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Acumen at work

Write-off blues cloud upsides

= Simon Carves Rs1040mn (13.5mn Gbp) write off during Q2FY10 raises
questions on margins stability and profit guidance. Partial recovery of claims

seems possible.

= Margins surprise for HIFY10 impacted by cost overruns, further 16mn Gbp

of liquidated damages claims by Ensus UK could dampen stock performance

= We recommend 'SELL' on the stock with a Rs240 target price, robust order

book doesn't warrant a multiple re-rating at this juncture

The following are the key takeaways of Q2FY10 performance
= PLL Q2FY10 performance was below our and consensus expectations.

= Profitability again marred by cost overruns, one more quarter of pain possible
until the entire Simon Carves project gets commissioned.

= Slow moving Libya orders dampen execution, revenue growth expected to
pick up in H2FY10.

Stock to under-perform on the back of write off-blues

We recommend 'SELL' on the stock with a SOTP-based target price of Rs240 (PLL
valued at Rs223 based on 12xFY11E earnings (earlier 14x) in line with mid-tier
construction companies forward multiple, Pipavav Shipyard at Rs17 (20% discount
to market cap for Punj Lloyd stake)). PLL robust order book doesn't warrant a
multiple re-rating and we believe that project execution and order book quality
may surprise negatively.

Key Risks

(a)Margins surprise as seen during H1FY10 excluding Simon Carves b) Favorable

negotiation terms with Ensus UK for cost overrun recovery c) Currency risk

Exhibit 1: Key Financials - consolidated entity

YE March (Rs mn) FY08 FYO9E FY10E FY11E
Operating income 77,529 119,120 127,781 161,338
EBITDA 6,923 3,093 9,389 14,393
Net profit 3,583 (2,377) 2,901 6,025
EPS (Rs) 10.6 (8.3) 8.8 18.2
RoE (%) 16.1 (9.7) 9.8 16.2
RoCE (%) 14.8 2.5 11.1 16.0
P/E (x) 24.6 -31.2 29.7 14.3

Source: Company, Ambit Capital Research Estimates *adjusted for Rs2070mn SABIC write - off

Ambit Capital and / or its affiliates do and seek to do business including investment banking with companies covered in its research
reports. As a result, investors should be aware that Ambit Capital may have a conflict of interest that could affect the objectivity of this
report. Investors should consider this report as only a single factor in making their investment decision.

Please refer to disclaimer section on the last page for further important disclaimer.



Ambit Capital Pvt Ltd. PUNJ LLOYD

Q2FY10 Performance

1) PLLreported revenue of Rs 28716 mn against our expectation of Rs 32313mn
a variation of (11%), while EBIDTA and PAT numbers where 28% and 63%
below estimates. The main reason behind the gross underperformance was
Rs 1040mn cost overuns in Simon Carves - Wilton Teeside - Ensus UK Plant
(13.5mn GBP). The plant is expected to be commissioned by Dec-09. There is
a potential of a 16mn Gbp further write off in case Ensus UK seeks liquidated
dama ges claims. We have written off this amount Rs1240mn in our FY10E

numbers.

Exhibit 2 : Performance Q2FY10

Rs mn Q2FY10 Estimate Q2FY10 Actual % Variation
Sales 32313 28717 (11.1)
EBIDTA 2957 2120 (28.3)
Net Profit 1451 528 (63.6)

Source: Ambit Capital research

2) The company is currently negotiating with Ensus UK to get into a Product
sharing agreement and expects to reach a conclusive decision, the modality
being worked out is - for the next 2 years Punj Lloyd will get paybacks for the
13.5mn GBP (Rs1040mn) write down taken this quarter. Punj Lloyd expects
to get 5mn GBP minimum to 22mn GBP maximum (in case plant runs at
100%). Though the recovery of entire 13.5mn GBP looks remote.

3) Excluding this write off company would have reported Rs3160mn EBIDTA
and Rs1260mn PAT. With this cost overun Simon Carves legacy order book
comes to an end. The last contract with Gulf Flour has been taken over by

Punj lloyd now.

4) Current order book is Rs268bn. Company expects to win some new projects
in middle -east in near term also ONGC bids for B-193 are expected to open.

Key positive triggers in near term

= Macro-enviroment in Middle-East is improving and this had resulted in robust
order awards during the last Quarters , Notably the larger ones are $24bn
order announced in July-09 . Abu Dhabi is planning to award $10bn awards
by the end of the year. Upstream projects which had become non-viable due
to lower crude prices are being revived again about 40projects. Oct-09 was
the Ramzan month so order awards were muted , going forward in H2FY10
more robust ordering activity is expected. This augers well for Punj Lloyd as
Mid-stream and Downstream orders are derivatives of Upstream orders and

80% of order book for Punj is from International Segment.

= Some of the projects where the company would have recieved LOI but were
deferred, would come up for awards again. Notably we believe that these
would be in Infra, Hydrocarbons and Renewable Energy segment .

= With these triggers in place we believe that order book traction would continue
as the business model is de-risked Geographically and Segmentally.
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Ambit Capital Pvt Ltd. PUNJ LLOYD

Key financials - Consolidated

Exhibit 3: Balance Sheet

Year to March (Rs mn) FY08 FY09 FY10E FY11E
Cash & equivalents 6,898 8,122 4,044 4,471
Debtors 20,901 26,686 42,010 53,043
Inventory 20,592 36,686 38,509 48,622
Loans & advances 7,429 11,461 10,903 13,766
Investments 5,458 6,609 6,609 6,609
Fixed assets 16,233 21,727 22,633 24,020
Other assets (915) (1,482) (848) (848)
Total assets 76,596 109,809 123,859 149,683
Current liabilities & provisions 32,869 48,952 53,231 67,216
Debt 16,326 35,592 35,900 42,000
Minority Interest 222 420 420 420
Total liabilities 49,417 84,964 89,551 109,636
Shareholders' equity 607 607 663 663
Reserves & surpluses 26,572 24,238 33,646 39,384
Total networth 27,179 24,845 34,309 40,047
Net working capital 9,875 9,828 12,311 10,024
Net debt (cash) 9,428 27,470 31,856 37,529
Total liabilities & equities 76,596 109,809 123,859 149,683
Exhibit 4: Income Statement

Year to March (Rs mn) FY08 FYO09 FY10E FY11E
Operating income 77,529 119,120 127,781 161,338
% growth 51.2% 53.6% 7.3% 26.3%
Operating expenditure 70,606 116,028 118,391 146,944
EBITDA 6,923 3,093 9,389 14,393
% growth 68.7% -55.3% 203.6% 53.3%
Depreciation 1,462.3 1,770.7 2,094.6 2,112.6
EBIT 5,461 1,322 7,295 12,281
Interest expenditure 1,806 2,208 3,345 4,006
Non-operational income 1,182 899 250 450
PBT 4,836 13 4,199 8,725
Tax 1,235 2,260 1,302 2,705
Minority/profit assc. 18.3 (130.3) 4.0 5.0
PAT / Net profit 3,583 (2,377) 2,901 6,025
% growth 81.8% -166.3% -222.1% 107.7%

*adjusted for Rs2070mn SABIC write - off

Source: Company, Ambit Capital Research Estimates
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Ambit Capital Pvt Ltd.

PUNJ LLOYD

Key financials - Consolidated

Exhibit 5: Cash Flow Statement

Year to March (Rs mn) FY08 FYO09 FY10E FY11E
EBIT 5,461 1,322 7,295 12,281
Other income (expenditure) 811 745 250 450
Depreciation 1,462 1,771 2,095 2,113
Interest 1,806 2,208 3,345 4,006
Tax 1,235 2,260 1,302 2,705
Others 1,032

Net working capital 9,875 9,828 12,311 10,024
Cash flow from operating activities (5,183) (10,458) (7,319) (1,891)
Capital expenditure 3,139 6,543 3,000 3,500
Others 449 629 0 0
Investments 3,759 1,151 0 0
Cash flow from investing activities (7,348) (8,323) (3,000) (3,500)
Incr (decr) in borrowings (242) 19,900 (326) 6,100
Issuance of equity 11,046 0 6,702 0
Net dividends 142 (105) 136 282
Others (1,261)

Cash flow from financing activities 9,402 20,005 6,240 5,818
Net change in cash (3,129) 1,224 (4,078) 427
Closing cash balance 6,898 8,122 4,044 4,471
Exhibit 6: Ratio Analysis

Year to March (%) FY08 FY09 FY10E FY11E
EBITDA margin (%) 8.9 2.6 7.3 8.9
EBIT margin 7.0 1.1 5.7 7.6
PAT Margin (%) 4.6 (2.0) 2.3 3.7
Return on capital employed 14.8 2.5 11.1 16.0
Return on equity 16.1 (9.7) 9.8 16.2
Current ratio (x) 1.7 1.7 1.8 1.8
Exhibit 7: Valuation Parameters

Year to March (%) FYO8 FY09 FY10E FY11E
EPS (Rs) 10.6 (8.3) 8.8 18.2
Diluted EPS (Rs) 10.6 (8.3) 8.8 18.2
Book value per share (Rs) 89.6 81.9 113.1 132.0
P/E (x) 24.6 (31.2) 29.7 14.3
P/BV (x) 2.9 3.2 2.3 2.0
EV/EBITDA (x) 16.2 36.2 11.9 7.8
EV/Sales (x) 1.3 0.8 0.8 0.7

*adjusted for Rs2070mn SABIC write - off

Source: Company, Ambit Capital Research Estimates
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PUNJ LLOYD

Explanation of Investment Rating

Investment Rating Expected return

(over 12-Month period from date of initial rating )

Buy >15%

Hold 5% to 15%

Sell <5%
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Disclaimer

This report or any portion hereof may not be reprinted, sold or redistributed without the written consent ot Ambit Capital. AMBIT
Capital Research is disseminated and available primarily electronically, and, in some cases, in printed form.

Additional information on recommended securities is available on request.

DISCLAIMER

1.

If you are dissatisfied with the contents of this complimentary Report or with the terms of this Disclaimer,
your sole and exclusive remedy is to stop using the Report and AMBIT Capital Private Limited ("AMBIT
Capital") shall not be responsible and/ or liable in any manner.

This Report has been issued by AMBIT Capital for the information of its clients/potential clients only.

If this Report is received by any client of an affiliate of AMBIT Capital, in addition to the provisions setout
in this Disclaimer, its provision to the recipient is subject to the terms of business in place between the
AMBIT Capital and such affiliate.

AMBIT Capital is a Stock Broker registered with Securities and Exchange Board of India Limited (SEBI) and
so it is regulated by SEBI.

This Report is not and should not be construed as an investment advice to any client to acquire, subscribe,
purchase, sell, dispose of, retain any securities or an offer to sell or the solicitation of an offer to purchase
or subscribe for any investment or as an official endorsement of any investment.

If 'Buy’, 'Sell', or 'Hold' recommendation is made in this Report such recommendation or view or opinion
expressed on investments in this Report is not intended to constitute investment advice and should not be
intended or treated as a substitute for necessary review or validation or any professional advice. The views
expressed in this Report are those of the analyst which are subject to change and do not represent to be
an authority on the subject. AMBIT Capital may or may not subscribe to any and/ or all the views expressed
herein.

AMBIT Capital makes best endeavour to ensure that the analyst(s) use current, reliable, comprehensive
information and obtain such information from sources which the analyst(s) believes to be reliable. How-
ever, such information has not been independently verified by AMBIT Capital or the analyst(s).

The information, opinions and views contained within this Report are based upon publicly available
information and rates of taxation at the time of publication which are subject to change from time to time
without any prior notice. Reports may be updated anytime without any prior notice to any and/ or all
client(s).

AMBIT Capital makes no guarantee, representation or warranty, express or implied; and accepts no
responsibility or liability as to the accuracy or completeness or currentness of the information in this Report.

Please note that past performance is not necessarily a guide to evaluate future performance.

AMBIT Capital and its affiliates and their respective officers directors and employees may hold positions in
any securities mentioned in this Report (or in any related investment) and may from time to time add to or
dispose of any such securities (or investment).

Affiliate(s) of AMBIT Capital may from time to time render advisory and other services to companies being
referred to in this Report and receive compensation for the same.

AMBIT Capital may act as a market maker or risk arbitrator or liquidity provider or may have assumed an
underwriting commitment in the securities of companies discussed in this Report (or in related investments)
or may sell them or buy them from clients on a principal to principal basis or may be involved in proprietary
trading and may also perform or seek to perform investment banking or underwriting services for or
relating to those companies and may also be represented in the supervisory board or on any other
committee of those companies.

AMBIT Capital may sell or buy any securities or make any investment which may be contrary to or
inconsistent with this Report.

This Report should be read and relied upon at the sole discretion and risk of the client.

The value of any investment made at your discretion based on this Report or income therefrom may be
affected by changes in economic, financial and/ or political factors and may go down as well as up and you
may not get back the full or the expected amount invested. Some securities and/ or investments involve
substantial risk and are not suitable for all investors.

This Report is being supplied to you solely for your information and may not be reproduced, redistributed
or passed on, directly or indirectly, to any other person or published, copied in whole or in part, for any
purpose. Neither this Report nor any copy of it may be taken or transmitted or distributed, directly or
indirectly within India or into any other country including United States (to US Persons), Canada or Japan
or to any resident thereof. The distribution of this Report in other jurisdictions may be strictly restricted and/
or prohibited by law, and persons into whose possession this Report comes should inform themselves about
such restriction and/ or prohibition, and observe any such restrictions and/ or prohibition.

Neither AMBIT Capital nor its affiliates or their directors, employees, agents or representatives, shall be
responsible or liable in any manner, directly or indirectly, for views or opinions expressed in this Report or
the contents or any errors or discrepancies herein or for any decisions or actions taken in reliance on the
Report or inability to use or access our service or this Report or for any loss or damages whether direct or
indirect, incidental, special or consequential including without limitation loss of revenue or profits or any
loss or damage that may arise from or in connection with the use of or reliance on this Report or inability
to use or access our service or this Report.

© Copyright 2006 AMBIT Capital Private Limited. All rights reserved.
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