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Solid Quarter – Trigger For  
Re-rating 

   
 
 

 E&C Sector Surprise With Order Book & Margin expansion 
With sales growth of 29% YoY (MLe 30%) and recurring PAT growth of 75%YoY 
(MLe 44%), all the five E&C companies in our universe met or even exceeded our 
positive view in our report Reassuring Results Likely From ‘Fallen Angels’ dt June 
30, 2006. Further, EBITDA margin expansion & strong growth in order book 
across our universe should drive stock re-rating. Maintain L&T and BHEL as top 
picks among large-caps and Nagarjuna & IVRCL as mid-cap top picks. 

Sales +29%YoY; EBITDA +71%YoY; Rec. Net profits +75% YoY 
All the Indian E&C stocks in our universe represented by ABB, BHEL, L&T, IVRCL 
and Nagarjuna had a remarkable quarter. However, other firms had a mixed 
quarter, with Suzlon doing extremely well while, JP Associates (E&C business), 
HCC & Simplex disappointed. The most reassuring factor for the Indian E&C sector 
was that all the five companies reported a massive EBITDA margin expansion led 
by a) execution of new better priced orders &/or b) shift in better priced domains, 
which was commendable. Order book, the harbinger to future visibility, remained 
robust – Rs832bn (up 41% YoY), supporting our view of FY07 being one more year 
of growth in backlogs, which should improve visibility of sales till FY09E. 

BHEL – the major growth driver 
BHEL led the E&C sector growth with its sales +37%YoY growth, EBITDA margin 
expansion of 312bps (highest amongst the sector) and PAT +85%. BHEL’s order 
backlog, at Rs393bn (up 28%YoY), reinforces our stand on BHEL being the core 
beneficiary of the continued momentum in the power capex. L&T was the other 
big beneficiary, with an order backlog of Rs283bn (up 55% YoY) and Rec. PAT 
+60%YoY. ABB also had an exceptional quarter with all round growth. 

Nagarjuna and IVRCL – Preferred Mid-cap Picks 
Nagarjuna, our top pick among mid-caps, had the best result in that segment – 
doubled its Rec. net profits on sales growth of 81% YoY. IVRCL witnessed strong 
growth too. Order backlog for Nagarjuna & IVRCL remain robust at Rs54bn and 
Rs70bn respectively and their stocks remain our preferred mid-cap picks. 
 
Table 1: Valuation and Return Table 
Company Price ML Rating Rating Market Cap. P/E Return 
    Rsbn FY06 FY07E FY08E 3mth YTD 
L&T Cons 2,286 C-1-7 1- Buy                    308           29.9           23.0           18.3 -18% 24% 
BHEL 2,166 C-1-7 1- Buy                    530           31.6           22.1           19.6 -9% 57% 
ABB 2,670 C-1-7 1- Buy                    113           51.7           33.6           23.9 -19% 39% 
NCC 290 C-1-7 1- Buy                     30           28.8           16.8           11.2 -24% 2% 
IVRCL 216 C-1-7 1- Buy                     23           24.9           15.2           11.5 -30% 42% 
Source: Company, Merrill Lynch Research 
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Table 2: April - June Performance 
 April - June  
(Rsmn) FY06 FY07 % YoY 
Order Backlog       
ABB        18,575         31,375  69% 
BHEL       306,000        393,000  28% 
L&T       183,170        283,180  55% 
IVRCL        35,430         70,000  98% 
Nagarjuna        48,722         54,340  12% 
Sector       591,897        831,895  41% 
Sales       
ABB          6,589           9,742  48% 
BHEL        19,365         26,564  37% 
L&T        30,878         34,689  12% 
IVRCL          2,977           4,266  43% 
Nagarjuna          3,594           6,517  81% 
Sector        63,402         81,778  29% 
EBIDTA       
ABB             604           1,020  69% 
BHEL          1,715           3,182  86% 
L&T          1,922           2,915  52% 
IVRCL             204              408  99% 
Nagarjuna             278              550  98% 
Sector          4,724           8,074  71% 
EBIDTA Margin   (in bps) 
ABB 9.2% 10.5% 130 
BHEL 8.9% 12.0% 312 
L&T 6.2% 8.4% 218 
IVRCL 6.9% 9.6% 269 
Nagarjuna 7.7% 8.4% 70 
Sector 7.5% 9.9% 242 
PAT       
ABB             436              719  65% 
BHEL          1,279           2,367  85% 
L&T             985           1,571  60% 
IVRCL             140              261  87% 
Nagarjuna             192              384  100% 
Sector          3,032           5,303  75% 
Source: Company, Merrill Lynch Research 
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Table 3: April - June Performance vs. Merrill Lynch Estimates 
 April - June  April - June   
(Rs mn) FY06 FY07 % YoY FY07E YoY Difference 
Sales             
ABB          6,589          9,742 48%          8,698 32% 16% 
BHEL        19,365        26,564 37%         26,145 35% 2% 
L&T        30,878        34,689 12%         37,914 23% -10% 
IVRCL          2,977          4,266 43%          4,310 45% -1% 
Nagarjuna          3,594          6,517 81%          5,570 55% 26% 
Sector        63,402        81,778 29%         82,637 30% -1% 
EBIDTA             
ABB             604          1,020 69%             887 47% 22% 
BHEL          1,715          3,182 86%          2,798 63% 22% 
L&T          1,922          2,915 52%          2,375 24% 28% 
IVRCL             204             408 99%             353 73% 26% 
Nagarjuna             278             550 98%             451 62% 36% 
Sector          4,724          8,074 71%          6,864 45% 26% 
EBIDTA Margin   (in bps)     (in bps) 
ABB 9.2% 10.5% 130 10.2% 103 27 
BHEL 8.9% 12.0% 312 10.7% 184 128 
L&T 6.2% 8.4% 218 6.3% 4 214 
IVRCL 6.9% 9.6% 269 8.2% 133 135 
Nagarjuna 7.7% 8.4% 70 8.1% 36 34 
Sector 7.5% 9.9% 242 8.3% 86 157 
PAT             
ABB             436             719 65%             655 50% 15% 
BHEL          1,279          2,367 85%          1,963 54% 32% 
L&T             985          1,571 60%          1,213 23% 36% 
IVRCL             140             261 87%             245 75% 12% 
Nagarjuna             192             384 100%             291 52% 48% 
Sector          3,032          5,303 75%          4,368 44% 31% 
Source: Company, Merrill Lynch Research 

 

Chart 1: E&C Sector By Sales (April – June ’06 - Rs bn) 
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Source: Company, Merrill Lynch Research 
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Chart 2: Sales growth YoY for April – June ’06 quarter 
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* Only E&C sales considered for Jaiprakash Associates 
Source: Company, Merrill Lynch Research 

 

Chart 3: EBITDA growth YoY for April – June ’06 quarter 

69%
86%

52%

99% 98%

-20%

11% 6%

221%

60%

-40%
-20%

0%
20%
40%
60%
80%

100%

AB
B

BH
EL L&

T

IV
RC

L

Na
ga

rju
na

Ja
ipr

ak
as

h A
ss

oc
iat

es
*

Hi
nd

us
tan

 C
on

str
uc

tio
n

Si
mp

lex

Su
zlo

n

Si
em

en
s

Sector Average 

* Only E&C operating profit considered for Jaiprakash Associates 
Source: Company, Merrill Lynch Research 
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Chart 4: EBITDA margin change (in bps) YoY for April – June ’06 quarter 
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Only E&C operating margin considered for Jaiprakash Associates 
Source: Company, Merrill Lynch Research 

 

Chart 5: Recurring Net Profit growth YoY for April – June ’06 quarter 
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Price Objective Basis & Risk 
Larsen & Toubro Construction 
Our PO of Rs2550 for L&T has been arrived at through a multi-pillar approach 
using a combination of 4 methods: PER (Rs2,500, 20x 1 year consolidated 
PE), Sum-of-the-parts (Rs2,585), EV/Order backlog (Rs2,500 on EV/OB of 
1.0xFY08E) and DCF (Rs2,604). At Rs2,550, the stock would trade at 
consolidated PER of 20x 1-year-forward (FY08E) earnings.  

Risks: Raw materials, increasing competition & project execution 

Bharat Heavy Electricals 
Our PO of Rs2760 is based on FY08E PER of 25x. We believe our target 
multiple is reasonable as it is in line with the peak PE in the last cycle (94-97) 
& PEG of 1x. Risk to our price objective: Chinese competition, project 
execution and cap on FII holding. 

Nagarjuna Construction 
Our PO of Rs400 is based on sum-of-the-parts. We have valued NJCC’s core 
business at PE 14x FY08E – a 30% discount to majors & in line with its own 
FY07E multiples. The SPV projects are valued on DCF/book values and have 
total value of Rs46 per share.  Risks: Government capex, raw material costs, 
competition, denial of tax benefits, traffic/interest rate risk in Infra projects, & 
proj. execution. 

IVRCL Infrastructure 
Our PO of Rs 300 is based on a sum-of-the-parts approach. We have valued 
IVRCL’s core construction business at PER 14x FY08E – a 30% discount to 
E&C majors despite its faster growth. Based on the multiple above, the core 
business is valued at Rs263 per share, BOOT projects at Rs38, value of stake 
in HDO at Rs12 and value of IVR prime at Rs15.5 and net debt of Rs26 per 
share. Risks: Government capex, raw material costs, competition, denial of tax 
benefits (u/s 80IA), traffic/interest rate risk in toll/annuity projects, and project 
execution risk. 

 
    
Analyst Certification 
I, Bharat Parekh, hereby certify that the views expressed in this research report 
accurately reflect my personal views about the subject securities and issuers.  I 
also certify that no part of my compensation was, is, or will be, directly or 
indirectly, related to the specific recommendations or view expressed in this 
research report. 

 
  
Special Disclosures 
In accordance with the SEBI (Foreign Institutional Investors) Regulations and with 
guidelines issued by the Securities and Exchange Board of India (SEBI), foreign 
investors (individuals as well as institutional) that wish to transact the common 
stock of Indian companies must have applied to, and have been approved by 
SEBI and the Reserve Bank of India (RBI). Each investor who transacts common 
stock of Indian companies will be required to certify approval as a foreign 
institutional investor or as a sub-account of a foreign institutional investor by SEBI 
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and RBI. Certain other entities are also entitled to transact common stock of 
Indian companies under the Indian laws relating to investment by foreigners. 
Merrill Lynch reserves the right to refuse copy of research on common stock of 
Indian companies to a person not resident in India.  American Depositary 
Receipts (ADR) representing such common stock are not subject to these Indian 
law restrictions and may be transacted by investors in accordance with the 
applicable laws of the relevant jurisdiction. Global Depository Receipts (GDR) and 
the Global Depository Shares of Indian companies, Indian limited liability 
corporations, have not been registered under the U.S. Securities Act of 1933, as 
amended, and may only be transacted by persons in the United States who are 
Qualified Institutional Buyers (QIBs) within the meaning of Rule 144A under the 
Securities Act. Accordingly, no copy of any research report on Indian companies' 
GDRs will be made available to persons who are not QIBs. 
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Important Disclosures   

LTOUF Price Chart 
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The Investment Opinion System is contained at the end of the report under the heading "Fundamental Equity Opinion Key". Dark Grey shading indicates the security is restricted with the opinion suspended. Light Grey shading indicates the security 
is under review with the opinion withdrawn. Chart current as of June 30, 2006 or such later date as indicated. 
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BHRVF Price Chart 
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is under review with the opinion withdrawn. Chart current as of June 30, 2006 or such later date as indicated. 
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Investment Rating Distribution: Engineering & Construction Group (as of 30 Jun 2006) 
Coverage Universe Count Percent  Inv. Banking Relationships* Count Percent 
Buy 12 66.67%  Buy 4 33.33% 
Neutral 6 33.33%  Neutral 2 33.33% 
Sell 0 0.00%  Sell 0 0.00%  
Investment Rating Distribution: Global Group (as of 30 Jun 2006) 
Coverage Universe Count Percent  Inv. Banking Relationships* Count Percent 
Buy 1264 44.12%  Buy 430 34.02% 
Neutral 1398 48.80%  Neutral 404 28.90% 
Sell 203 7.09%  Sell 45 22.17% 
* Companies in respect of which MLPF&S or an affiliate has received compensation for investment banking services within the past 12 months.  

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating.  VOLATILITY RISK 
RATINGS, indicators of potential price fluctuation, are: A - Low, B - Medium, and C - High. INVESTMENT RATINGS, indicators of expected total return 
(price appreciation plus yield) within the 12-month period from the date of the initial rating, are: 1 - Buy (10% or more for Low and Medium Volatility Risk 
Securities - 20% or more for High Volatility Risk securities); 2 - Neutral (0-10% for Low and Medium Volatility Risk securities - 0-20% for High Volatility 
Risk securities); 3 - Sell (negative return); and 6 - No Rating. INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend 
considered to be secure); 8 - same/lower (dividend not considered to be secure); and 9 - pays no cash dividend.  
 

MLPF&S or one of its affiliates acts as a market maker for the securities recommended in the report: Larsen & Toubro. 
The company is or was, within the last 12 months, an investment banking client of MLPF&S and/or one or more of its affiliates: Nagarjuna Const. 
In the US, retail sales and/or distribution of this report may be made only in states where these securities are exempt from registration or have been qualified for 

sale: IVRCL Infrastruc, Larsen & Toubro, Nagarjuna Const. 
MLPF&S or an affiliate has received compensation for investment banking services from this company within the past 12 months: Nagarjuna Const. 
MLPF&S or an affiliate expects to receive or intends to seek compensation for investment banking services from this company within the next three months: 

Bharat Heavy, Larsen & Toubro, Nagarjuna Const. 
MLPF&S together with its affiliates beneficially owns one percent or more of the common stock of this company. If this report was issued on or after the 10th day 

of the month, it reflects the ownership position on the last day of the previous month.  Reports issued before the 10th day of a month reflect the ownership position at 
the end of the second month preceding the date of the report: Larsen & Toubro. 

The country in which this company is organized has certain laws or regulations that limit or restrict ownership of the company's shares by nationals of other 
countries: Bharat Heavy, IVRCL Infrastruc, Larsen & Toubro, Nagarjuna Const. 

MLPF&S or one of its affiliates is willing to sell to, or buy from, clients the common equity of the company on a principal basis: Larsen & Toubro. 
The analyst(s) responsible for covering the securities in this report receive compensation based upon, among other factors, the overall profitability of Merrill 

Lynch, including profits derived from investment banking revenues.   
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Other Important Disclosures 
 

UK readers:  MLPF&S or an affiliate is a liquidity provider for the securities discussed in this report. 
 

Information relating to Non-U.S. affiliates of Merrill Lynch, Pierce, Fenner & Smith Incorporated (MLPF&S): 
MLPF&S distributes research reports of the following non-US affiliates in the US (short name: legal name): Merrill Lynch (France): Merrill Lynch Capital Markets 

(France) SAS; Merrill Lynch Dublin (Frankfurt Branch): Merrill Lynch CMB Ltd, Dublin, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty) 
Ltd; Merrill Lynch (Milan): Merrill Lynch Capital Markets Bank Limited;  MLPF&S (UK): Merrill Lynch, Pierce, Fenner & Smith Limited; Merrill Lynch (Australia): Merrill 
Lynch Equities (Australia) Limited; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd; 
Merrill Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill Lynch 
Argentina SA; Merrill Lynch (Brazil): Banco Merrill Lynch de Investimentos SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co, Ltd; Merrill Lynch (Seoul): 
Merrill Lynch International Incorporated (Seoul Branch); Merrill Lynch (Taiwan): Merrill Lynch Taiwan Limited; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; 
PT Merrill Lynch (Indonesia): PT Merrill Lynch Indonesia; Merrill Lynch (KL) Sdn. Bhd.: Merrill Lynch (Malaysia); Merrill Lynch (Israel): Merrill Lynch Israel Limited; 
Merrill Lynch (Russia): Merrill Lynch CIS Limited, Moscow.  

This research report has been prepared and issued by MLPF&S and/or one or more of its non-U.S. affiliates. MLPF&S is the distributor of this research report in 
the U.S. and accepts full responsibility for research reports of its non-U.S. affiliates distributed in the U.S. Any U.S. person receiving this research report and wishing 
to effect any transaction in any security discussed in the report should do so through MLPF&S and not such foreign affiliates. 

This research report has been approved for publication in the United Kingdom by Merrill Lynch, Pierce, Fenner & Smith Limited, which is authorized and 
regulated by the Financial Services Authority; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co, Ltd, a registered securities dealer 
under the Securities and Exchange Law in Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC; is 
issued and distributed in Taiwan by Merrill Lynch (Taiwan) Ltd or Merrill Lynch, Pierce, Fenner & Smith Limited (Taiwan Branch); is issued and distributed in 
Malaysia by Merrill Lynch (KL) Sdn. Bhd., a licensed investment adviser regulated by the Malaysian Securities Commission; and is issued and distributed in 
Singapore by Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd (Company Registration No. 198602883D). Merrill 
Lynch International Bank Limited and Merrill Lynch (Singapore) Pte Ltd. are regulated by the Monetary Authority of Singapore. Merrill Lynch Equities (Australia) 
Limited, (ABN 65 006 276 795), AFS License 235132, provides this report in Australia. No approval is required for publication or distribution of this report in Brazil. 

Merrill Lynch Dublin is regulated by BaFin. 
Copyright, User Agreement and other general information related to this report: 
Copyright 2006 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. This research report is prepared for the use of Merrill Lynch clients and 

may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of Merrill Lynch. Merrill Lynch 
research reports are distributed simultaneously to internal and client websites eligible to receive such research prior to any public dissemination by Merrill Lynch of 
the research report or information or opinion contained therein. Any unauthorized use or disclosure is prohibited. Receipt and review of this research report 
constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report (including 
any investment recommendations, estimates or price targets) prior to Merrill Lynch's public disclosure of such information. The information herein (other than 
disclosure information relating to Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee its accuracy.  Merrill Lynch makes no 
representations or warranties whatsoever as to the data and information provided in any third party referenced website and shall have no liability or responsibility 
arising out of or in connection with any such referenced website. 

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer, 
to buy or sell any securities or other investment or any options, futures or derivatives related to such securities or investments. It is not intended to provide personal 
investment advice and it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person who may 
receive this report.  Investors should seek financial advice regarding the appropriateness of investing in any securities, other investment or investment strategies 
discussed or recommended in this report and should understand that statements regarding future prospects may not be realized.  Investors should note that income 
from such securities or other investments, if any, may fluctuate and that price or value of such securities and investments may rise or fall.  Accordingly, investors may 
receive back less than originally invested.  Past performance is not necessarily a guide to future performance. Any information relating to the tax status of financial 
instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice.  Investors are urged to seek tax advice based on 
their particular circumstances from an independent tax professional. 

Foreign currency rates of exchange may adversely affect the value, price or income of any security or related investment mentioned in this report.  In addition, 
investors in securities such as ADRs, whose values are influenced by the currency of the underlying security, effectively assume currency risk. 

Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related 
investments.  

Merrill Lynch Research policies relating to conflicts of interest are described at http://www.ml.com/media/43347.pdf. 
iQanalytics, iQcustom, iQdatabase, iQmethod, iQmethod 2.0, iQprofile, iQtoolkit, iQworks are service marks of Merrill Lynch & Co., Inc. 
Fundamental equity reports are produced on a regular basis as necessary to keep the investment recommendation current.   
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