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Punj Lloyd

Update

Overhang Blues

The Q4FY2008 consolidated performance was overshadowed by the auditor's
qualification. Company reported strong performance in Q4FY2008 registering (1)
revenue growth of 38% yoy to Rs23.5 bn (2) 60 bps expansion in EBIDTA margins and
(3) net profit growth of 35% yoy to Rs1.2 bn- in line with estimates. But, the auditor’s
qualification has sprung as negative surprise taking the sheen off Q4FY2008
performance. Considering the auditor’'s qualification and concerns on quality of order
backlog, we have fine tuned our EBIDTA margin assumptions for FY2009E and
FY2010E. Consequently, we have cut our net profit estimates by 8% and 10% to Rs4.9
bn and Rs6.0 bn for FY2009E and FY2010E respectively. We believe that, concerns on
the quality of order backlog and likelihood of further provisioning and write-offs will
remain overhang on the valuations. Consequently, we have cut our target multiples
and valued the core EPC business at 20X FY2010E earnings. We have valued the core
EPC business at Rs374/Share and New Business is valued at Rs40/Share. We
maintain BUY rating with 18-month price target of Rs414, an upside of 44%.

Auditor’s qualification has marred strong performance

Company has sprung yet another negative surprise in the Q4FYO08 results- in form of
Auditors Qualification. ‘The auditors have qualified in their audit report for 31% March 2008 in
respect of losses on a long term contract currently in progress, a project in UK undertaken
by Simon Carves Ltd, a wholly owned subsidiary amounting to Rs3.0 bn’. In response to
above qualification- management has clarified that Rs0.7 bn is recoverable in said contract
and negotiations for balance amount is currently under progress. Further, the company is of
the view that cost increases is owing to changes in design and scope of work. Company is
hopeful to break even in the above project and recover the said cost overruns from the
clients.

We believe that, above events normally happens in EPC business- but the magnitude is
quite alarming and disturbing (almost equivalent to FY08 consolidated net profit). Further,
the cost overrun is associated with a legacy order under execution for last 24 months - which
was not qualified earlier. Company has indicated that prudent measures have been taken
w.r.t. above project and outstanding backlog- but one cannot rule out further occurrence of
negative surprises in respect of above.

Gross EBITDA AEPS  EV/ DivYld RoE
YE-Mar Sales (Core) (%) APAT (Rs) EBITDA PBV (%) (%) PIE
FY2007 51,266 388 7.6 1970 74 180 58 10 161 384
FY2008 77529 7,086 91 3584 111 120 28 15 157 258
FY2009E 105720 9,715 92 4910 152 9.3 25 15 141 187
FY2010E 133,282 12234 92 6051 187 7.4 2.1 15 150 152

C-6, Ground Floor, Paragon Center Pandurang Budhkar Marg, Worli, Mumbai — 400 013. India



PUNJ LLOYD Stock Update

Punj Lloyd reported revenues of Rs23.5 bn in Q4FY2008- in line with
estimates

Punj Lloyd reported a 38% yoy growth in revenues to Rs23.5 bn, in line with our estimates.
We attribute strong performance to all round growth in key business verticals and strong
growth in local and international business operations.

EBIDTA margins expanded by 60 bps and EBIDTA grew by 46% yoy- in line
with estimates

EBIDTA grew by 46% yoy to Rs2.4 bn- in line with estimates. The current quarter results
were not marred by write-offs or provisioning for ongoing projects- especially Sembawang
legacy orders as visible in sequential quarter. The EBIDTA growth at 46% yoy was higher
than the revenue growth — triggering a 60 bps expansion in EBIDTA margins from 10.0% in
Q4FY2007 to 10.6% in Q4FY2008.

Net profit grew by 35% yoy during Q4FY2008, in line with estimates

The net profit stood at Rs1.2 bn in Q4FY2008, in line with estimates. We attribute this to (1)
robust order booking and (2) strong EBIDTA margins. Despite a reversal of exchange gains
of Rs218 mn of previous quarter (in accordance with AS-11), net profit growth was strong at
35% yoy. Adjusting for reversal of exchange gains - the growth would be much stronger and
higher. The net profit margins are stable at 5.1% in the ongoing quarter. The earnings in the
quarter stood at Rs3.9 versus Rs3.4 in same quarter last year.

FY2008 consolidated results were in line with estimates net profit grew by
82% yoy to Rs3.6 bn

For FY2008- Punj Lloyd reported revenues of Rs77.5 bn and revenue growth of 51% yoy- in
line with estimates. We attribute strong revenue growth to robust order booking. The
EBIDTA growth at 89% yoy to Rs7.1 bn - in line with estimates. We have considered the
Rs0.7 bn provisions in above calculations. The EBIDTA margins stood at 9.1% against
7.3%- 180 bps expansions and in line with estimates. The net profit stood at Rs3.6 bn an
82% yoy growth- in line with estimates.

Order backlog at Rs196 bn- signifies 2.5X FY2008 revenues

The consolidated order book stood at Rs196 bn in Q4FY2008 against Rs160 bn in
Q3FY2008, growth of 22% qoq. We attribute rise in order backlog to sustained inflow of
orders of Rs10.1 bn, Rs18.9 bn, Rs40.2 bn and Rs38.5 in Q1FY2008, Q2FY2008,
Q3FY2008 and Q4FY2008 respectively. We believe that, Punj Lloyd has strong visibility in
earnings at 2.5X FY2008 consolidated revenues. Sembawang contributes around Rs68 bn
or 35% of current order backlog. The infrastructure vertical which is most susceptible to
volatility in raw material prices contributes 35% of order backlog. The legacy orders are
pegged at measly Rs7 bn- executable in next 9 months. Company has indicated that 90% of
order backlog has price variation clause and 10% of order backlog is susceptible to volatile
raw material prices.

We have fine tuned our EBIDTA margin assumptions-in lieu of possible cost
overruns

Considering the auditor's qualification and concerns on quality of order backlog, we have
fine tuned our EBIDTA margin assumptions for FY2009E and FY2010E. Instead of EBIDTA
margin expansion of 70 bps in FY2008-10E period, we have considered stable margins in
FY2008-10E period due to escalating raw material price scenario and probable provisioning
on ongoing projects due to cost overruns. Our EBIDTA margin assumptions are fine tuned
from 9.8% and 9.9% in FY2009E and FY2010E respectively to 9.2% for ensuing years.
Consequently, the net profit is revised downwards from Rs5.3 bn to Rs 4.9 bn and Rs6.7 bn
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to Rs6.0 bn in FY2009E and FY2010E respectively. We have cut our net profit estimates by
8% and 10% for FY2009E and FY2010E respectively. We continue to maintain our revenue
estimates at Rs105.2 bn and Rs133.2 bn for FY2009E and FY2010E respectively
considering strong order book and robust business environment.

We maintain BUY rating, with revised price target of Rs414

We are very bullish on growth prospects of the company especially after the Singapore
acquisition which adds strong product offering and expands addressable market. We believe
that, PLL will reap handsome gains of the ensuing opportunity in energy and infrastructure
segment the two strong pillars for growth by leveraging on its experience and skill sets .

However, concerns on the quality of order backlog and likelihood of further provisioning and
write-offs will remain overhang on the valuations. Consequently, we have cut our target
multiples and valued the core EPC business at 20X FY2010E earnings. We have valued the
core EPC business at Rs374/Share and New Business is valued at Rs40/Share i.e. Ship
Building Rs11/Share, Real Estate Rs17/Share and Medicity Rs12/Share. We maintain BUY
rating with 18-month price target of Rs414, an upside of 44%.

Quarterly Results

In Rs Mn Q4FY2008 Q4FY2007  yoy % Q3FY2008  qoq %
Net Sales 23467.0 17035.5 37.8 21170.4 10.8
Expenditure 20981.1 15329.0 36.9 19446.3 7.9
Material Cost 7478.3 2989.3 150.2 7614.1 -1.8
% of Sales 36% 18% - 36% -
Contractor Charges 5966.0 5901.3 11 6746.9 -11.6
% of Sales 32% 35% - 32% -
Employee Expenses 2888.5 2018.7 43.1 2392.1 20.8
% of Sales 11% 12% - 11% -
Other Expenses 4648.3 4419.7 5.2 2693.2 72.6
% of Sales 13% 26% - 13% -
Operating Profit 2485.9 1706.5 45.7 1724.1 44.2
EBIDTA (%) 11% 10% - 8% -
Other Income -183 163.6 -211.9 458.9 -139.9
Interest 325.5 257.8 26.3 284.3 14.5
Depreciation 409.1 329.2 24.3 365.2 12.0
PBT 1568.3 1283.1 22.2 1533.5 23
Tax 374.3 398.2 -6.0 308.3 21.4
PAT 1194.0 884.9 34.9 1225.2 -2.5
PAT (%) 5% 5% - 6% -
Extraordinary 0 0 - -308.4 --
PAT (After Extraordinary) 1177.4 889.3 324 917.2 28.4
EPS 3.9 3.4 16.2 4.2 -6.6
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DISCLAIMER: This document is not for public distribution and has been furnished to you solely for your information and may not be reproduced or redistributed to any other person. The manner
of circulation and distribution of this document may be restricted by law or regulation in certain countries, including the United States. Persons into whose possession this document may come are
required to inform themselves of, and to observe, such restrictions. This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This
report is not to be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. No person associated with Emkay
Share & Stock Brokers Ltd is obligated to call or initiate contact with you for the purposes of elaborating or following up on the information contained in this document. The material 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. Neither Emkay Share & Stock Brokers Ltd, nor any person connected with
it, accepts any liability arising from the use of this document. The recipient of this material should rely on their own investigations and take their own professional advice. Opinions expressed are our
current opinions 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. We
and our affiliates, officers, directors, and employees world wide, including persons involved in the preparation or issuance of this material may; (a) from time to time, have long or short positions in, and
buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction invol ving such securities and earn brokerage or other compensation or act as a market
maker in the financial instruments of the company (ies) discussed herein or may perform or seek to perform investment banking services for such company(ies)or act as advisor or lender / borrower to
such company(ies) or have other potential conflict of interest with respect to any recommendation and related information and opinions. The same persons may have acted upon the information
contained here. No part of this material may be duplicated in any form and/or redistributed without Emkay Share & Stock Brokers Ltd'sprior written consent. No part of this document may be distributed
in Canada or used by private customers in the United Kingdom. In so far as this report includes current or historical information, it is believed to be reliable, although its accuracy and completeness

cannot be guaranteed.
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