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Financials & Valuation (INR b)

Y/E March 2013E 2014E 2015E

Sa les  623.7  725.4  850.1

EBITDA  67.1  82.3  99.5

Adj PAT *  50.5  56.0  68.0

EPS (INR)*  82.5  91.5  111.1

EPS Gr. (%)  5.8  10.8  21.4

BV/Sh (INR)  470.4  532.8  608.6

RoE (%)  16.6  16.5  17.5

RoCE (%)  13.5  13.6  14.7

Payout (%)  29.3  28.9  28.9

Valuation

P/E (x)*  19.2  17.3  14.3

P/BV (x)  3.4  3.0  2.6

EV/EBITDA (x)  15.0  12.5  10.5

Div Yield (%)  1.2  1.4  1.7

* Consolidated

 Operating performance below expectations: While Larsen and Toubro's (LT)

operating performance for 3QFY13 was significantly below expectations, the

key positives are continued strong order inflows (INR195b; up 14% YoY) and

positive cash flow from operations. Adjusted EBITDA margin declined 84bp

YoY in 3QFY13, impacted by lower sales and poor fixed cost absorption.

Adjusted net profit declined 7.8% YoY to INR10.4b (below our estimate of

INR11.4b).

 Order intake - key positive surprise: Order intake at INR195b (up 14% YoY), in

line with the quarterly run-rate of INR200b during the last four quarters,

supported by robust 22% contribution from overseas business (v/s 23.7% in

2QFY13), surprising positively as the announced order intake (through press

releases) was just INR98b. Management mentioned about improving order

pipeline while strategy on overseas business seems to be playing out.

 E&C revenue moderated due to slower order inflow during FY12: E&C revenue

in the domestic market declined 6.2% in 3QFY13 against 13.3% growth in

1HFY13 due to (1) sluggish order inflow during FY12 , impacting execution

with a lag of ~4 quarters, (2) passing of peak execution of large hydrocarbon

orders in the domestic E&C business, (3) increasing share of slow moving

orders (largely domestic) from 10% in mid-FY12 to ~14% now.

 Management maintains FY13 guidance: The management maintained its

guidance of 15-20% growth in revenue/order intake and +/-50bp change in

E&C EBITDA margin in FY13.

 Valuation and view: We maintain Buy with a revised SOTP-based target price

of INR1,870 (18% upside). We value L&T standalone at 14x FY15E earnings and

subsidiaries at INR377/share.
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Net working capital remains under pressure, but trend of sharp increase
has moderated
 Net working capital (NWC) remains under pressure at 17% of sales, up from 11.9%

as at the end of FY12, given increased support to vendors. Having said that, we

believe that the trend of significant increase seen during 1QFY13 has been curtailed

and this is comforting. We expect segmental NWC to peak at current levels of

~17% by the end of FY13.

 Gross borrowings have declined to INR110b (from INR120b in 2QFY13). Net debt

has declined to INR43b v/s INR48b in 2QFY13 and INR44b in 1QFY13.

Working capital under strain in a tight liquidity environment

Domestic E&C revenue impacted, given sluggish order intake in FY12
 Domestic E&C revenue declined 6.2% in 3QFY13 against 13.3% growth in 1HFY13.

This was largely due to constrained macro environment, which led to 25% decline

in E&C order intake during FY12, impacting execution with a lag of ~4 quarters.

 In exports, order intake was robust (up 58%) in FY12, favorably impacting execution

in FY13 (up 121% YoY TTM).

 Sales decline of 6.2% in domestic market led to moderate 11% revenue growth in

E&C business (which was supported by strong 191% growth in exports). We will

be watchful of the trends and believe that there are increased possibilities of

disappointments in execution, particularly in 1HFY14.

Revenue lagging order intake by four quarters

Source: Company, MOSL

Source: Company, MOSL
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Balance Sheet (INR m)

FY11 FY12 1QFY13 2QFY13 3QFY13

Net worth 218,460  252,230 260,030 273,920 285,710

Non Current liabilities 59,790 61,140 63,390 68,180 70,190

Current Liabilities 292,820 363,200 368,800 351,910 349,930

Total Sources 571,070 676,570 692,220 694,010 705,830

Fixed Assets 74,160 83,640 85,940 87,390 87,690

Investment/adv to subs 106,000 127,530 140,130 140,440 136,950

Cash and liquid investments 90,140 86,920 69,260 72,210 67,080

Current assets 300,770 378,480 396,890 393,970 414,120

Total Applications 571,070 676,570 692,220 694,010  705,840

Source: Company, MOSL

Adjusted EBITDA margin down 84bp YoY, adjusted PAT down 8%
 Adjusted EBITDA margin declined 84bp YoY in 3QFY13, impacted by lower sales

and poor fixed cost absorption. In 3QFY13, E&C EBITDA margin declined 110bp (to

10.4% v/s 11.5% in 3QFY12) while over 9MFY13, E&C EBITDA margin declined 60bp

YoY (to 11.1% v/s 11.7% in 9MFY12). The decline is marginally higher than the

lower band of the annual guidance of +/-50bp for FY13.  

 Machinery and Industrial Product (MIP) margins declined 230bp YoY to 18%,

impacted by slower product sales while E&E business improved (EBITDA margin

up 330bp), driven by better price realizations and favorable product mix.

 Adjusted net profit declined 7.8% YoY to INR10.4b (below our estimate of

INR11.4b).

 3QFY13 numbers include MTM provisions of INR1.25b on forex debt of ~USD300m

and capital gains of INR2b on property sale.

Revenue growth impacted, given constrained execution Adjusted EBITDA margin down

Source: Company, MOSL
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Segmental details (INR m): E&C EBITDA margin down 104bp

FY12 FY13

1Q 2Q 3Q 4Q 1Q 2Q 3Q % YoY* FY12

Revenues

Engineering & Construcion 80,994 97,941 125,259 167,085 105,584 116,691 138,818 11% 469,788

Electrical & Electronics 7,462 8,478 8,420 11,435 7,603 8,803 8,865 5% 35,794

Machinery & Industrial 6,904 6,037 6,449 8,169 5,067 5,508 5,932 -8% 28,538

Others 1,989 2,221 2,671 2,749 3,630 3,320 3,383 27% 9,630

Revenue Growth YoY %

Engineering & Construcion      22.8      22.2      25.2      22.3      30.4      19.1      10.8 22.9

Electrical & Electronics        0.5      26.1        5.9      14.2        1.9        3.8        5.3 11.5

Machinery & Industrial      26.3    (13.5)      (5.3)      (5.7)    (26.6)      (8.8)      (8.0) 2.2

Others      65.6      39.1      58.8      30.6      82.5      49.5      26.7 46.0

EBIT margin (%)

Engineering & Construcion 10.0 10.7 10.3 13.6 9.4 10.8 9.2 -108bp 11.5

Electrical & Electronics 8.3 8.4 8.5 13.9 10.3 8.3 11.1 264bp 10.2

Machinery & Industrial 17.7 16.0 19.0 16.3 13.5 12.6 27.1 814bp 17.2

Others 21.2 21.5 25.4 11.8 28.7 20.5 42.9 1745bp 19.8

EBIDTA margin (%)

Engineering & Construcion 11.7 11.9 11.4 14.3 10.7 12.1 10.3 -104bp 12.6

Electrical & Electronics 9.5 9.3 9.5 13.9 10.7 9.9 12.4 291bp 10.9

Machinery & Industrial 19.0 17.1 21.6 17.3 16.2 13.6 16.7 -487bp 18.4

Others 23.1 23.9 27.7 14.2 30.6 22.9 22.5 -524bp 21.9

* for margins bp Source: Company, MOSL

Order intake robust; overseas markets contribute 22% of intake in 3QFY13
 Order intake in 3QFY13 was a robust INR195b (up 14% YoY), in line with the quarterly

trend of INR200b in the last four quarters. We are positively surprised, as the

announced order intake (through press releases) was just INR98b. International

business contributed 22% of the intake in 3Q, similar to 23.7% in 2QFY13. However,

we still await greater clarity on the INR35b-40b each of exports and domestic

projects, included in the order intake. Also, this is the highest gap between

reported and announced orders in the last several quarters.

 The management stated that incrementally, the order pipeline has shown some

signs of improvement, particularly in hydrocarbons, power, railways, fertilizers,

etc. Even the strategy on the overseas business seems to be playing out, with

new geographies (apart from the Middle East) contributing 38% of the export

orders in 9MFY13.

Order intake robust (INR b) Order book to bill (BTB) at 2.8x TTM

Source: Company, MOSL
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Cutting estimates; maintain Buy
 The management maintained its guidance of 15-20% growth in revenue/order

intake and +/-50bp change in E&C EBITDA margin in FY13. We model 16% growth in

revenue/order intake and 62bp E&C EBITDA margin for FY13.

 We cut our FY13/FY14E consolidated EPS by 7% / 5% to model constraints in

execution and poor fixed cost absorption. Adjusted for dividend income from

subsidiaries, standalone EPS for FY12 was INR67 (up 11%). For FY13 / FY14, we

expect standalone EPS (net of dividend from subsidiaries) to increase at 10% CAGR

till FY14 (INR70 in FY13 / INR81 in FY14). We model revenue CAGR of 16% / E&C

margin decline of 112bp over FY12-14. Consolidated EPS stands at INR83 (up 6%)

for FY13, INR92 (up 11%) for FY14 and INR111 (up 21%) for FY15.

 We maintain Buy with a revised SOTP-based target price of INR1,870 (18% upside).

We value L&T standalone at 14x FY15E earnings and subsidiaries at INR377/share.
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Company description
Larsen and Toubro (LT) is India's largest engineering and

construction (E&C) company. Apart from its core

construction activity, LT is making significant inroads into

a diverse range of products and services through its

subsidiaries and manufacturing JVs in power BTG, forging

and shipbuilding. The company is also involved in

various developmental projects on BOT basis in roads,

ports, railways and power. Exports contribute ~18% of

the order intake.

Key investment arguments
 LT is well placed to capitalize on long-term

infrastructure demand. Its order backlog is worth

INR1,623b implying BTB ratio of 2.7x TTM. We believe

LT is the best play on capex with its strong execution

skills, diversified portfolio and strong balance sheet.

 LT's operational performance continues to be

encouraging in a challenging environment. Revenue

growth is robust, with the management guiding FY13

growth at 15-20%, on the back of 21% growth in FY12.

Key investment risks
 Working capital has increased over last 2-3 quarters,

driven by tightened liquidity. Also, significant part

of LT's capital is tied up in manufacturing JVs and

infrastructure concession projects that are yet to

show meaningful returns.

Comparative valuations
L&T BHEL Thermax

P/E (x) FY13E 19.2 9.3 21.9

FY14E 17.3 12.7 19.5

P/BV (x) FY13E 3.4 1.9 3.6

FY14E 3.0 1.7 3.2

EV/Sales (x) FY13E 1.6 1.1 1.1

FY14E 1.4 1.2 0.9

EV/EBITDA (x) FY13E 15.0 5.9 13.3

FY14E 12.5 7.3 10.1

Shareholding pattern (%)
Dec-12 Sep-12 Dec-11

Promoter 0.0 0.0 0.0

Domestic Inst 36.8 37.8 37.8

Foreign 21.0 19.5 17.9

Others 42.3 42.7 44.3

Larsen & Toubro: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY13 82.5 84.8 -2.7

FY14 91.5 95.5 -4.2

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

1,586 1,870 17.9 Buy

 An unfavorable political climate and logjams relating

to project clearances stifle fresh order intake growth,

hampering earnings growth.

Recent developments
 LT has restructured its IT and L&T Integrated

Engineering Services (IES) businesses with a view to

accelerate growth in the technology space. L&T

Infotech has been reorganized around two business

clusters, "Industrial" and "Services", and the current

IES will be rebranded as L&T Technology Services.

 Media reports are making the rounds that Adani

Group has agreed to buy 100% equity in Dhamra Port

for an enterprise value of INR55b. However, none of

the parties have confirmed such a deal.

Valuation and view
 We expect standalone EPS (net of dividend from

subsidiaries) to increase at 10% CAGR till FY14 (INR70

in FY13 / INR81 in FY14). We model revenue CAGR of

16% / E&C margin decline of 112bp over FY12-14.

 We maintain Buy, with a revised SOTP-based target

price of INR1,870. We value LT standalone at 14x FY15E

earnings and subsidiaries at INR377/share.

Sector view
 We maintain our Neutral view on the sector.
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