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Encouraging annual numbers; lower taxes boost
Q4FYO7 bottomline

RPG Transmission Ltd. (RPGT) posted modest Q4FYO7 results,
with topline growth of 4% YoY. Lower tax provisions, on account
of past accumulated losses, boosted its net profit by 165% YoY.
For FYO7, RPGT posted spectacular topline and bottomline
growth of 46% and 185% respectively. Drastic reduction in
working capital cycle has enabled it to improve return ratios.
RPGT’s financial turnaround in FYO6 and strong growth in FYO7
indicates its capability to bag large ticket orders through its vast
experience in undertaking transmission line EPC contracts. The
company has also forayed into the rural electrification space by
bagging a project worth Rs100mn during the quarter.

The company’s robust order book position of Rs4.8bn and
diversification into rural and railway electrification projects would
further boost revenue growth over the next two years. RPGT
remains one of the cheapest stocks in the sector trading at 12.8x
its FYO7 EPS.

The key highlights for the quarter were:

A RPG Transmission’s topline grew by a modest 4% during
Q4FY07. However, the results should be viewed from an
annual perspective, since the order execution cycle and
revenue booking for EPC happens over 12-18 months. For
FYO7, RPGT posted a phenomenal 46% growth in net sales
(annualised), driven by 20% volume growth in EPC
contracts.

For FYO7, RPGT’s capacity utilisation rate of transmission
towers used for EPC contracts increased to about 65% as
against 55%, leading to a drop in job work orders
executed.

As a result, RPGT’s operating margin improved drastically
by 200bps to 11.5% in FYO7. We expect margins to sustain
between 12-12.5% going forward.

A RPGT’s tax outgo was low during the year on account of
accumulated losses, for which the company had not
created a deferred tax asset earlier. This, combined with
stable interest and depreciation costs, boosted net profit
growth by 165% YoY in Q4FY07 and 185% for FY07.

Working capital intensity of the business has reduced
drastically, with debtors and inventory days coming down
to 141 days and 32 days in FYO7 as compared to 218 days
and 63 days in FY06 respectively. With further reduction
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expected on account of lower job works undertaken by the company, return
ratios are expected to improve going forward.

A  RPGT has successfully used its vast experience and manufacturing capabilities
to bag large EPC contracts from PGCIL and other utilities. RPGT has built-up a
strong order book position, which stood at Rs4.8bn as on March 31, 2007.
Besides, its diversification into rural and railway electrification contracts would
further boost its revenue over the next two years. RPGT has already made a
successful foray into this space by bagging a project worth Rs100mn during
Q4FYO07.

A RPGT is one of the cheapest in the T&D pack. The company’s current valuation
doesn’t capture its inherent track record in the transmission tower EPC
business and its strong growth prospects. The stock trades at 12.8x its FY07
EPS.

Table 1. Quarterly result table

Rs mn Q4FYO7 Q3FYO7 QoQ (%) Q4FY06  YoY (%)

Net sales from operations 1,007.1 905.1 11.3 969.8 3.8

Total Expenses 888.3 793.3 12.0 861.0 3.2
%of net sales 88.2 87.6 88.8

(Increase)/Decrease in stock 50.4 (19.3) (48.3)

Raw material Consumed 440.3 418.4 5.2 622.9 (29.3)
%of net sales 48.7 44.1 59.2

Employee cost 70.5 64.3 9.6 64.7 9.0
%of net sales 7.0 7.1 6.7

Other Expenses 327.1 329.9 (0.8) 221.7 47.5
%of net sales 32.5 36.4 22.9

EBITDA 118.8 111.8 6.3 108.8 9.2
%of net sales 11.8 12.4 11.2

Depreciation 5.5 4.6 19.6 5.2 5.8

EBIT 113.3 107.2 5.7 103.6 9.4
%of net sales 11.3 11.8 10.7

Interest 17.7 18.9 (6.3) 25.3 (30.0)

Other Income 0.9 2.8 (67.9) 3.0 (70.0)

PBT 96.5 91.1 5.9 81.3 18.7

Provision for tax (including

deferred tax) 3.9 324 435

Net Profit 100.4 58.7 71.0 37.8 165.6
NP margin % 10.0 6.5 3.9

Equity 156.2 156.2 156.2

EPS 6.4 3.8 71.0 2.4 165.6

Source: |ISL research, company
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Disclaimer Clause

This report has been prepared by the Research Department of IL&FS Investsmart Securities Limited (IISL). The information and opinions contained herein have
been compiled or arrived at based upon information obtained in good faith from sources believed to be reliable. Such information has not been independently
verified and no guaranty, representation of warranty, express or implied is made as to its accuracy, completeness or correctness. All such information and opinions
are subject to change without notice. This report has been produced independently of the company, and forward looking statements, opinions and expectations
contained herein are entirely those of IISL and given as part of its normal research activity and not as a Manager or Underwriter or any Offering or as an agent of
the Company or any other person. Accordingly, if the Company should at any time commence an Offering of securities, any decision to invest in any such Offer or
invitation to subscribe for or acquire securities of the Company must be based wholly on the information contained in the Final Prospectus issued or to be issued
by the Company in connection with any such Offer or invitation and not on the contents hereof. This document is for information purpose only. Descriptions of any
company or companies or their securities mentioned herein are not intended to be complete and this document is not, and should not be construed as an offer or
solicitation of an offer, to buy or sell any securities or other financial instruments. IISL, its directors, analysts or employees do not take any responsibility financial or
otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted to,
fluctuation in the prices of the shares and bonds, changes in the currency rates, diminution in the NAVs reduction in the dividend or income, etc

IISL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in
the report or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies / organizations
described in this report.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by any person or entity who is a citizen or
resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law
or regulation or what would subject IISL or its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently send or has
reached any individual in such country, especially, USA the same may be ignored and brought to the attention of the sender. This document may not be
reproduced, distributed or published for any purpose without prior written approval of IISL.

Foreign currency denominated securities, if any, wherever mentioned are subject to exchange rate fluctuations which could have an adverse effect on their value
or price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively
assume currency risk.
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