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Sector outperformance of 32% since March 2009; valuations running ahead of earnings

Our Engineering and Capital Goods universe, comprisng ABB, BHEL, Crompton Greaves, L& T and Siemens, has
delivered 81% returns since March 2009, v/s 49% by BSE Sensex. The recent outperformance had been driven by
expectations of positive impact on business environment with continuity of government. Post the recent outperformance,
1-year forward sector P/E now stands at 22x FY 11 and isin-line with 21x, average during FY 05-09. The period between
FY 05-09 was one of the best periodsin terms of power and industrial capex, resulting in earnings CAGR of 38%. During
FY09-11, we expect earnings CAGR of 17%, and thus the current P/E of 22x leaves limited room for further
outperformance, until visibility improves further on order intake and thus earnings.

SECTOR PER (1 YR FORWARD) AT 20X FY10E AND EXPECTED EARNINGS CAGR AT 17% IN FY09-11

Further out-performance looks difficult with earnings
CAGR of just 17% during FY09-11E; unless visibility
improves on order intake and earnings
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Note: Shaded area indicates earnings growth in excess of 20% YoY Source: Bloomberg/MOSL

Valuation multiples convergein uncertain ear nings outlook period: Our analyss indicates convergence of valuation
multiples for Engineering and Capital Goods sector during periods when earnings outlook is uncertain. For instance, in
FY 02 and FY 03, P/E multiples (1-year forward) had converged at 7.5-9.0x. These periods coincided with beginning of
the revival of the industrial cycle, and sector reported earnings growth of 57% YoY in FY02 and 15% YoY in FY03 vs
negative earnings growth of 17% CAGR during FY98-01. Similarly, we notice that currently, the sector P/Es have
largely converged, again given the uncertain earnings outlook.

Current valuations partly factor in industrial recovery; ABB, Siemens and L& T more leveraged

= ABB, Semensarehighly leveraged to private capex. Thus, the valuation will expand in the event of industrial capex
recovery. Currently, both companies already quote at 30% premium to sector average.

= BHEL's recent sector underperformance of 33% since March 2009 is driven by moderate earnings upgrades
expectations as compared to peers, post continuity of government.

& L&T trades at premium of 10% to sector average and we believe that any further premium expansion is contingent
on industrial capex rebound and success of new ventures like ship building, power equipment, nuclear, railways.

Valuation and view: We remain Neutral on the sector since it trades at one year forward P/E of 22x, in line with
average during best period of earnings CAGR for the sector (FY 05-FY 09).
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Limited room for further outperformance; valuations running ahead of
earnings

Our Engineering and Capital Goodsuniverse, comprisng ABB, BHEL, Crompton Greaves,
L&T and Siemens has delivered 81% returns since March 2009, v/s49% by BSE Sensex
and 42% by NSE Nifty. The recent out-performance had been driven by comfortable
valuations (at 14x FY 10 in March 2009) and expectations of positive impact on business
environment with continuity of government.

Post the recent out-performance, 1-year forward sector P/E now stands at 22x FY 11 and
isin-linewith 21x, average during FY 05-09. The period between FY 05-09 was one of the
best periodsin terms of power and industrial capex, resulting in earnings CAGR of 38%.
During FY09-11, we expect earnings CAGR of 17%, and thus the current P/E of 22x
leaves limited room for further outperformance, until visibility improves further on order
intake and thus earnings.

SECTOR PER (1 YR FORWARD) AT 20X FY10E AND EXPECTED EARNINGS CAGR AT 17% IN FY09-11
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Valuation multiples converge in uncertain earnings outlook period; ABB,
Siemens highly leveraged to industrial capex

Our analyss indicates convergence of valuation multiples for Engineering and Capital
Goods sector during periods when earnings outlook is uncertain. For instance, in FY 02
and FY 03, P/E multiples (1-year forward) had converged at 7.5-9x. These periods coincided
with the beginning of the new industrial cycle, and sector reported earnings growth of
57% YoY in FY02 and 15% YoY in FY03; vs negative earnings growth of 17% CAGR
during FY 98-01. Similarly, we noticethat currently, the sector P/Eshavelargely converged,
again given the uncertain earnings outl ook.

Higtorical analysis indicates that as indugtrial activity improves in the economy, in the
initial years, companies like ABB and Siemens trade at significant (50-70%) premium to
peers. Thisis because these companies are more leveraged to industrial capex. Thus, we
believethat a possible recovery intheindustrial cycle during 2HCY 10, will be positive for
both ABB and Siemens, and could drive out-performance vs peers.
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SECTOR PER CONVERGES IN UNCERTAIN EARNINGS OUTLOOK PERIOD — HAPPENED IN FY02/FYO3 AND CURRENTLY
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ABB: Always trades at premium valuations to peers; premium could expand
with revival of industrial capex

ABB has condgtently traded at premium to peers due to (1) technology access through
parent, (2) well-diversified business mix with capability to cater to indugtry, infrastructure
and consumers, and (3) strong return ratios and balance sheet as compared to peers.
Higorically, the valuation premium has contracted and expanded depending upon strength
of the industrial capex. We bdieve that valuation gap could expand between ABB and
sector average in case of a possible recovery in the indugtrial cycle during 2HCY 10.

ABBS VALUATION PREMIUM TO PEERS HAS NARROWED, GIVEN SLOWDOWN IN INDUSTRIAL CAPEX (PER, X)
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BHEL: Recent underperformance driven by possible earnings upgrades
for peers

BHEL s recent sector underperformance of 33% since March 2009 is driven by moderate
earnings upgrades expectations as compared to peers, post continuity of government.
Historically, BHEL has always traded at average discount of ~16% to sector P/E. The
stock quoted at premium to sector averagein (1) FY 03-FY 05 driven by passage of Electricity
Act, Tripartite agreement, etc which had led to serious reforms in power sector, and (2)
FY 08-FY 09 driven by the robust earnings outlook of 20-25% CAGR and book to bill ratio
of 4x+, vsdeterioration in earnings outlook for peers.

BHEL'S PREMIUM VALUATIONS DURING FYO08/FY09 WAS DRIVEN BY SUPERIOR EARNINGS OUTLOOK VS PEERS
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L&T: Uncertainty on industrial capex/ capital allocation led to increased
valuation discount against industry in FY08-FYQ9

For majority of the period during FY 03-FY 09, L& T hastraded at discounted valuationsto
sector average. During FY 09, the uncertainly onindustrial capex (L& T derives ~45-50%
of profits from industrial activities) and concerns on capital allocation (investments /
advances in subsidiaries, associates, etc at Rs54b in FY 09 vs 12b in FY07) have led to
widening of discount vs sector average to 20%. Currently, the stock trades at premium of
10% to sector average and we believe that any further premium expansion is contingent
on industrial capex rebound and success of new ventures like ship building, power
equipment, nuclear, railways, power generation, etc.
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L&T CURRENTLY TRADES AT 10% PREMIUM TO SECTOR PER; SUSTAINABILITY CONTINGENT ON INDUSTRIAL
CAPEX REVIVAL
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Crompton Greaves: recent widening of valuation gap vs ABB partly captures
in possibility of revival in industrial capex

Since FY 03, Crompton has been trading at an average P/E discount of 55% to ABB.
Given that Crompton has lower exposure to industrial capex as compared to ABB and
also derives ~50%+ of consolidated profits from overseas markets (vs ~8-10% for ABB),
the valuation gap shrank during periods of weak industrial capex in India. In a scenario of
robust growthin Indian power sector and pick upinindustrial capex, the valuation discount
between ABB and Crompton will widen. During FY 09, the gap had shrunk significantly
but has again increased to 43% during 1QFY 10; implying possibility of industrial revival.

CROMPTON: CURRENTLY TRADES AT A DISCOUNT OF 43% TO ABB, VS AVERAGE OF 55% POST FYO03
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Valuation and view
Weremain Neutral on the sector since it trades at one year forward P/E of 22x, in line
with average during best period of earnings CAGR for the sector (FY 05-FY 09).

COMPARATIVE VALUATION

RATING CMP TARGET PRICE EPS (RS) PER (X) P/BV (X) ROE (%)
RS/SH RS  PER (X) RETN.(%) FY10  FY1l %YOY  FY10  FYll  FY10  Fyll  FYl0  Fyll
ABB Neutral 787 695 25 (12) 23.8 27.8 16.7 33.1 28.3 6.5 54 215 20.8
L&T Neutral 1,588 1,231 18 (22) 585 65.0 111 271 24.4 6.5 5.6 21.3 20.2
BHEL Neutral 2,225 2,033 18 (9) 878 1129 287 254 197 6.9 56 300 312
Crompton Neutral 293 285 15 3) 16.9 19.0 125 17.3 15.4 6.9 56 312 28.1
Siemens Neutral 487 346 20 (29) 18.5 175 54 264 279 5.2 4.5 22.9 16.7

Source: MOSL
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Institutional: Navin Agarwal. Retail: Manish Shah
Phone: (91-22) 39825500 Fax: (91-22) 22885038. E-mail: reports@motilal oswal.com

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

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, fithess 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
The MOSt group and its Directors own shares in the following companies covered in this report: Nil
MOSt has no broking relationships with the companies covered in this report.

MOSt is engaged in providing investment-banking services in the following companies covered in this report: Nil

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.
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