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Q3FY2008 Result Update

Patel Engineering (PEL) has again managed to showcase a decent
performance on the top line. The company reported a 33% YoY
growth in sales and was in-line with our expectations, and 37%
YoY growth in reported profit after tax. However profits without
benefits of u/s 80IA stood at Rs 315mn.

Third Quarter (Q3FY2008)…good as it gets

PEL posted revenues worth Rs 3.7bn for Q3FY2008 as against Rs 2.8bn
for Q3FY2007. The EBIDTA margins however faced some pressure and
reported a reduction of 96bps YoY (from 16.6% in Q3FY2007 to 15.6%
in Q3FY2008) on account of reduction of share of some high margin
projects and adjustment in accounting policies.

Exhibit 1: Q3FY2008 …revenues scaling new highs

Source: Company,  FQ Research
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Key Financials
Y/E  March (Rs mn) FY2007* FY2008E FY2009E FY2010E

Net Sales 11,035 15,354 20,307 26,681
% chg 9.1 39.1 32.3 31.4
Net Profit 1,168 1,173 1,593 2,110
% chg 56.1 0.4 35.8 32.5
EPS (Rs) 19.6 19.7 26.7 35.4
EBITDA Margin (%) 13.7 14.2 14.9 15.1
P/E (x) 50.0 49.8 36.7 27.3
P/CEPS (x) 40.0 37.5 27.8 21.6
EV/EBIDTA 39.0 29.7 22.8 16.0
Book Value(Rs) 118.7 136.5 158.8 202.4
P/BV(x) 8.1 7.1 6.1 4.8
RoE (%) 16.5 14.4 16.8 17.5

Price Performance (%)

Absolute Relative

3 Months 110.7 91.7

6 Months 127.1 88.8

12 Months 117.8 64.4

Indian Public, 
25.7%

Promoters, 
54.1%

MF/Banks/Indian 
FIs, 9.0%

FII/ NRIs/ OCBs, 
11.2%
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The company reported a PAT of Rs 411mn in Q3FY2008 as against Rs 299mn in
Q3FY2007 (tax rate of 13%). PEL’s PAT for Q3FY2008 stands at Rs 315mn with
the effective tax rate of 33.5%.

Revenues for Q3FY2008 flowed from hydropower segment (56%), irrigation
(21%) and transportation/others (23%). We expect the EBIDTA margins to
stabilise around 17% for hydropower, 13% for irrigation and 9% for road projects
in next two years. PEL has continued to bag orders in hydro power projects and
capitalise its position in the Hydro power segment in India. We expect the revenue
mix to be more biased towards hydropower segment thus pushing up the overall
operating margins.

Exhibit 2: Revenue Mix Q3FY2008

Source: Company,  FQ Research

For Q3FY2008 PEL’s US subsidiaries have reported revenues of Rs 1.2bn and
profit of Rs 45mn.

9 Months FY2008….On Track
The company has reported a 35% growth in revenues for 9mthsFY2008 at Rs
11bn as against Rs 8.4bn for 9mthFY2007. EBIDTA also showed improvement
by 7bps (9mth FY08 EBIDTA : 14.2% via-avis 9mth FY07 EBIDTA : 14.1% ) on
account of change in revenue mix. The net profit (tax rate reported is 14%)
stood at Rs 1bn for the present as against Rs 759mn for the same period last
year, registering a growth of 44% YoY. However the net profit taking into account
33.5% tax rate is Rs 430mn.

Current order book Status…..
Current order book of PEL stands at Rs 55bn. The company is pre-qualified for
Rs 60bn of projects.

Exhibit 3: Current Order Book

Source: Company, FQ Research
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With the share of hydro power projects increasing in the overall order book we
have revised our EBIDTA margins for FY2008E and FY2009E. We have also
introduced FY2010E projections from this update.

Updates

New orders
The company has bagged an order in hydro power segment worth Rs 1.1bn
from Government of Maharashtra in for civil works of Koyna Dam.

PEL has also singed a MOU with Arunachal Pradesh Government for hydro IPP
for 100MW.

The company has also entered into a JV with Sotravic Ltee, a local construction
company in Mauritius and has bagged an order worth Rs 656mn for construction
of sewerage and water supply works. The order execution period is 24 months.

Revised estimates
PEL has been successful in adding up more hydro power projects which will
benefit the company on EBIDTA margin front. We have thus revised our EBIDTA
margins for FY2008E and FY2009E from 13.6% to 14.2% and 13.8% to 14.8%
respectively. Thus our profit estimates to that extend have increased from 1.11bn
to Rs 1.17bn for FY2008E and from Rs 1.44bn to Rs 1.59bn for FY2008E and
FY2009E respectively. Thus the revised EPS stands at Rs 19.6 and Rs 26.7 for
FY2008E and FY2009E.

We have introduced FY2010E estimates from this update and expect the company
to showcase an excellent performance on account of execution of new projects
in hydropower segments in FY2010E. We expect the company to report a top
line of Rs 26bn in FY2010E registering a YoY growth of 32%. The EBIDTA margins
will continue to improve and will grow by 89bps. We expect the company will
require funds (which may be funded through debt) to fund its working capital
and for capex on account of good order inflow. Thus, we expect interest and
depreciation cost also to increase in the same proportion to the growth in sales.
We expect PEL to report a PAT of Rs 2.1bn in FY2010E translating into an EPS of
Rs 35.4. We have valued the core business at Rs 637 giving a P/E of 18x its
FY2010E EPS, considering the overall re-rating in the infrastructure space.

Land Bank Updates…
We have valued the Phase 1 of PRIL on NPV basis (10 year lease model ). We
have revised the lease rentals for the Corporate Park and Corporate Tower in
Jogeshwari, Mumbai. Thus, we arrive at a revised price Rs 220 per share for
Phase I development.

We have also revised the Panvel property keeping in mind the new developments
in this area and its repercussion on the property prices. Thus, we arrive at a
revised price of Rs 217 per share for its remaining land bank.

We have also introduced the valuations for its recent BOOT project in hydro
power in AP and its thermal power project in Gujarat (phase 1). We value both
the projects on P/BV basis and arrive at a price of Rs 51 per share.
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Valuation

Exhibit 4: Valuation Matrix (SOTP)

Segment Valuation Parameter Value Given Share Price

Core Business P/E (FY2010E) 18x 637

2 BOT DCF 20

Phase 1 dev. PRIL NPV 220

Land Bank Value per share 217

Power Projects P/BV 1.5x 51

Target Price 1145

Source: FQ Research

At the CMP of Rs 967 the stock discounts 36x FY2009E EPS of Rs 25.4 and 27x
FY2010E EPS of Rs 35.4. We upgrade our recommendation from Hold to
Buy on the stock with a 12-month target price of Rs 1,145 which
translates into annualized returns of 18.4%.

Quarterly Financial highlights
Y/E March Q3FY2008 Q3FY2007 chg YoY FY2008 FY2007 chg YoY
(Rs mn) (3) (3) (%) (9) (9) (%)

Net Sales 3789 2841 33.3 11329 8400 34.9

Expenditure 3197 2370 34.9 9719 7212 34.8

EBIDTA 592 471 25.6 1610 1187 35.6

Margin (%) 15.6 16.6 14.2 14.1

Interest 44 41 6.3 136 100 36.3

EBDTA 548 430 27.4 1473 1087 35.5

Depreciation 104 97 7.1 304 270 12.6

Other Income 31 10 199.0 116 47 147.4

PBT 474 343 38.2 1286 864 48.8

Tax 64 45 42.7 190 105 81.0

PAT 411 299 37.6 1096 759 44.3

Margin (%) 10.8 10.5 9.7 9.0

EPS 6.9 5.0 18.4 12.7
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602 Boston House, Next to Cinemax, Suren Road, Andheri (East) Mumbai 400 093

Tel.: 91-22-4000 2600    Fax: 91-22-4000 2605    Email: info@finquestonline.com
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DISCLAIMER: This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person. Persons into whose
possession this document may come are required to observe these restrictions.
Opinion expressed is our current opinion as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information discussed in this material, there may be regulatory,
compliance, or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without
notice. Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.
The information in this document has been printed on the basis of publicly available information, internal data and other reliable sources believed to be true and are for general guidance only. While every effort
is made to ensure the accuracy and completeness of information contained, the company takes no guarantee and assumes no liability for any errors or omissions of the information. No one can use the
information as the basis for any claim, demand or cause of action.
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an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult their own advisors to determine the merits
and risks of such an investment. Price and value of the investments referred to in this material may go up or down. Past performance is not a guide for future performance. Certain transactions - futures, options
and other derivatives as well as non-investment grade securities - involve substantial risks and are not suitable for all investors. Reports based on technical analysis centers on studying charts of a stock’s price
movement and trading volume, as opposed to focusing on a company’s fundamentals and as such, may not match with a report on a company’s fundamentals.
We do not undertake to advise you as to any change of our views expressed in this document. While we would endeavor to update the information herein on a reasonable basis, FINQUEST, its subsidiaries
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FINQUEST and affiliates from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice.
FINQUEST and affiliates, including the analyst who has issued this report, may, on the date of this report, and from time to time, have long or short positions in, and buy or sell the securities of the companies
mentioned herein or engage in any other transaction involving such securities and earn brokerage or compensation or act as advisor or have other potential conflict of interest with respect to company/ies
mentioned herein or inconsistent with any recommendation and related information and opinions.
FINQUEST and affiliates may seek to provide or have engaged in providing corporate finance, investment banking or other advisory services in a merger or specific transaction to the companies referred to in
this report, as on the date of this report or in the past.
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