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● Over the past week, we have spoken with 10 mid caps in the 
capital goods sector to gauge trends in the order outlook and for 
reality check post recent market optimism. Corporates are of the 
view that although some slow-moving orders have restarted and 
order enquiries are better than lows in October 2008; the changes 
are not dramatic. 

● Most expect: 1) order inflows to improve only from 2H FY10,  
2) the recovery to be driven by strength in the infra and power 
sectors, 3) the industrial sector to be the last to recover, 4) 
margins to be flat/down YoY, and 5) YoY earnings growth to 
improve from 2H FY10. 

● The sector has already seen a sharp rerating (23x Fwd P/E vs. 
11x in October 2008, Fig. 1) and although consensus earnings 
revisions for FY10 may have troughed (Fig. 2) for the rally to 
sustain, earnings upgrades have to commence, in our view. The 
scope for FY10E earnings revisions may be limited but an order 
uptick in 2H could potentially trigger upgrades for FY11/12E later 
in the year. 

● A slower pace of reforms or order activity in 2H could set the 
stage for a medium-term correction, giving an opportunity to 
rebuild positions. However, with large caps hitting a valuation 
ceiling, we expect interest in mid caps to continue. 

Order outlook for the power sector 
While the order outlook for the power sector, especially that driven by 
government utility spend, has already been quite strong, BGR Energy 
(BGRL IN, Rs371, Not rated) highlighted that order activity from state 
utilities and NTPC (NTPC.BO, Rs222, N, TP Rs206) could accelerate 
post elections. On the T&D front, Areva T&D (ATD IN, Rs361, Not 
rated) pointed at continued weakness in private sector orders this year 
and near term, and orders for 765KV substations from PGCIL (PWGR 
IN, Rs125, Not rated) will likely be slow (only four of 14 substations 
yet to be awarded). However, KEC International (KECI IN, Rs425, Not 
rated) was optimistic of continued strength in T&D ordering for the rest 
of the year. In our view, order activity in the power sector was quite 
strong last year and the only positive this year could be a higher pace 
of activity from the private sector utilities, who find it easier to raise 
funds and complete financial closures of the projects. 

Order outlook for the infrastructure sector 
For the infrastructure sector, there is an expectation that foreign fund 
inflows and measures by the government (e.g. divestment of PSUs) 
will increase funding sources and should help increase the pace of 
order activity. Corporates highlighted several positives: 1) likely return 
of strength in road projects that have witnessed a slower pace of 
bidding over the past year, 2) strength in railway capex (freight 
corridors and station modernisation projects), 3) an improvement in 
the activity of tier-2 airport development, and 4) ports. 

Order outlook for the industrial sector 
The near-term outlook for industrial capex is not encouraging with 
companies, such as Elecon Engineering (ELCN IN, Not rated), 
highlighting continued weakness this year. One corporate, however, 
highlighted that its checks suggest some cash rich cement/steel 

companies were making blueprints for new projects, while some 
others pointed to strength in orders from the hydrocarbon segment 
(ONGC) with ~US$4-5 bn of bids outstanding. L&T expects to get 
orders from the fertiliser segment (oil to gas-based conversions). 
However, most of them echoed the view that the sector could be the 
last one to recover and will likely witness improved activity only from 
FY11 assuming macro remains strong for a sustained period. 

Outlook for alternative energy 
Elecon Engineering and Shriram EPC (SEPC IN, Not rated) both 
highlighted that domestic demand for wind turbines has still not 
improved. While several clients pushed out delivery schedules last 
year, sales of second-hand wind installations have started. Shriram 
EPC, however, highlighted that demand in Europe could be strong this 
year. For biofuels, Praj’s (PRJ IN,Not rated) management highlighted 
that demand in geographies like the US is still challenging because of 
oversupply as well as corn ethanol dynamics which are still 
unfavourable. Domestic demand is constrained by lower availability of 
molasses. 

Post the rally, sector valuations appear rich 
Post the recent rally, sector valuations have expanded sharply (23x 
fwd P/E from 11x in October 2008). With expectations being high, a 
slower-than-expected pace of reforms or order intensity could lead to 
a correction in valuations, giving an opportunity to rebuild positions. 

Figure 1: Capital goods sector valuations  
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Earnings upgrades critical for sustenance of rally 
Consensus earnings estimates have been revised down significantly 
over the past year (Fig 2). While the first leg of the rally was driven by 
an expansion in valuations on the hope that earnings would recover, it 
would be critical for the sector to witness earnings estimate upgrades 
to support current stock prices and also to set the stage for a further 
expansion in valuations. While earnings revisions for FY10 may have 
troughed, upgrades have not yet commenced, and given the project 
nature of the business, it appears unlikely that there would be 
significant earnings upgrades for FY10. However, we expect a 
recovery in order inflows in 2H to trigger upgrades for FY11 and FY12. 

Figure 2: One-year forward earnings revision momentum may have 
troughed – upgrades critical for supporting current stock prices 
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Companies Mentioned  (Price as of 03 Jun 09) 
Larsen & Toubro (LART.BO, Rs1402.20, OUTPERFORM [V], TP Rs1258.80) 
Power Grid (PWGR IN, 125, NOT RATED) 
Areva T&D (ATD IN, 361, NOT RATED) 
KEC international (KECI IN, 425, NOT RATED) 
Elecon Engg (ELCN IN, 89, NOT RATED) 
BGR Energy (BGRL IN, 371, NOT RATED) 
Praj Indiustries Ltd (PRAJ.BO, Rs114.15, NOT RATED) 
Shriram EPC (SEPC IN, 182, NOT RATED) 
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I, Venugopal Garre, certify that (1) the views expressed in this report accurately reflect my personal views about all of the subject companies and 
securities and (2) no part of my compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed 
in this report. 
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The analyst(s) responsible for preparing this research report received compensation that is based upon various factors including Credit Suisse's 
total revenues, a portion of which are generated by Credit Suisse's investment banking activities. 
Analysts’ stock ratings are defined as follows: 
Outperform (O): The stock’s total return is expected to outperform the relevant benchmark* by at least 10-15% (or more, depending on 
perceived risk) over the next 12 months. 
Neutral (N): The stock’s total return is expected to be in line with the relevant benchmark* (range of ±10-15%) over the next 12 months. 
Underperform (U): The stock’s total return is expected to underperform the relevant benchmark* by 10-15% or more over the next 12 months. 
*Relevant benchmark by region: As of 29th May 2009, Australia, New Zealand, U.S. and Canadian ratings are based on (1) a stock’s absolute 
total return potential to its current share price and (2) the relative attractiveness of a stock’s total return potential within an analyst’s coverage 
universe**, with Outperforms representing the most attractive, Neutrals the less attractive, and Underperforms the least attractive investment 
opportunities. Some U.S. and Canadian ratings may fall outside the absolute total return ranges defined above, depending on market conditions 
and industry factors. For Latin American, Japanese, and non-Japan Asia stocks, ratings are based on a stock’s total return relative to the 
average total return of the relevant country or regional index; for European stocks, ratings are based on a stock’s total return relative to the 
analyst's coverage universe**. For Australian and New Zealand stocks a 22% and a 12% threshold replace the 10-15% level in the Outperform 
and Underperform stock rating definitions, respectively, subject to analysts’ perceived risk. The 22% and 12% thresholds replace the +10-15% 
and -10-15% levels in the Neutral stock rating definition, respectively, subject to analysts’ perceived risk.  
**An analyst's coverage universe consists of all companies covered by the analyst within the relevant sector. 
Restricted (R): In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, 
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain 
other circumstances. 
Volatility Indicator [V]: A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 
24 months or the analyst expects significant volatility going forward. 
 

Analysts’ coverage universe weightings are distinct from analysts’ stock ratings and are based on the 
expected performance of an analyst’s coverage universe* versus the relevant broad market benchmark**: 
Overweight: Industry expected to outperform the relevant broad market benchmark over the next 12 months. 
Market Weight: Industry expected to perform in-line with the relevant broad market benchmark over the next 12 months. 
Underweight: Industry expected to underperform the relevant broad market benchmark over the next 12 months. 
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*An analyst’s coverage universe consists of all companies covered by the analyst within the relevant sector. 
**The broad market benchmark is based on the expected return of the local market index (e.g., the S&P 500 in the U.S.) over the next 12 
months. 
 
Credit Suisse’s distribution of stock ratings (and banking clients) is: 

Global Ratings Distribution 
Outperform/Buy*  35% (58% banking clients) 
Neutral/Hold*  43% (58% banking clients) 
Underperform/Sell*  20% (47% banking clients) 
Restricted  2% 

*For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and Underperform most closely correspond to Buy, 
Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to definitions above.) An investor's 
decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors. 

Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the 
market that may have a material impact on the research views or opinions stated herein. 

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading.  For more detail please refer to 
Credit Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research:  
http://www.csfb.com/research-and-analytics/disclaimer/managing_conflicts_disclaimer.html 

Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and 
cannot be used, by any taxpayer for the purposes of avoiding any penalties. 

See the Companies Mentioned section for full company names. 
Price Target: (12 months) for (LART.BO) 
Method: Our Rs1259 target price for Larsen & Toubro Ltd is based on SOTP (20x FY11 standalone earnings discounted back at WACC of 
13.7%). We use FY11 numbers as that will be the first year of return of growth for the company. The subsidiaries are valued separately.  L&T 
finance at 1x PB, L&T Infotech at 8x FY10 earnings . L&T IDPL at private equity valuations 
Risks: Potential risks to our Rs1259 target price for L&T is continued weakness in macro growth and any new diversification measures by L&T 
Please refer to the firm's disclosure website at www.credit-suisse.com/researchdisclosures for the definitions of abbreviations typically used in 
the target price method and risk sections. 
 

See the Companies Mentioned section for full company names. 
The subject company (LART.BO) currently is, or was during the 12-month period preceding the date of distribution of this report, a client of Credit 
Suisse. 
Credit Suisse provided investment banking services to the subject company (LART.BO) within the past 12 months. 
Credit Suisse expects to receive or intends to seek investment banking related compensation from the subject company (LART.BO) within the 
next 3 months. 
Important Regional Disclosures 
The analyst(s) involved in the preparation of this report have not visited the material operations of the subject company (LART.BO) within the 
past 12 months. 

Restrictions on certain Canadian securities are indicated by the following abbreviations:  NVS--Non-Voting shares; RVS--Restricted Voting 
Shares; SVS--Subordinate Voting Shares. 
Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may 
not contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report. 
For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit 
http://www.csfb.com/legal_terms/canada_research_policy.shtml. 

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities securities that are the subject of this report. 

Principal is not guaranteed in the case of equities because equity prices are variable. 
Commission is the commission rate or the amount agreed with a customer when setting up an account or at anytime after that. 

To the extent this is a report  authored in whole or in part by a non-U.S. analyst and is made available in the U.S., the following are important 
disclosures regarding any non-U.S. analyst contributors:  
The non-U.S. research analysts listed below (if any) are not registered/qualified as research analysts with FINRA. The non-U.S. research 
analysts listed below may not be associated persons of CSSU and therefore may not be subject to the NASD Rule 2711 and NYSE Rule 472 
restrictions on communications with a subject company, public appearances and trading securities held by a research analyst account. 
• Venugopal Garre, non-U.S. analyst, is a research analyst employed by Credit Suisse Securities (India) Private Limited. 
For Credit Suisse disclosure information on other companies mentioned in this report, please visit the website at www.credit-
suisse.com/researchdisclosures or call +1 (877) 291-2683. 
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