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Jaiprakash (JAIA.BO)
Buy: Strong Quarter of Growth, Profits Up 82%

m Strong earnings growth — JPA’s 3QFYO7 PAT at Rs1.02bn up 82% YoY, was B -

. . . ) , uy/Low Risk 1L
broadly in-line with CIR estimates of Rs1.04bn driven by a 545bps margin Price (11 Jan 07) Rs707.05
expansion on a 12% YoY sales growth. Target price Rs697.00

m Cement is the key — Cement price realizations at Rs2900/tonne were up 41% Expected shgre p”C? return '1'4:%’
YoY, aiding the 383% YoY growth in cement PBIT. Cement dispatches have Expected dividend yield — 04%
been strong at 1.7mn tones, up 16% YoY, further aiding the growth. Expected total return -1.0%

Market Cap Rs153,549M

m Construction revenues disappoint — Construction revenues were down 16% YoY US$3,454M
primarily on account of slow progress on the Karcham Wangtoo project. Further
PBIT margins at 21% were below our expectations of 26%. (An error of
judgment on our part, as we expected it to be in-line with 2QFY07 margins,
which were boosted by the completion of the Vishnuprayag project.)

m Taj Expressway construction tender out — The company has invited contractors
for the construction of the Taj Expressway in a tender dated January 4, 2007, in
the 7imes of /ndia implying that the project is well and truly under way.

Management expects allocation of the next 650 acres land parcel in Noida in
the next 2 months.

® Maintain Buy/Low Risk — JPA is one of our top picks in the E&C space given
the natural hedge of having both construction and cement businesses and a
strong presence in real estate, hotels and ownership of power capacity in a
power deficit nation.

Figure 1. JPA Statistical Abstract Venkatesh Balasubramaniam!
Yearto NetProfit FD EPS EPS  Cons.FD EPS P/E Cons. P/E EV/P/Book ROE ROCE ~ *91-22-6631-9864

Growth EPS  Growth EBITDA venkatesh.balasubramaniam@citigroup.com
31-Mar (Rs mills)  (Rs) (%) (x) (%) () (x) (x) (%) (%)

H 1
FY05A 2,076 1066  107% 1328 28% 664 533 279 102 182% 61%  Deepal Delivala
FYOBA 2786 1183  11.0% 1378  37% 598 513 280 7. 165% 57%  *91-22:6631-9857
FYOTE 35822 1623  37.2% 2260  64.0% 436 313 211 62 166% 6.6% deepal.delivala@citigroup.com
FYOSE 4,903 2082  28.3% 2719 203% 340  26.0 169 46 17.1% 77% . .
WOSE 7141 3033 457% 3670  35.0% 233 193 119 34 183% o7y | ankajSharma®
pankajd.sharma@citigroup.com

Source: Citigroup Investment Research
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Figure 2. JPA 3QFY07 Results

Year End Mar31 (Rsmn) 3QFY06 3QFY07 % YOY 3QFY07E
Sales 7960 8910 2% 8984
EBITDA 1630 2310 2% 2246
EBITDA Margin 20.5% 25.9% 25.0%
Depreciation (380) (430) 13% (390)
EBIT 1250 1880 50% 1856
EBIT Margin 15.7% 21.1% 20.7%
Interest (600) (700) 7% (670)
Other Income 240 400 67% 400
PBT 890 1580 78% 1586
PBT Margin 11.2% 17.7% 17.7%
Total Tax (330) (560) 70% (539)
Tax Rate 371% 35.4% 34.0%
Recurring PAT 560 1020 82.1% 1047

Source: Citigroup Investment Research

Figure 3. Cement Sales and EBIT
1QFY06  2QFYO6  3QFY06  4QFY06 FYO6  1QFY07  2QFY07  3QFY07

Volumes (mn tonnes) 1.44 1.24 1.47 1.78 5.93 1.57 1.52 1.71
Realizations (Rs/ton) 2,153 2,056 2,054 2,320 2,159 2,599 2,809 2,900
PBIT (Rs/ton) 361 242 197 425 315 669 750 850
Sales (Rsmn) 3,100 2,550 3,020 4,130 12,800 4,080 4,270 4950
PBIT (Rsmn) 520 300 290 757 1,866 1050 1140 1451

Source: Citigroup Investment Research

Figure 4. JPA 3QFY07 Segmental Details

3QFY06 3QFY07 % YOY 3QFY07E
Revenues
Cement 3040 4950 63% 4950
Construction 5100 4300 -16% 4874
Hospitality & Golf Course 60 80 33% 50
Unallocated 110 200 8% 100
Total 8310 9530 15% 9974
Less: Inter Segment (110) (220)
Income from Ops 8200 9310 4% 9974
PBIT
Cement 290 1400 383% 1451
Construction 1300 910 -30% 1267
Hospitality & Golf Course 0 10 0
Total 1590 2320 46% 2718
Interest (600) (700) (670)
Unallocables (100) (40) (250)
PBT 890 1580 78% 1798
PBIT Margin
Cement 9.5% 28.3% 1874 29.3%
Construction 25.5% 21.2% -433 26.0%
Hospitality & Golf Course 0.0% 12.5% 0.0%

Source: Citigroup Investment Research
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Jaiprakash

Company description

JPA is a conglomerate with interests in engineering and construction (hydel
power, river valley & roads), cement, hydroelectric build-own-operate-transfer
(BOOT) projects, hotels and real estate.

Investment thesis

We rate JPA as Buy/Low Risk (1L) with a target price of Rs697. Driven by a
strong hydroelectric capex tail wind, JPA's construction business fundamentals
look solid with an order backlog of Rs70.5bn. With its status as the leading
hydroelectric E&C and EPC contractor in the country, JPA looks poised to exploit
the vast hydroelectric E&C opportunity over the next decade, in our view. The
cement business should provide the growth kicker, with JPA increasing capacity
to 19.7 MMTPA by FYO9E-10E. Furthermore, strong cement pricing, captive
power and improvement in operations and logistics should aid in a 600-700bp
expansion for FYO6-09E. However, we believe JPA's trump cards are (a) the
recent award of the Taj Expressway project that provides a civil contract of
Rs60bn, a sweetener of 6250 acres of land and a 36-year BOT contract; and (b)
the portfolio of hydroelectric BOOT projects that provides significant earnings
stability and upside over the longer term.

Valuation

Our target price is Rs697. We value JPA using a sum of the parts valuation
incorporating the following:

m Construction business: Using an FYO8E EV/EBITDA of 10x at a 30% discount
to L&T and BHEL, as despite having higher EBITDA margins, JPA's EBITDA
is growing at a much slower pace.

m Existing 7 MMTPA of capacity: Using an FYO8E EV/tonne of US$150 at a
discount to front line cement majors.

= 3 MMTPA HP Plant + 1 MMTPA Panipat grinding unit: Using an FYO8E
EV/tonne of US$100 at a discount to existing capacity as this would be
commissioned in FYO8E.

m 1.5 MMTPA Siddhi plant: At BV of investments till FYO8E as the plant would
be commissioned in FYO9E.

m Hydel BOOT projects: Despite JPA partly exiting Baspa Il at a 3.2x P/BV, in
the interest of being conservative, we value the stake in Baspa Il at 2.5x P/BV
(higher than that used previously to factor in the Karcham Wangtoo
evacuation facilities to be executed through this company), Vishnuprayag at a
P/BV of 2.0x and Karcham Wangtoo at BV.

m Jaypee Greens: A 20% discount to Discounted Cash Flow (DCF) using a
discount rate of 15% to factor in commercial risks.

m Jaypee Hotels: At a 20% holding company discount to the market value.

m Taj Expressway: We use scenario 3 from our analysis and use a 20% discount
to factor in project, development and commercial risks.

Based on a sum-of-the-parts valuation, we set our target price at Rs697.
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At our target price the parent business would trade at a P/E multiple of 21.9x
FYO8E, which is well supported by an EPS CAGR of 37% for FY06-09E.

Risk

We rate JPA as Low Risk, which differs from the Medium Risk rating assigned by
our quantitative risk-rating system. This is primarily because JPA's E&C order
book of Rs70.5bn implies sales coverage of 3.5x FY06, providing earnings
visibility for the medium term. Strong cement demand growth in JPA's natural
zone of operation would lead to incremental volumes from its capacity expansion
being easily absorbed.

The key risk factors to our target price include:

1. The construction business is subject to project risks;

2. The construction business is sensitive to economic variables;
3. The cement business is subject to demand-supply dynamics;
4. Further delays in the Taj Expressway project;

5. Slowdown in India's hydroelectric power capex;

6. Development and commercial risks in developing and selling the land
associated with the Taj Expressway project; and

7. Substantial fall in real estate prices in the northern parts of India.
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Analyst Certification Appendix A-1

We, Venkatesh Balasubramaniam and Deepal Delivala, research analysts and the authors of this report, hereby certify that all of the views
expressed in this research report accurately reflect our personal views about any and all of the subject issuer(s) or securities. We also
certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this

report.
IMPORTANT DISCLOSURES
Jaiprakash Associates Ltd (JAIA.BO)
Ratings and Target Price History - Fundamental Research Target Closing
Analyst: Venkatesh Balasubramaniam (covered since February 9 2006) INR # Date Rating Price Price
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400

1,002 Adenuer g Jo Se jualind Yey)d

o
Spoet
v

I TN T T T T YT N T S TN A M T N ST T Y T T T M M S N | 0

FMAMJJASONDJFMAMJJASONDJFMAMJJASONDJ
2005 2006 2007

Covered
------- Not covered
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