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RBI data on corporate capex paints grim outlook for FY13 & beyond 
Our India Banks analyst, Vijay Sarathi, highlights a weak trend in 
corporate capex as revealed by data from the RBI, in his note entitled 
“The Capex Picture Book”, earlier today. As per the RBI data: 

 Capex in FY13 is likely to be only 60% of FY12 levels (assuming no 
more major sanctions in FY12, in line with feedback from most banks). 

 The outlook beyond FY13 seems to be even grimmer as projected 
capex spending is likely to decline to just 40% of FY12 levels.  

 The situation appears more alarming when we consider that project 
sanctions in FY12 were just 33.7% of the level seen in FY11. 

As per Vijay, new corporate capex proposals have dried up over the past 
year and we are likely to see corporate loan growth (outside of regular 
working capital loans) reduce to a trickle. The current corporate loan 
growth appears to be largely feeding off the existing loan sanctions, and 
banks are seeing very little fresh appetite for new loans.  

L&T order inflows highly correlated with capex data: -ve takeaways 
We highlight the relevance of this data for L&T as a declining pipeline of 
corporate capex has a significant bearing on L&T’s order inflow outlook. 

 We note an historically strong correlation between L&T’s domestic 
orders and the sanction as well as disbursement data from RBI (Fig 2-
3).  

 We also highlight the correlation between BSE500 corporate capex 
and L&T’s order inflows for corresponding segments and note risk for 
L&T’s order inflow estimates. 

Summary: Overall, we note negative takeaways for the order 
environment in the medium-term from the RBI data on bank sanctions 
and disbursements. While we note that significant new sanctions over 
the next few months could change sentiment positively, our banking 
team’s feedback from most banks suggests that currently new project 
sanction requests are only few and far between.  

Fig. 1:  RBI data suggests corporate capex is on a sharp decline in FY13-14 
Phasing of capex of projects sanctioned assistance by Banks/FIs (INR bn) 

*Data available up to Q3: 2011-12; # These estimates are ex ante, incorporating only the envisaged investments, and thus 
are different from those actually realised/utilised. Source: RBI 
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Fig. 2:  Strong correlation between L&T orders and bank 
sanctions 
% growth y-y 

Source: Reserve Bank of India, Company Data, Nomura Estimates 
 

Fig. 3:  …and also with disbursements; our numbers for 
FY13 seem to be at risk  
% growth y-y 

Source: Reserve Bank of India, Company Data, Nomura Estimates 

 
Fig. 4:  L&T orders vs. BSE 500 capex/sales  
% y-y for L&T inflows 

Source: ACE equity, Nomura research 
 

Fig. 5:  L&T inflows tracking corporate debt cover 
% y-y for L&T inflows

Source: ACE equity, Nomura research 

 

Fig. 6:  L&T’s process order inflow is strongly correlated with 
domestic metals capex cycle… 
% y-y 

Source: Company Data, Nomura Research 
 

Fig. 7:  …while oil & gas order inflow leads domestic sector 
capex by a year 
% y-y; L&T oil & gas order inflow advanced 12 months 

Source: Company Data, Nomura Research 
 

 
Fig. 8:  SBI’s project finance loan book trend 
(INR bn) 

Source: Company data, Nomura research 
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Larsen & Toubro (LT IN) INR 1349 (26-6-2012)  
Rating and target price chart (three year history) 
 

Reduce (Sector rating: Not rated) 

Date  Rating  Target price  Closing price  
17-May-12 Reduce 1,163.55 
17-May-12 992.00 1,163.55 
24-Oct-11 1,691.00 1,294.25 
03-Oct-11 1,975.00 1,319.20 
14-Jun-11 1,989.00 1,727.45 
18-Jan-11 1,966.00 1,684.00 
21-Oct-10 2,310.00 2,043.20 
12-Aug-10 2,080.00 1,802.60 
18-May-10 1,860.00 1,661.05 
14-May-10 1,797.00 1,529.35 
25-Jan-10 1,867.00 1,490.45 
22-Jan-10 1,797.00 1,471.70 
23-Oct-09 1,867.00 1,570.40 
07-Sep-09 Buy 1,598.40 
07-Sep-09 1,877.00 1,598.40 
17-Jul-09 1,213.00 1,419.45 

 

For explanation of ratings refer to the stock rating keys located after chart(s) 
 

Valuation Methodology We value the stand-alone business at 10x one-year forward earnings, average of previous downcycle 
trading range (FY99-FY04 and post Lehman crisis). We peg key subsidiaries such as Infotech and Finance to peer multiples 
and current market cap (less 20% holding co discount) respectively, while we attach a 0.8x FY14F P/B to L&T IDPL which is in-
line with peers. We thus value the standalone business at INR675/share while all other subsidiary, associates and investments 
are valued at INR317/share together thus forming our SOTP based TP of INR992/share. 
Risks that may impede the achievement of the target price Risks to our target price include better-than-expected order 
inflows, better than expected margin and execution, a substantial decrease in raw material prices and lower risk premium. 
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