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Highlights

Sector/event Impact

REAL ESTATE:
Lanco Infratech

Lanco’s Q3FY09 results were in line with our expectations, with revenues
rising 134% YoY to Rs18.2bn and PAT decreasing 3% YoY to Rs799mn.

(Lanco) - Lanco booked forex gain of Rs319mn on its dollar debt in Q3FY09 (forex
Q3FY09 results  loss of Rs37.5mn in O9MFY09). The company’s construction orderbook
review stands at Rs113bn (Rs94bn worth internal orders). It has 4,000-MW

power projects under construction — we expect Amarkantak | to be
commissioned in February '09; also, expect Amarkantak 1l (300MW;
September '09), Kondapalli Il (366MW; October '09), hydro projects
(80MW) and Udipi (600MW, April '10) to be commissioned in the next 12-
15 months, increasing Lanco’s operational power portfolio to 2,000MW
from 500MW. The company is well funded to meet its capital
commitments. We remain upbeat on Lanco, given visible growth in its
construction orderbook, discounted valuations for the power portfolio and
robust business model. Reiterate our BUY recommendation.

News Snippets

Economy
e After a year of sluggish growth in fuel retail outlets, the three state-run oil-marketing
companies — Indian Oil Corporation, Bharat Petroleum Corporation and Hindustan

Petroleum Corporation — have chalked out aggressive plans for expansion in the next fiscal
via commissioning over 2,100 outlets at ~Rs12bn. (Business Standard)
Sectoral

e The Department of Industrial Policy & Promotion will set up a monitoring cell to track FDI
inflows into real-estate companies to ensure the funds are not diverted to projects for which
foreign investment clearance has not been taken. (The Economic Times)

e GMR and Lanco have filed proposal for the imported coal-based 1,600-MW power project
in Maharashtra that entails investment of over Rs64bn. Reliance Power, Tata Power, Essar

and Jindal were also other qualified bidders, though they withdrew from filing Requests for
Proposals. (DNA Money)

Corporate

e Usha Martin, a specialty steel producer & wire-rope manufacturer, has plans to start coal
mining at Jharkhand and increase iron-ore mining capacity in the next fiscal. (DNA Money)
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Lanco Infratech (Buy) REAL ESTATE
Q3FY09 RESULTS REVIEW

Decent quarter Rs112
Gaurav Pathak (+91 22 6637 7339) gaurav_pathak@isecltd.com

Lanco Infratech’s (Lanco) Q3FY09 results were in line with our expectations, with
revenues rising 134% YoY to Rs18.2bn and PAT decreasing 3% YoY to Rs799mn. Lanco
booked forex gain of Rs319mn on its dollar debt in Q3FY09 (forex loss of Rs37.5mn in
9MFY09). The company’s construction orderbook stands at Rs113bn (Rs94bn worth
internal orders). It has 4,000-MW power projects under construction — we expect
Amarkantak | to be commissioned in February '09; also, expect Amarkantak Il (300MW;
September '09), Kondapalli Il (366MW; October '09), hydro projects (80MW) and Udipi
(600MW, April ’10) to be commissioned in the next 12-15 months, increasing Lanco’s
operational power portfolio to 2,000MW from 500MW. The company is well funded to meet
its capital commitments. We remain upbeat on Lanco, given visible growth in its
construction orderbook, discounted valuations for the power portfolio and robust business
model. Reiterate our BUY recommendation.

Table 1: Valuations summary

Y/IE EPS P/E EV/IE

March (Rs) (x) (x)
Price (3/02/09) (Rs) 112 | 2007 8.6 13.0 8.7 | BSE Sensex 9149
52 wk Range (Rs) 884/91 | 2008 16.1 6.9 7.1 | M.Cap (Rs bn) 245
DPS FY09E (Rs) 0 | 2009E 16.0 7.0 10.3 [ M.Cap (US$ mn) 506
Dividend yield (%) 0 | 2010E 19.3 5.8 10.0 | Shares Out (mn) 219.8
Face value (Rs) 10 | 2011E 26.0 4.3 6.1 | Float (%) 26.4

Source: Company data, I-Sec Research

e Revenue break-up. Revenue contribution was primarily from construction (Rs10.4bn;
52% of total revenue) and power (Rs9.1bn; 45%). Contribution from construction rose
176% YoY and 65% QoQ to Rs10.4bn mainly due to pick-up in execution of
Amarkantak | & Il, Nagarjuna and Kondapalli power projects. Revenues in the power
segment rose 115% YoY due to significant jump in power trading revenues, which rose
to Rs5.2bn from 3.5bn in Q2FY09; also, firing of naphtha at Kondapalli lead to sharp
increase in power generation revenues. Power plants of Kondapalli and Aban were at
~80% PLF and ~90% availability. For its Lanco Hills project, the company has
advances of Rs3bn (of the 4mn sqft total residential, 2.5mn sqft already sold) and
equity contribution of Rs2.6bn; the remaining Rs12bn capex is being financed from
debt.

e Margin contraction. Q3FY09 EBITDA margin was lower at 11.5% versus 22.5% in
Q3FY08 and 12.4% in Q2FY09. EBITDA margin witnessed pressure mainly due to:
i) use of naphtha at the Kondapalli power plant and ii) increase in power trading
revenues (1% operating margin) to Rs5.2bn from Rs3.5bn in Q2FY09. Post
adjustment for naphtha and Rs341mn carbon credit booked in Q3FY08, margin of the
power business improved a tad. EPC margins reduced on account of cost inflation.
Also, interest cost was higher due to greater working capital requirements.

e Valuations. We maintain our NAV estimates at Rs65bn or Rs296/share. Based on
FYO9E, FY10E and FY11E EPS estimates of Rs16, Rs19.3 and Rs26, the stock is
trading at P/E of 7x, 5.8x and 4.3x respectively. Maintain BUY.
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Table 2: Q3FY09 results review
(Rs mn, year ending March 31)

Q3FY09 Q3FY08 % chg (YoY) Q2FY09 % chg (QoQ)

Gross sales 18,202.3 7,781.5 133.9 12,789.7 42.3
Excise duty 0.0 0.0 0.0 0.0 0.0
Net Sales 18,202.3 7,781.5 133.9 12,789.7 42.3
Other operating income 0.0 0.0 0.0 0.0 0.0
Total Operating income 18,202.3 7,781.5 133.9 12,789.7 42.3
Raw Materials 15,110.6 5,437.7 177.9 10,024.2 50.7
Personnel Cost 531.0 229.7 131.2 493.4 7.6
Research & Development 0.0 0.0 0.0 0.0 0.0
Other Expenses 473.2 363.6 30.1 682.1 (30.6)
Total Expenses 16,114.8 6,031.0 167.2 11,199.7 43.9
EBITDA 2,087.5 1,750.5 19.3 1,590.0 313
Interest (Net) 496.5 218.8 126.9 454.8 9.2
Depreciation 294.7 212.8 38.5 240.6 22.5
Other Income 317.9 186.7 70.2 116.2 173.7
Recurring pre-tax income 1,614.1 1,505.6 7.2 1,010.8 59.7
Taxation 410.4 303.4 35.3 310.3 32.2
Recurring Net Income 1,203.8 1,202.2 0.1 700.5 71.9
Extraordinary item 0.0 0.0 0.0 0.0 0.0
Less: Minority Interest 404.9 349.3 15.9 186.1 117.6
Add: Associates Profits 0.0 (27.7) - 1.2 -
Reported Net income 798.9 825.2 3 515.6 54.9

Source: Company data

Details in our report ‘Decent quarter’ dated February 4, 2009

Gujarat State Petronet (Unrated) Oil&Gas and Petrochemicals
Q3FY09 RESULTS REVIEW

Transportation tariffs escalate Rs30
Amit Mishra (+91 22 6637 7274) amit_mishra@isecltd.com
Gagan Dixit (+91 22 6637 7480) gagan_dixit@isecltd.com

Gujarat State Petronet's (GSPL) Q3FY09 earnings grew 9.7% YoY, despite 25.8%
decrease in gas ftransportation volumes on 43% YOoY increase in transportation tariffs.
Transportation tariffs during the quarter were at an all-time high of Rs970/mscm, probably
owing to the absence of short-distance spot transportation volumes and pay-offs from take
or pay agreements. Moreover, the shareholders approved the Corporate Social
Responsibility (CSR) contribution to be payable to the state Government with an absolute
majority. The company would be paying 30% of PBT as CSR contribution. Despite
recurring CSR contribution, we value the stock at Rs40/share based on FCFE-based
valuations and remain positive on long-term growth prospects. However, in the short term,
the stock may remain subdued due to lack of additional volumes and delays in
commissioning of existing pipelines on gas shortage. The stock has fallen 62.8% YoY and
underperformed the BSE-200 8.6% due to concerns on CSR contribution, lack of gas
supplies and the impact on tariffs due to recommendation by the Petroleum & Natural Gas
Regulatory Board (PNGRB). The stock offers significant upside to our fair-value estimate
but may remain range bound in the next six months on lack of gas supplies. We expect
gas supplies from Reliance Industries (RIL) to start flowing during Q1FY10E. We believe
the stock would see significant appreciation in the next 12-18months, once gas supplies
kick in. Reversal of the CSR contribution could enhance fair value of the stock 20% to
Rs48/share.
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Table 1: Valuations summary

YIE EPS P/E EVIE

March (Rs) (x) (x)
Price (3/02/09) (Rs) 30 | 2007 1.6 18.2 8.8 | BSE Sensex 9149
52 wk Range (Rs) 84/26 | 2008 1.8 16.5 6.6 | M.Cap (Rs bn) 16.9
DPS FY09E (Rs) 0.2 | 2009E 0.9 33.6 7.6 | M.Cap (US$ mn) 347.1
Dividend yield (%) 0.7 | 2010E 1.9 15.4 5.8 | Shares Out (mn) 562
Face value (Rs) 10 | 2011E 2.3 12.8 4.5 | Float (%) 62.2

]

ource: Company data, I-Sec Research

Net sales increased 6.2% YoY to Rs1.2bn on the back of 43% YoY rise in gas
transportation tariffs despite 25.8% decline in gas transportation volumes. This could
be attributable to higher take-or-pay agreements payable in Q3FYQ9, which led to
higher effective gas transportation charges.

EBITDA margin decreased 128bps QoQ due to higher personal costs and other
expenditure. EBITDA rose 4.6% YoY to Rs1bn.

Net income rose 9.7% YoY to Rs276.4mn owing to lower effective tax rate, which
declined 865bps YoY to 34.9%.

First 5-yr applicable volumes for regulated returns to be linked to contracted
volumes. In its conference call yesterday, the management clarified that applicable
volumes for regulated returns for the first five years would be 60%, 70%, 80%, 90%
and 100% of the contracted volumes (as emphasised in our report ‘Tariff for Natural
Gas Pipelines’ dated December 22, '08) versus pipeline capacity volumes (as believed
by the market).

CSR contribution contingent to capex incurred on assigned project. The
management also elucidated that GSPL’s CSR contribution would be linked to the
assigned project, with the company supporting the capex incurred thereby, subject to
maximum limit of 30% of its pre-tax income in the concerned fiscal. The company is
awaiting assignment of a project for CSR contribution at present.

Valuations attractive. Increasing concerns over CSR tax, lower returns and delay in
gas supplies have led to sharp correction in the stock. This offers excellent opportunity
for long-term investors to enter the stock. We believe the stock would significantly
appreciate post commencement of additional gas supplies for Torrent, Essar, NTPC
power plants and RIL’s Jamnagar complex. GSPL’s plans to expand its gas pipelines
to Mundra, Pipapav and Rajasthan could offer significant upside to the stock. We
advice investors to enter during corrections in the next two quarters as the company
may report lacklustre results. Post Q1FY10, with additional volumes flowing in, the
stock would outperform broader markets. GSPL also offers significant option value in
case the CSR contribution is revoked, which could take our fair value from Rs40/share
to Rs48/share.
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Earnings revisions

(%) FYO09E

FY10E FY1l1E

Sales 1137
EBITDA | 19.0
EPS 1195

1183 1197
1250 |25.1
1213 1226

Table 2: Q3FY09 results review
(Rs mn, Year ending March 31)

% chg % chg % chg
Q3FY09 Q3FY08 (YoY) (QoQ) YTDFY09 YTDFY08 (YoY)

Net sales 1,174.4 1,106.3 6.2 (1.0) 3,655.2 3,017.9 17.8

Gas transportation charges - - 19.2 14.4

Connectivity charges 28.4 27.8 2.3 (6.8) 91.1 88.4 3.0

Personnel cost 23.8 14.6 63.1 20.5 62.4 42.6 46.4

Other expenses 105.7 92.3 14.5 14.7 266.3 257.3 3.5

Total expenses 158.0 134.7 17.3 (2.3) 438.9 402.7 9.0

EBITDA 1,016.4 971.6 4.6 (0.8) 3,116.2 2,615.2 19.2

Interest 221.9 208.1 6.6 (3.9) 670.8 612.6 9.5

Depreciation 428.7 413.8 3.6 1.4 1,266.0 1,218.8 3.9

Other income 58.5 96.3 (39.3) (19.2) 198.9 206.0 (3.5)

Recurring pre-tax income 424.2 446.0 (4.9) (4.2) 1,378.3 989.8 39.2

Extraordinary income/(expense) - - -

Taxation 147.9 194.0 (23.8) (7.2) 491.7 396.3 24.1
Current 131.5 148.6 (11.5) (7.7) 437.4 271.3 61.2
Deferred 15.1 43.6 (65.4) (6.2) 51.5 120.2 (57.1)
FBT 1.2 1.8 (32.1) 97.3 2.7 4.8 (43.1)
Tax adjustment for extra-ordinary

income/(expense) - - -

Recurring netincome 276.4 252.0 9.7 (2.6) 886.6 593.5 49.4

Reported net income 276.4 252.0 9.7 (2.6) 886.6 593.5 49.4

Ratios (%)

Gross margins 97.6 97.5 9.2 177.0 96.9 96.6 30.5

EBITDA margin 86.5 87.8 (127.6) 18.1 87.7 86.7 99.7

Net profit margin 23.5 22.8 75.7  (39.5) 24.9 19.7 527.2

Gas transported (mmscmd) 1,205.6 1,623.1 (25.8) (15.8) 2,635.4 2,9955 (12.0)

Gross contribution (Rs/mmscmd) 0.95 0.66 43.2 19.8 1.31 0.97 34.3

Blended transportation charges

(Rs/mmscmd) 0.97 0.68 43.0 17.6 1.35 1.01 33.9

Cash profits 705.1 665.8 5.9 (0.2) 2,152.6 1,812.3 18.8

Source: Company data, I-Sec Research

Allied Digital Services (Buy) TECHNOLOGY
Q3FY09 RESULTS REVIEW AND EARNINGS REVISION

Concerns crop up Rs300
Krupal Maniar, CFA (+91 22 6637 7254) krupal_maniar@isecltd.com
Sandeep Shah (+91 22 6637 7114) sandeep_shah@isecltd.com

Allied Digital Services (ADSL) registered its first-ever revenue decline (6.7% QoQ) to
Rs1.39bn (I-Sec: Rs1.72bn) in Q3FY09 owing to 10.7% QoQ dip in solutions (due to
management focus on reducing pure hardware sale) and 2.7% QoQ drop in services (due
to postponement of few orders to Q4FY09). Thereby, ADSL is unlikely to meet its FY09
expectations of Rs6bn revenue and Rs1bn profit; the company now expects FY09 revenue
and profit of Rs5.3-5.4bn and Rs800mn respectively. Given lower-than-expected Q3FY09
results, we cut our earnings estimate 19.5-22.6% for FYO9E-11E. Though we are
disappointed with ADSL’'s Q3FY09 performance, IMS and RIMS remain key growth areas
in the IT industry in general and ADSL (which would benefit from increased focus on the
segments) in particular. We now expect revenue and EPS CAGR of 22% and 26%
respectively over FYO9E-11E. At the current market price of Rs300/share, the stock trades
at FY10E P/E of 5x and EV/EBITDA of 3.8x. The stock would see near-term pressure;
maintain BUY with revised price target of Rs375/share (Rs525/share earlier).
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Table 1: Valuations summary

YIE EPS P/E EVIE

March (Rs) (x) (x)
Price (3/02/09) (Rs) 300 | 2007 18.0 16.7 16.7 | BSE Sensex 9149
52 wk Range (Rs) 934/241 | 2008 25.2 11.9 8.3 | M.Cap (Rs bn) 5.4
DPS FY09E (Rs) 1.17 | 2009E 44.3 6.8 5.3 | M.Cap (US$ mn) 111.6
Dividend yield (%) 0.39 | 2010E 60.6 5.0 3.8 | Shares Out (mn) 18.0
Face value (Rs) 10 | 2011E 70.6 4.2 3.0 | Float (%) 35.4

Source: Company data, |-Sec Research

IMS & RIMS remain key growth drivers. ADSL has capacity of 55 seats for its
NOC/SOC operations at present, with 25 to be added this month and another 125-150
over one year. The management boasts of a strong IMS/RIMS order pipeline both in
the domestic market as well as the US (via its acquired EnPointe Global Services-
EGS). Besides this, significant opportunities exist in the physical security surveillance
and integrated solutions segments in the domestic market.

EBITDA margin declines 80bps QoQ to 18% due to higher integration cost of EGS.
EBITDA margin in EGS reduced to 5% from 10% in Q2FY09. Coupled with provision
of Rs16.5mn for receivables from Washington Mutual, PAT declined 25.5% QoQ to
Rs179mn (I-Sec: Rs270mn). The management expects EGS EBITDA margin to
significantly improve going forward, via increased offshoring (over 60% of clients have
agreed to offshore).

Maintain BUY; lower our price target to Rs375/share; consistent strong
performance & transparency required for re-rating. We believe detailed disclosure
(i.e. number of devices, pricing, clientele etc) is required as regards the NOC/SOC
segment. Consistency in performance & increased transparency would be required for
re-rating; the stock is likely to see near-term pressure. Maintain BUY.

Table 2: Q3FY09 results review

(Rs mn, year ending March 31)

Q3FY09 Q2FY09 Q3FYO08 %chg %chg I-Sec %
(QoQ) (YoY) Estimates Variation
Net Sales 1,389 1,489 792.9 (6.7) 75.2 1,727 (19.6)
Cost of Goods Sold 853 923 539.9 (7.6) 57.9 1,043 (18.2)
Employee Expenses 181 185 60.2 (2.1) 200.5 225 (19.7)
Other Expenses 106 101 29.7 5.2 257.2 114 (7.3)
Total Expenses 1,140 1,208 629.8 (5.7) 80.9 1,382 (17.6)
EBITDA 249 281 163.1 (11.2) 52.9 345 (27.7)
Interest 13 10 2.8 22.3 350.0 12 6.4
Depreciation & amortization 14 13 10.5 11.8 35.2 14 1.6
Other Income/ (expense) 13 31 15.6 (59.1) (17.9) 8 70.7
Recurring pre-tax income 235 289 165.4 42.3 327 (28.0)
Extraordinary items 17) 0 0.0 NA NA 0 0
Taxation 40 48 44.3 (18.2) (10.8) 56 (28.9)
Reported Net Income 179 241 121.1 48.1 271 (33.9)
Recurring Net Income 196 241 1211 61.7 271 (27.8)
Ratios (%)
EBITDA margins 18.0 18.8 20.6 20.0
Rec. Net profit margins 12.9 16.2 15.3 15.7

Source: Company data, I-Sec Research

Details in our report ‘Concerns crop up’ dated February 4, 2009
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