,013 1,087 1,204

Net current  assets 576 844 1,176 1,653 2,169

A pplication of funds 1,246 1,423 1,737 2,164 2,664

E: Estimates

INCOME STATEMENT (Rs M )

Y /E  DECEMBER 2 0 0 3 2 0 0 4 2 0 0 5 2 0 0 6 E 2007E

Net sales 2,403 3,023 3,585 4,100 4,850

    Change (%) 25.8 18.6 14.4 18.3

EBITDA 262 456 622 779 994

    Change (%) 74.2 36.4 25.2 27.6

Depreciation 96 94 100 105 115

EBIT 166 363 523 674 879

Interest 16 8 5 9 11

Other income 109 105 78 60 60

PBT & EO i tems 259 460 595 725 929

P B T  259 460 595 725 929

Tax 77 160 210 240 310

    Rate (%) 29.6 34.7 35.2 33.1 33.4

R E P O R T E D  P A T 182 300 385 485 619

A djusted P A T 182 300 385 485 619

    Change (%) 64.9 28.4 25.9 27.4

EBITDA margin (%) 10.9 15.1 17.4 19.0 20.5

PAT margin (%) 7.6 9.9 10.8 11.8 12.8
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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.
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2. Group/Directors ownership of the stock No
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MOSt is not engaged in providing investment-banking services.

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, please contact
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