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Figure 1. Punj Lloyd Statistical Abstract 

Year to Net Profit FD EPS EPS 
Growth 

P/E EV / EBITDA ROE Div. Yield Adj P/E Adj 
EV/EBITDA

31-Mar (Rsmn) (Rs) (%) (x) (x) (%) (%) (x) (x)
FY05A 272 2.23 na 209.9 30.3 7.8% 0.0% 195.2 28.4
FY06A 545 1.93 -13.6% 242.9 66.7 6.7% 0.0% 225.9 62.2
FY07 1,973 6.98 261.7% 67.2 34.6 16.4% 0.1% 62.4 32.3
FY08E 3,358 10.42 49.3% 45.0 20.7 18.2% 0.1% 41.8 19.3
FY09E 5,153 16.00 53.4% 29.3 15.0 19.3% 0.1% 27.3 14.0
FY10E 6,910 21.45 34.1% 21.9 11.6 21.2% 0.1% 20.3 10.8

Source: Citi Investment Research estimates #Adjusted for real estate and other investments 
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Punj Lloyd (PUJL.BO) 
Buy: Scorching Growth, 2QFY08 PAT up 168% YoY   
  

 PAT up 168% YoY — Punj Lloyd did an encore of its 1QFY08 PAT growth of 

101% yoy; only this time better with 2QFY08 PAT of Rs895mn up 168% yoy 
(46% ahead of CIR estimate of Rs613mn, up 84% yoy) on better than expected 
sales growth and higher EBITDA margins. 

 Strong operating performance — Sales at Rs18.9bn (up 60% yoy) was ahead of 

CIR expectations of Rs16.4bn (up 38% yoy) on stronger than expected order 
execution. Further EBITDA margin expansion of 2.9% was ahead of CIR 
expectations of 2.3%. We do not yet have the details of whether this expansion 
was primarily Punj led or Semb led. 

 Comfortable order backlog — Punj + Semb booked five quality large orders 

totaling Rs20.7bn ending 2QFY08 with an order backlog of Rs148.5bn (up 
33% yoy) comprising Rs43.4bn of Semb orders (up 24% yoy) and Rs105bn of 
Punj orders (up 37% yoy). 

 Enough bandwidth to scale up — Last year Punj was working on 35 orders and 

this year it’s working on 38-39 orders. A year back, average order size was 
US$35mn, which is US$135mn this year and will be US$200 mn next year.   

 Valuation gap with L&T should narrow — L&T’s order backlog is 2.7x that of 

Punj + Semb but (1) its market cap is 7.0x and (2) is 29% more expensive than 
Punj. We expect this valuation and market capitalization gap to narrow as Punj 
Lloyd delivers earnings growth at a pace superior to L&T over the next 3 years.  
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Buy/Low Risk 1L

Price (31 Oct 07) Rs468.85
Target price Rs464.00
Expected share price return -1.0%
Expected dividend yield 0.1%
Expected total return -1.0%

Market Cap Rs136,372M
  US$3,469M
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Figure 2. Punj Lloyd 2QFY08 Results Review 

  2QFY07 2QFY08A 2QFY08E
Net Sales 11,843 18,942  16,357 
Growth  59.9% 38.1%
  
Raw Material + Subcontracting % 62.9% 68.8%  
Consumption of Raw materials (4,906) (7,996) 
as a % of sales 41.4% 42.2% 
  
Contractor Charges (2,542) (5,034) 
as a % of sales 21.5% 26.6% 
  
Staff Costs  (1,450) (1,998) 
as a % of sales 12.2% 10.5% 
  
Other expenditure (2,248) (2,248) 
as a % of sales 19.0% 11.9% 
  
Total Expenditure (11,145) (17,277) (15,019)
as a % of sales 94.1% 91.2% 91.8%
  
EBITDA 697 1,666  1,339 
EBITDA Margin 5.9% 8.8% 8.2%
  
Depreciation (249) (334) (390)
  
EBIT 449 1,332  949 
EBIT Margin 3.8% 7.0% 5.8%
  
Interest (168) (394) (300)
Other Income 128 305  230 
PBT 409 1,243  879 
  
Tax (73) (349) (264)
Tax Rate % 18% 28% 30%
  
Share of loss transferred to Minority (2) 0  (2)
  
PAT after associates/minority 334 895 613
Growth  168% 84%

Source: Citi Investment Research 

  

Punj Lloyd 

Company description 

Punj Lloyd is an Indian Engineering & Construction (E&C) major catering to the 
hydrocarbons and civil construction sectors across India, Asia and the Middle 
East. Its services include laying pipelines, building roads, and the construction 
of refineries and tankages, power plants, and other infrastructure facilities. In 
FY07 Punj Lloyd acquired Semb, which helped it scale up its expertise to 
upstream oil & gas, airports, jetties, MRT/LRT and tunnelling amongst others, 
in the infrastructure domain. Enabled by the extended capabilities accruing 
from this acquisition, Punj Lloyd is now also pre-qualified for larger and more 
complex project bids. 



Punj Lloyd (PUJL.BO) 

1 November 2007 

 

Citigroup Global Markets  Equity Research 3 

Investment strategy 

We rate Punj Lloyd Buy/Low Risk (1L) as: 1) We always believed that Punj 
could be the only mid-cap Indian construction company to give L&T a run for 
its money. The first sign that Punj Lloyd could actually deliver on its potential 
came with a 4QFY07 PAT of Rs889mn that was 59% ahead of our estimates. 2) 
Punj Lloyd has taken more risks in terms of bidding in more countries and 
domains to ramp up its skill sets. At the end of FY07 Punj Lloyd had the third 
largest order backlog of Rs159bn after BHEL and L&T. 3) In FY07 Punj Lloyd 
acquired Semb, which has helped it scale up its infrastructure expertise to 
upstream oil & gas, airports, jetties, MRT/LRT and tunnelling amongst others. 
Also, Punj Lloyd is now pre-qualified for larger and more complex project bids. 
4) Punj Lloyd's move up the value chain is reflected in the average size of the 
projects it has won increasing from US$30mn to US$100mn in FY07 (which 
could move up to US$200mn). 

Valuation 

Our target price of Rs464 is based on a target P/E multiple of 23x Sep09 for 
Semb + Punj, which is well supported by earnings CAGR of 45% over FY07-
10E and RoEs expanding from 18% in FY08E to 21% in FY10E. Our target 
multiple is at a discount to that of L&T. Despite Punj Lloyd's superior earnings 
CAGR of 45% over FY07-10E vis-à-vis that of 35% for L&T, we believe Punj 
Lloyd should trade at a discount to L&T given L&T's superior order backlog, 
RoEs and execution capabilities. Further, we also value Punj Lloyd investments 
in a shipyard and a real estate JV at a P/BV of 2.0x 

Risks 

We rate Punj Lloyd Low Risk which differs from the Medium Risk rating 
suggested by our quantitative risk rating system but in line with other 
construction companies given the company's FY07E ending Order Book of 
Rs159bn implying sales coverage of 3.1x FY07 sales, providing visibility over 
the next 2-3 years, in our view. The key downside risks that could impede the 
stock from reaching our target price include: 1) Integration risks relating 
SembCorp E&C; 2) Revenue volatility due to project-driven nature of business; 
3) Exports - subject to geopolitical risks; 4) Project implementation risks, bad 
debts and receivables; 5) Sensitivity to raw material costs and foreign currency 
fluctuations; and 6) Employee retention could be a key challenge. 

Larsen & Toubro (LART.BO - Rs4,244.55; 1L) 

Valuation: Using a comps-based P/E of 26x FY09E, we get a core business 

value of Rs2,326 for L&T's core business. We also believe that the parent 
numbers do not capture the value inherent in the subsidiaries of L&T. We use a 
sum-of-the-parts (SOTP) methodology to value the L&T group, resulting in a 
target price of Rs2,765. We value L&T's subsidiaries at Rs439 with L&T 
Infotech at Rs222 (16x FY09E EPS, in-line with second-tier peers) and L&T 
IDPL at Rs79 (a 20% premium to private equity valuations, because a number 
of projects will be commissioned over the next couple of years). 

Risks: We rate L&T Low Risk, as opposed to the High Risk suggested by our 

quantitative risk-rating system, because L&T's order backlog of c.Rs369bn 
represents two years' sales and provides earnings visibility. Downside risks to 
our target price include: 1) Attracting and retaining talent; 2) the E&C and 
electrical equipment businesses are sensitive to economic variables; 3) 
Competitive pressures, and 4) L&T needs to keep abreast of technology trends 
to sustain valuations and earnings.  
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Appendix A-1 
Analyst Certification 

Each research analyst(s), strategist(s) or research associate(s) responsible for the preparation and content of this research report hereby certifies that, with 
respect to each issuer or security that the research analyst, strategist or research associate covers in this research report, all of the views expressed in this 
research report accurately reflect their personal views about those issuer(s) or securities.  Each research analyst(s) strategist(s) or research associate(s) also 
certify that no part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that research 
analyst, strategist or research associate in this research report. 
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Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Larsen & Toubro and 
Punj Lloyd. 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Larsen & Toubro and Punj Lloyd 
in the past 12 months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as investment banking client(s): Larsen & Toubro and Punj Lloyd. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, securities-related: Larsen & Toubro and Punj Lloyd. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, non-securities-related: Larsen & Toubro and Punj Lloyd. 



Punj Lloyd (PUJL.BO) 

1 November 2007 

 

Citigroup Global Markets  Equity Research 5 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability, which includes revenues from, among other business units, the 
Private Client Division, Institutional Sales and Trading, and Investment Banking. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research product ("the Product"), 
please contact Citi Investment Research, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the same important disclosures, 
with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at www.citigroupgeo.com. Private 
Client Division clients should refer to www.smithbarney.com/research.  Valuation and Risk assessments can be found in the text of the most recent research note/report 
regarding the subject company.  Historical disclosures (for up to the past three years) will be provided upon request. 

Citi Investment Research Ratings Distribution    
Data current as of 30 September 2007 Buy Hold Sell
Citi Investment Research Global Fundamental Coverage (3358) 50% 38% 12%

% of companies in each rating category that are investment banking clients 53% 55% 42%
Guide to Fundamental Research Investment Ratings: 
Citi Investment Research's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of Citi Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and 
risk rating. 
For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are: Buy (1) (expected total return of 15% or 
more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for 
Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 
10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 
Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or 
other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management. 
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected 
performance and risk. 
 

Guide to Corporate Bond Research Credit Opinions and Investment Ratings: 

Citi Investment Research's corporate bond research issuer publications include a fundamental credit opinion of Improving, Stable or Deteriorating and a complementary 
risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding the credit risk of the company featured in the report.  The fundamental credit opinion reflects the 
CIR analyst's opinion of the direction of credit fundamentals of the issuer without respect to securities market vagaries.  The fundamental credit opinion is not geared to, 
but should be viewed in the context of debt ratings issued by major public debt ratings companies such as Moody's Investors Service, Standard and Poor's, and Fitch 
Ratings.  CBR risk ratings are approximately equivalent to the following matrix: Low Risk    Triple A to Low Double A; Low to Medium Risk    High Single A through High Triple 
B; Medium to High Risk    Mid Triple B through High Double B; High to Speculative Risk    Mid Double B and Below.  The risk rating element illustrates the analyst's opinion 
of the relative likelihood of loss of principal when a fixed income security issued by a company is held to maturity, based upon both fundamental and market risk factors. 
Certain reports published by Citi Investment Research will also include investment ratings on specific issues of companies under coverage which have been assigned 
fundamental credit opinions and risk ratings. Investment ratings are a function of Citi Investment Research's expectations for total return, relative return (to publicly 
available Citigroup bond indices performance), and risk rating. These investment ratings are: Buy/Overweight    the bond is expected to outperform the relevant Citigroup 
bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market), performances of which are updated monthly and can be viewed at 
http://sd.ny.ssmb.com/ using the "Indexes" tab; Hold/Neutral Weight    the bond is expected to perform in line with the relevant Citigroup bond market sector index; or 
Sell/Underweight    the bond is expected to underperform the relevant sector of the Citigroup indexes. 

OTHER DISCLOSURES 
The subject company's share price set out on the front page of this Product is quoted as at 31 October 2007 03:58 PM on the issuer's primary market. 

Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to Larsen & Toubro and Punj Lloyd. (For an explanation of the determination 
of significant financial interest, please refer to the policy for managing conflicts of interest which can be found at www.citigroupgeo.com.) 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as 
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the 
Product. The Firm regularly trades in the securities of the subject company(ies) discussed in the Product. The Firm may engage in securities transactions in a manner 
inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any 
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although 
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and 
condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important Disclosures 
section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but not limited to, 
discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies.  However, it should 
be presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication.  All opinions, projections and 
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without 
notice. Prices and availability of financial instruments also are subject to change without notice.  Notwithstanding other departments within the Firm advising the 
companies discussed in this Product, information obtained in such role is not used in the preparation of the Product.  Although Citi Investment Research does not set a 
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Investment Research to provide research coverage of 
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for 
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