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  Engineering & Construction       
  

Reassuring Results Likely From 
‘Fallen Angels’ 

   
 
 

 30% Sales & 47% Bottom-line Growth Reinforce Confidence 
Likely 30%YoY top-line growth and a 47% growth in bottom line of Indian Engg.  
& Construction (E&C) majors during the April-June quarter should reinforce our 
bullish stance on the sector and reassure the markets after a 23% correction in 
stocks from the peak. While we expect muted growth in order backlog led by 
focus on acquiring better priced orders, the key issue to watch out for is rise in 
EBITDA margins led by new better priced orders. Reiterate buy on all the stocks 
we cover in the sector. 

Margin expansion and sales growth to drive PAT 47%YoY 
We expect the Indian E&C Sector, represented by BHEL, L&T, ABB, IVRCL and 
Nagarjuna (NJCC), to report sales growth of 30% YoY, EBITDA growth of 49% 
YoY and Recurring PAT growth of 47%YoY. 

Growth Leaders – BHEL (Big-Cap) & Nagarjuna (Mid-Cap) 
BHEL remains our preferred pick in the sector as it fixed technology issues such 
as advance class gas turbines & super-critical plants.This should not only 
complete its product offering but also drive order backlog (2.6x sales). Also, the 
Indian Government focus on indigenizing super-critical technology through BHEL 
& likely implementation of ultra mega power projects should drive future orders. 
Expect BHEL to post 35%, 63% & 54%YoY growth in Sales, EBITDA & PAT resp.

We expect L&T’s strong growth in order inflow to be continued in 1Q FY07 as the 
company has booked a series of big ticket orders in the recent past from domestic 
as well as export market. Overall L&T should experience 22% Sales growth, 35% 
EBITDA growth and a 34% PAT growth. Meanwhile, ABB’s strong results should 
be driven by continued strong sales growth of 32% YoY led by strong order 
backlog. Improved labour productivity and stable O&M costs should result in 50% 
YoY earning growth. 

Nagarjuna & IVRC – Preferred Mid-cap E&C Picks 
NJCC & IVRCL remain our preferred picks in the Mid-cap E&C space. Expect 
NJCC’s PAT to grow 52%y-y in 1QFY07 led by 55% y-y growth in sales and 
margin improvement by 36bps YoY. 

Table 1: Valuation and Return Table 
Company Price Rating  Mcap  P/E Return 

   Rsbn FY06 FY07E FY08E 3mth YTD
L&T Cons 2243 C-1-7 288 27.2 20.9 16.7 -8% 22%
BHEL 1952 C-1-7 440 26.2 18.4 16.3 -13% 41%
ABB 2496 C-1-7 99 45.3 29.4 20.9 -15% 29%
NCC 256 C-1-7 25 23.9 13.9 9.3 -29% -0.6%
IVRCL 228 C-1-7 23 24.6 15.0 11.4 -18% 55%
Source: Merrill Lynch Research Estimates 
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Table 2: Quarterly estimates 
(Rsmn) 1QFY06A 1QFY0YE YoY
Sales      
ABB     6,589     8,698 32.0%
BHEL    19,365    26,145 35.0%
L&T    31,111    37,914 21.9%
IVRCL     3,007     4,310 43.3%
Nagarjuna Construction Co     3,594     5,570 55.0%
Sector    63,665    82,637 29.8%
EBIDTA    
ABB        604        887 46.9%
BHEL     1,715     2,798 63.1%
L&T     1,765     2,375 34.6%
IVRCL        235        353 50.5%
Nagarjuna Construction Co        278        451 62.3%
Sector     4,597     6,864 49.3%
PAT    
ABB 436        655 50.2%
BHEL 1,279     1,963 53.5%
L&T 903     1,213 34.3%
IVRCL 171        245 43.7%
Nagarjuna Construction Co 192        291 51.9%
Sector     2,980     4,367 46.5%
Source: Merrill Lynch Research Estimates 
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Table 3: Quarterly estimates for Engineering & Construction stocks 
(Rs mn) ABB BHEL L&T IVRCL NCC Sector 
Sales         
1QFY06A     6,589    19,365    31,111      3,007     3,594    63,665 
4QFY06A     8,029    55,157    45,943      5,906     6,404  121,439 
1QFY07E     8,698    26,145    37,914      4,310     5,570    82,637 
% change       
YoY 32.0% 35.0% 21.9% 43.3% 55.0% 29.8%
QoQ 8.3% -52.6% -17.5% -27.0% -13.0% -32.0%
EBITDA         
1QFY06A        604     1,715     1,765         235        278     4,597 
4QFY06A        695    11,949     6,945         558        532    20,678 
1QFY07E        887     2,798     2,375         353        451     6,864 
% change       
YoY 46.9% 63.1% 34.6% 50.5% 62.3% 49.3%
QoQ 27.7% -76.6% -65.8% -36.6% -15.2% -66.8%
PAT         
1QFY06A 436 1,279 903 171 192     2,980 
4QFY06A 513 8,680 4,588 438 350    14,568 
1QFY07E        655     1,963     1,213         245        291     4,367 
% change       
YoY 50.2% 53.5% 34.3% 43.7% 51.9% 46.5%
QoQ 27.7% -77.4% -73.6% -44.0% -16.7% -70.0%
Source: Respective Company, Merrill Lynch Research Estimates 
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Price Objective Basis & Risk 
Larsen & Turbo 
Our PO of Rs2550 for L&T has been arrived at through a multi-pillar approach At 
Rs2550, the stock would trade at consolidated PER of 20x 1-year-forward 
(FY08E) earnings. Risks: Raw materials, increasing competition & project 
execution. 

Chart 1: Price Objective 
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Source: Merrill Lynch Research 

BHEL 
Our Rs2,760 PO is based on FY08E PER of 25x – in line with peak PE in the last 
cycle (94-97) & PEG of 1x. Risks: Chinese competition, project execution and cap 
on FII holding. 
 
Nagarjuna Construction 
Our PO of Rs400 is based on sum-of-the-parts. We have valued NJCC’s core 
business at PE 13x FY08E – a 30% discount to majors & in line with its own 
FY07E multiples.  Risks: Government capex, raw material costs, competition, 
potential denial of tax benefits (80IA), traffic/interest rate risk in Infra projects, & 
project execution. 

Table 4: NJCC- Sum Of The Parts 

Parts Rational / stake 
Value 

(Rs Mn) Rs/share

NCC Construction business 
13x FY08E PER - 30% discount to majors and in-
line with NCC's own multiples 37,250 361 

Bangalore-Maddur Road SPV DCF Value - 33% equity share 407 4
Meerut-Mu'nagar SPV DCF Value - 30% equity share 452 4
Bagalore Elevated Tollway PVt LTd DCF Value -33.5% equity share 1,172 11
Orai-Bhognipur Infrastructure Ltd DCF Value - 64%equity share 1,052 10
National Games Housing Complex 
project at Ranchi DCF Value -100% equity share 205 2
Andhra Pradesh Housing Board 
project in Vishakhapatnam DCF Value -89% equity share 227 2
Land Bank 4x Book Value; 20% discount to market 960 9
Gautami Power Book value of Investment 226 2
Total  41,952 406
Source: ML Research Estimates 
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ABB 
Our 12m PO is Rs3850 (+25%), based on 1-yr forward P/E of 30x. We believe our 
target valuation is justified considering its MNC parentage, technology and 
outsourcing opportunity leading to sustained earnings growth over CY05-08E 
(CAGR of 41%) and expanding RoE (34% by CY07E v/s 26.8% in CY05). Key 
risks: Competition & delay in power sector reforms/capex. 

IVRCL 
Our Rs330 PO is based on sum-of-the-parts approach. We have valued IVRCL’s 
core construction business at PER 15.0x FY08E – a 25% discount to E&C majors 
despite its faster growth, which should leave further upside. Risks: Government 
capex, raw material costs, competition, potential denial of tax benefits (u/s 80IA), 
traffic/interest rate risk in toll/annuity projects, and project execution risk. 
 

Table 5: IVRCL - Sum of Parts (PO Basis) 
Parts Basis Rs/share

IVRCL Construction business 
15x FY08E EPS - 25% discount to majors & ~16% to current 
FY07E 281

Hind-dorr-Oliver Equity Stake Current Mkt value 14.8
IVR Realty Prime  Expected Profit 4.4
Land Bank 40% discount to market 11
Jalandhar -Amritsar DCF - 100% stake 6.8
Chennai Desalination Plant DCF - 75% stake 10
Kumarapalayam–Chenagmpali 
Project  DCF - 100% stake 11.8
Salem - Kumarapalayam Project DCF - 100% stake 16.4
Total Value  356.4
Less Debt (FY08E)  26.6
Total  330
Source: ML Research Estimates 

 
      
Analyst Certification 
I, Bharat Parekh, hereby certify that the views expressed in this research report 
accurately reflect my personal views about the subject securities and issuers.  I 
also certify that no part of my compensation was, is, or will be, directly or 
indirectly, related to the specific recommendations or view expressed in this 
research report. 
  
Special Disclosures 
In accordance with the SEBI (Foreign Institutional Investors) Regulations and with 
guidelines issued by the Securities and Exchange Board of India (SEBI), foreign 
investors (individuals as well as institutional) that wish to transact the common 
stock of Indian companies must have applied to, and have been approved by 
SEBI and the Reserve Bank of India (RBI). Each investor who transacts common 
stock of Indian companies will be required to certify approval as a foreign 
institutional investor or as a sub-account of a foreign institutional investor by SEBI 
and RBI. Certain other entities are also entitled to transact common stock of 
Indian companies under the Indian laws relating to investment by foreigners. 
Merrill Lynch reserves the right to refuse copy of research on common stock of 
Indian companies to a person not resident in India.  American Depositary 
Receipts (ADR) representing such common stock are not subject to these Indian 
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law restrictions and may be transacted by investors in accordance with the 
applicable laws of the relevant jurisdiction. Global Depository Receipts (GDR) and 
the Global Depository Shares of Indian companies, Indian limited liability 
corporations, have not been registered under the U.S. Securities Act of 1933, as 
amended, and may only be transacted by persons in the United States who are 
Qualified Institutional Buyers (QIBs) within the meaning of Rule 144A under the 
Securities Act. Accordingly, no copy of any research report on Indian companies' 
GDRs will be made available to persons who are not QIBs. 
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The Investment Opinion System is contained at the end of the report under the heading "Fundamental Equity Opinion Key". Dark Grey shading indicates the security is restricted with the opinion suspended. Light Grey shading indicates the security 
is under review with the opinion withdrawn. Chart current as of May 31, 2006 or such later date as indicated. 
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Investment Rating Distribution: Engineering & Construction Group (as of 31 Mar 2006) 
Coverage Universe Count Percent  Inv. Banking Relationships* Count Percent
Buy 11 64.71%  Buy 4 36.36%
Neutral 6 35.29%  Neutral 1 16.67%
Sell 0 0.00%  Sell 0 0.00% 
Investment Rating Distribution: Global Group (as of 31 Mar 2006) 
Coverage Universe Count Percent  Inv. Banking Relationships* Count Percent
Buy 1145 40.29%  Buy 393 34.32%
Neutral 1474 51.86%  Neutral 430 29.17%
Sell 223 7.85%  Sell 44 19.73%
* Companies in respect of which MLPF&S or an affiliate has received compensation for investment banking services within the past 12 months.  

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating.  VOLATILITY RISK 
RATINGS, indicators of potential price fluctuation, are: A - Low, B - Medium, and C - High. INVESTMENT RATINGS, indicators of expected total return 
(price appreciation plus yield) within the 12-month period from the date of the initial rating, are: 1 - Buy (10% or more for Low and Medium Volatility Risk 
Securities - 20% or more for High Volatility Risk securities); 2 - Neutral (0-10% for Low and Medium Volatility Risk securities - 0-20% for High Volatility 
Risk securities); 3 - Sell (negative return); and 6 - No Rating. INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend 
considered to be secure); 8 - same/lower (dividend not considered to be secure); and 9 - pays no cash dividend.  
 

MLPF&S or an affiliate was a manager of a public offering of securities of this company within the last 12 months: Nagarjuna Const. 
The company is or was, within the last 12 months, an investment banking client of MLPF&S and/or one or more of its affiliates: Nagarjuna Const. 
MLPF&S or an affiliate has received compensation from the company for non-investment banking services or products within the past 12 months: ABB. 
The company is or was, within the last 12 months, a securities business client (non-investment banking) of MLPF&S and/or one or more of its affiliates: ABB. 
In the US, retail sales and/or distribution of this report may be made only in states where these securities are exempt from registration or have been qualified for 

sale: ABB, IVRCL Infrastruc, Larsen & Toubro, Nagarjuna Const. 
MLPF&S or an affiliate has received compensation for investment banking services from this company within the past 12 months: Nagarjuna Const. 
MLPF&S or an affiliate expects to receive or intends to seek compensation for investment banking services from this company within the next three months: 

ABB, Larsen & Toubro. 
MLPF&S together with its affiliates beneficially owns one percent or more of the common stock of this company. If this report was issued on or after the 10th day 

of the month, it reflects the ownership position on the last day of the previous month.  Reports issued before the 10th day of a month reflect the ownership position at 
the end of the second month preceding the date of the report: Larsen & Toubro. 

The country in which this company is organized has certain laws or regulations that limit or restrict ownership of the company's shares by nationals of other 
countries: ABB, Bharat Heavy, IVRCL Infrastruc, Larsen & Toubro, Nagarjuna Const. 

The analyst(s) responsible for covering the securities in this report receive compensation based upon, among other factors, the overall profitability of Merrill 
Lynch, including profits derived from investment banking revenues.   
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Other Important Disclosures 
 

MLPF&S or one of its affiliates has a significant financial interest in the fixed income instruments of the issuer.  If this report was issued on or after the 10th day 
of a month, it reflects a significant financial interest on the last day of the previous month.  Reports issued before the 10th day of a month reflect a significant 
financial interest at the end of the second month preceding the date of the report: Larsen & Toubro. 

UK readers:  MLPF&S or an affiliate is a liquidity provider for the securities discussed in this report. 
 

Information relating to Non-U.S. affiliates of Merrill Lynch, Pierce, Fenner & Smith Incorporated (MLPF&S): 
MLPF&S distributes research reports of the following non-US affiliates in the US (short name: legal name): Merrill Lynch (France): Merrill Lynch Capital Markets 

(France) SAS; Merrill Lynch Dublin (Frankfurt Branch): Merrill Lynch CMB Ltd, Dublin, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty) 
Ltd; Merrill Lynch (Milan): Merrill Lynch Capital Markets Bank Limited;  MLPF&S (UK): Merrill Lynch, Pierce, Fenner & Smith Limited; Merrill Lynch (Australia): Merrill 
Lynch Equities (Australia) Limited; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd; 
Merrill Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill Lynch 
Argentina SA; Merrill Lynch (Brazil): Banco Merrill Lynch de Investimentos SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co, Ltd; Merrill Lynch (Seoul): 
Merrill Lynch International Incorporated (Seoul Branch); Merrill Lynch (Taiwan): Merrill Lynch Taiwan Limited; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; 
PT Merrill Lynch (Indonesia): PT Merrill Lynch Indonesia; Merrill Lynch (KL) Sdn. Bhd.: Merrill Lynch (Malaysia); Merrill Lynch (Israel): Merrill Lynch Israel Limited; 
Merrill Lynch (Russia): Merrill Lynch CIS Limited, Moscow.  

This research report has been prepared and issued by MLPF&S and/or one or more of its non-U.S. affiliates. MLPF&S is the distributor of this research report in 
the U.S. and accepts full responsibility for research reports of its non-U.S. affiliates distributed in the U.S. Any U.S. person receiving this research report and wishing 
to effect any transaction in any security discussed in the report should do so through MLPF&S and not such foreign affiliates. 

This research report has been approved for publication in the United Kingdom by Merrill Lynch, Pierce, Fenner & Smith Limited, which is authorized and 
regulated by the Financial Services Authority; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co, Ltd, a registered securities dealer 
under the Securities and Exchange Law in Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC; is 
issued and distributed in Taiwan by Merrill Lynch (Taiwan) Ltd or Merrill Lynch, Pierce, Fenner & Smith Limited (Taiwan Branch); is issued and distributed in 
Malaysia by Merrill Lynch (KL) Sdn. Bhd., a licensed investment adviser regulated by the Malaysian Securities Commission; and is issued and distributed in 
Singapore by Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd (Company Registration No. 198602883D). Merrill 
Lynch International Bank Limited and Merrill Lynch (Singapore) Pte Ltd. are regulated by the Monetary Authority of Singapore. Merrill Lynch Equities (Australia) 
Limited, (ABN 65 006 276 795), AFS License 235132, provides this report in Australia. No approval is required for publication or distribution of this report in Brazil. 

Merrill Lynch Dublin is regulated by BaFin. 
Copyright, User Agreement and other general information related to this report: 
Copyright 2006 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. This research report is prepared for the use of Merrill Lynch clients and 

may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of Merrill Lynch. Merrill Lynch 
research reports are distributed simultaneously to internal and client websites eligible to receive such research prior to any public dissemination by Merrill Lynch of 
the research report or information or opinion contained therein. Any unauthorized use or disclosure is prohibited. Receipt and review of this research report 
constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report (including 
any investment recommendations, estimates or price targets) prior to Merrill Lynch's public disclosure of such information. The information herein (other than 
disclosure information relating to Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee its accuracy. 

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer, 
to buy or sell any securities or other investment or any options, futures or derivatives related to such securities or investments. It is not intended to provide personal 
investment advice and it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person who may 
receive this report.  Investors should seek financial advice regarding the appropriateness of investing in any securities, other investment or investment strategies 
discussed or recommended in this report and should understand that statements regarding future prospects may not be realized.  Investors should note that income 
from such securities or other investments, if any, may fluctuate and that price or value of such securities and investments may rise or fall.  Accordingly, investors may 
receive back less than originally invested.  Past performance is not necessarily a guide to future performance. Any information relating to the tax status of financial 
instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice.  Investors are urged to seek tax advice based on 
their particular circumstances from an independent tax professional. 

Foreign currency rates of exchange may adversely affect the value, price or income of any security or related investment mentioned in this report.  In addition, 
investors in securities such as ADRs, whose values are influenced by the currency of the underlying security, effectively assume currency risk. 

Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related 
investments.  

Merrill Lynch Research policies relating to conflicts of interest are described at http://www.ml.com/media/43347.pdf. 
iQanalytics, iQcustom, iQdatabase, iQmethod, iQmethod 2.0, iQprofile, iQtoolkit, iQworks are service marks of Merrill Lynch & Co., Inc. 
Fundamental equity reports are produced on a regular basis as necessary to keep the investment recommendation current.   


