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EV/EBITDA(x) 45 6.4 1.2 1.4
P/BV(x) 0.5 0.5 0.5 0.4
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Patel Engineering (PATEN)

<101
WHAT'S CHANGED...

Margin surprises but visibility remains low...

Patel Engineering’s (PEL) Q3FY12 operating performance was better than
our estimates on account of superior margins of 18% (11.8% in Q2FY12)
vs. our estimates of 13% despite lower topline of ¥ 619.3 crore vs. our
estimate of ¥ 793.6 crore. Consequently, PEL reported a bottomline of ¥
20 crore vs. our estimates of ¥ 12.7 crore. While construction order inflow
and execution has remained sluggish in the last couple of quarters,
providing low visibility, the volatility in margins is also inexplicable. We
maintain our HOLD recommendation on the stock.

= Margins surprise positively

PEL's Q3FY12 performance positively surprised on the margin front
where the company reported an EBITDA margin of 18% on account of
superior margins in the construction & real estate division. The
construction segment registered an EBIT margin of ~13.1% vs. 9.6% in
Q2FY12 and the real estate segment clocked EBIT margins of 28.2% vs.
21.7% in Q2FY12. We highlight that the margins have been erratic for PEL
in the last couple of quarters, which is inexplicable.

= But...visibility continues to remain low on construction order book

The company has failed to bag any major orders in the last couple of
quarters. Currently, the order book stands at ¥ 9000-10,000 crore. We still
await further clarity on the exact order inflow and order book break-up.
Nevertheless, adjusting for Andhra Pradesh (~% 2200 crore) and
contentious orders (X 1,500 crore —Kotlibel, ¥ 300 crore from Tanzania),
the order book provides low revenue visibility of less than two years.

Valuation

At the CMP, the stock is trading at a P/E of 8.8x FY13E earnings.
Considering execution delays in the construction segment, volatility in
margins, lower visibility on the current order book, high debt level and
lack of clarity over tax raids, we recommend HOLD with an SOTP price
target of ¥ 99. We have valued the construction business using
EV/EBITDA multiple in order to capture rising debt level.

Exhibit 1: Financial Performance

3 crore Q3FY12  Q3FY12E Q3FY11 Q2FY12  YoY Gr (%) QoQ Gr (%)
Net sales 619.3 793.6 434.6 948.5 42.5 -34.7
EBITDA 111.3 102.9 108.0 1115 3.0 0.2
EBITDA Margin (%) 18.0 13.0 249 11.8

Depreciation 20.5 28.3 18.6 15.1 10.5 35.8
Interest 59.2 66.0 86.2 51.9 -31.4 14.1
PAT 20.0 12.7 8.8 30.1 128.1 -33.4

Source: Company, ICICldirect.com Research
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Topline disappoints but margin a positive surprise

m  Patel reported a disappointing topline of ¥ 619.3 crore vs. our

The surprise was on the margin front where the estimates of ¥ 793.6 crore on account of slower execution. In terms
company reported an EBITDA margin of 18% on account of segmental revenue, construction contributed ¥ 542 crore (87% of
of superior margins in the construction & real estate the topline) while real estate accounted for the remaining 13%

division

®  The surprise was on the margin front where the company reported
EBITDA margin of 18% on account of superior margins in the
construction & real estate division. We highlight that PEL’s margins
have been volatile, which is inexplicable

®  The construction segment registered an EBIT margin of ~13.1%
while the real estate segment clocked EBIT margins of 28.2%

®  As aresult, PAT at ¥ 20 crore was higher than our estimates of 312.7

% crore Q3FY12 Q2FY12 QoQ (%) Q3FY11 YoY (%) crore
Construction ) . . )
Revenues 5416 8817 386 4214 285 Order book remains stagnant, await clarity for further traction
EBIT 712 845 157 910 -21.8
EBIT margin (%) 13.1 96 216 As on Q3FY12, the order book was stagnant at ¥ 9000-10,000 crore. We
0 . . . - . .
still await clarity from the company on the break-up and movement of
Real Estate .
order inflows.
Revenues 71.7 66.8 16.4 13.2 487.2
EBIT 219 145 516 55 2958 Exhibit 2: Order book trend
EBIT margin (%) 28.2 21.7 41.8
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Source: Company, ICICldirect.com Research

Exhibit 3: Order book break-up as on Q2FY12
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Valuations

The stock is currently trading at a P/E of 8.8x its FY12E earnings.
Considering the execution delays in construction segments, volatility in
margins, muted order inflow, lack of clarity on the Noida extension, high
debt level and lack of clarity over tax raids, etc, we recommend a HOLD
rating with an SOTP price target of ¥ 99/share. We have valued PEL’s
construction business using EV/EBITDA multiple in order to incorporate
the rising debt level.

Exhibit 4: SOTP Valuation - PEL

Entity Value (% crore)  Per share (%) Comment
Construction business 2,928.0 419 6x FY13 EV/EBITDA
We have assigned a HOLD rating to the stock with an
SOTP target price of T 99/share
Road BOTs 60 9
Based on FCFE metholdogy. We have
KNT - 1 Karnataka 29.7 assumed COE of 13%
AP - 7 Andhra Pradesh 30.7 4
Real Estate 494 n
Corporate Tower, Jogeshwari 123.4 18
Based on NPV metholdogy.
Smondoville, Bangalore 29.7 4
Other Land Bank Value 341.3 49 Based on discounted market price
Power BOTs 135.0 19 0.5x P/BV
Less: consolidated debt (2,925.8) (419) FY13E Net debt
Fair Value 691.9 99

Source: Company, ICICldirect.com Research

Exhibit 5: Valuation metrics

Sales Sales Gr EPS EPS Gr P/E P/BV RoNW RoCE

(X crore) (%) R) (%) (x) (x) (%) (%)

FY10 3190.9 29.7 24.2 -22.3 35 0.5 17.8 14.6
FY11 3475.9 8.9 16.4 -32.3 5.7 0.5 9.4 10.7
FY12E 3307.2 -4.9 14.3 -13.2 7.1 0.5 7.1 9.4
FY13E 3677.6 11.2 11.5 -19.4 8.8 0.4 5.1 8.1

Source: Company, ICICldirect.com Research
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Financial summary

Profit and loss statement

(% Crore) FY10 FY11 FY12E FY13E
Total operating Income 3,190.9  3,475.9 33072  3,677.6
Growth (%) 29.7 8.9 -4.9 11.2
Op. Expenditure 2,682.3 3,013.9 2,839.4 3,189.6
EBITDA 508.7 462.0 467.8 488.0
Growth (%) 28.7 -9.2 1.3 4.3
Depreciation 109.0 82.0 80.2 126.7
EBIT 399.6 379.9 387.6 361.3
Interest 157.7 218.2 243.4 278.3
Other Income 63.0 23.0 17.0 36.8
Extraordinary Item 0.0 0.0 0.0 0.0
PBT 305.0 184.7 161.2 119.8
Tax 92.9 54.0 55.7 395
Rep. PAT before MI 2121 130.7 105.5 80.2
Minority Interest (MI) 13.9 8.1 5.9 0.0
Rep. PAT after Ml 198.2 122.6 99.5 80.2
Adjustments -28.9 -8.0 0.0 0.0
Adj. Net Profit 169.3 114.6 99.5 80.2
Growth (%) -9.0 -32.3 -13.2 -19.4
EPS ) 284 17.6 14.3 1.5

Source: Company, ICICldirect.com Research

Balance sheet

(% Crore) FY10 FY11 FY12E FY13E
Liabilities

Equity Capital 7.0 7.0 7.0 7.0
Reserves & Surplus 1,355.8 1,420.9 1,521.5 1,603.2
Shareholder's Fund 1,362.8 1,421.9 1,534.5 1,610.2
Borrowings 1,203.7 1,713.0 1,713.0 1,713.0
Unsecured Loans 626.3 761.5 1,111.5 1,261.5
Contractees Advances 307.9 331.1 331.1 3311
Deferred Tax Liability 1.5 13.2 13.2 13.2
Minority Interest 61.5 70.4 70.4 70.4
Source of Funds 3,573.7 4,317.1 4,773.1 4,999.4
Assets

Gross Block 839.2 985.8 1,025.8 1,075.8
Less: Acc. Depreciation 300.5 356.4 428.6 553.4
Net Block 538.7 629.4 597.2 522.3
Capital WIP 204.2 209.1 559.1 709.1
Net Fixed Assets 742.9 838.5 1,156.3 1,231.5
Intangible Assets 16.3 14.5 12.6 10.7
Investments 69.8 78.0 78.0 78.0
Cash 232.4 2435 151.8 48.7
Trade Receivables 695.7 872.2 969.5 1,000.9
Loans & Advances 953.2 1,305.9 1,508.2 1,715.8
Inventory 1,803.3 2,038.5 2,002.0 2,246.0
Total Current Asset 3,757.8 4,547.9 4,723.1 51185
Current Liab. & Prov. 1,019.7 1,170.1 1,204.6 1,447.6
Net Current Asset 2,738.0 3,377.8 3,518.5 3,670.9
P&L Account 6.7 8.2 8.2 8.2
Application of Funds 3,573.7 4,317.1 4,773.7 4,999.4

Source: Company, ICICldirect.com Research
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Cash flow statement

(% Crore) FY10 FY11 FY12E FY13E
Net Profit before Tax 305.0 184.7 161.2 119.8
Other Non Cash Exp 0.0 0.0 0.0 0.0
Depreciation 109.0 82.0 80.2 126.7
Direct Tax Paid 92.9 54.0 55.7 395
Other Non Cash Inc 211 14.6 331 36.8
Other ltems 115.8 209.8 243.4 278.3
Change in Contractees Adv -157.6 23.3 0.0 0.0
CF before change in WC 258.2 431.2 396.0 4485
Inc./Dec. In WC -670.9 -674.2 -232.5 -255.5
CF from Operations -412.7 -242.9 163.6 193.0
Pur. of Fix Assets -191.5 -152.2 -390.0 -200.0
Pur. of Inv -19.4 -8.2 0.0 0.0
CF from Investing -147.9 -137.4 -356.9 -163.2
Inc./(Dec.) in Debt 548.8 644.5 350.0 150.0
Inc./(Dec.) in Net Worth 337.4 3.6 0.0 0.0
Others -174.1 -226.3 -248.4 -282.9
CF from Financing 7121 421.7 101.6 -132.9
Opening Cash Balance 295.1 232.4 2435 151.8
Closing Cash Balance 232.4 2435 151.8 48.7

Source: Company, ICICldirect.com Research

FY10 FY11 FY12E FY13E
Per share data (3)
EPS 28.4 17.6 14.3 11.5
Cash EPS 46.0 305 26.6 29.6
BV 194.2 203.3 218.6 229.4
DPS 2.0 1.0 0.6 0.6
Cash Per Share 33.3 34.9 21.7 1.0
Operating Ratios (%)
EBITDA Margin 16.0 13.3 14.1 13.3
PBT / Total Operating income 9.6 5.3 4.9 33
PAT Margin 6.7 3.8 3.2 2.2
Inventory days 167 202 223 21
Debtor days 73 82 102 98
Creditor days 83 96 m 122
Return Ratios (%)
RoE 17.8 9.4 7.1 5.1
RoCE 14.6 10.7 9.4 8.1
RolC 13.7 10.2 8.9 15
Valuation Ratios (x)
P/E 35 5.7 71 8.8
Dividend Yield (%) 2.0 1.0 0.6 0.6
EV / EBITDA 45 6.4 1.2 1.4
EV/ Net Sales 0.7 0.8 1.0 0.2
Price to Book Value 0.5 0.5 0.5 0.4
Solvency Ratios (x)
Debt/EBITDA 3.6 5.4 6.0 6.1
Debt / Equity 1.2 1.6 1.7 1.8
Current Ratio 3.7 3.9 3.9 35

Source: Company, ICICldirect.com Research
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ICICldirect.com coverage universe (Construction)

Simplex Infra Sales (T Crore) EPS ()  Adj PE (x) P/BV(x) RoNW (%) RoCE (%)
Idirect Code SIMCON CMP 203  FY10 FY10 24.7 8.3 1.1 13.1 12.8
Mcap ( crore) 1023 Target 285 FY11 FY11 24.8 8.3 0.9 12.0 11.9
% Upside 41% FY12E FY12E 17.9 1.5 0.9 7.9 11.0
FY13E FY13E 229 9.0 0.8 9.2 11.5
Unity Infra
Idirect Code UNIINF CMP 40 FY10 1,476.8 1.7 34 0.4 17.6 1.6
Mcap (% crore) 296 Target 52 FYN 1,701.5 12.7 3.1 0.4 15.5 16.5
% Upside 30% FY12E 1,949.9 13.2 3.0 0.3 14.1 16.9
FY13E 2,211.6 14.7 2.1 0.3 13.8 17.2
IVRCL
Idirect Code IVRINF CMP 50 FY10 5471.6 7.9 2.8 0.5 115 14.3
Mcap (% crore) 1340 Target 48 FYN 5,617.4 5.9 3.8 0.5 8.2 11.6
% Upside -4%  FY12E 5,842.9 4.0 5.6 0.5 5.2 9.4
FY13E 7,049.8 5.3 4.2 0.5 6.6 10.7
NCC
Idirect Code NAGCON  CMP 55  FY10 4,771.8 15 1.6 0.6 11.8 12.9
Mcap (% crore) 1398 Target 64 FYN 5,073.7 6.4 2.3 0.6 7.1 9.7
% Upside 17% FY12E 5.312.0 4.2 35 0.6 4.4 8.5
FY13E 6,098.4 5.3 2.8 0.5 5.4 9.0
Patel Engineering
Idirect Code PATEN CMP 101 FY10 3,190.9 24.2 35 0.5 17.8 14.6
Mcap (% crore) 703 Target 99 FYN 3,475.9 16.4 5.7 0.5 9.4 10.7
% Upside -2% FY12E 3,307.2 14.3 7.1 0.5 7.1 9.4
FY13E 3,677.6 11.5 8.8 0.4 5.1 8.1
Hindustan Construction
Idirect Code HINCON CMP 23 FY10 3,644.2 1.6 15.7 0.8 6.5 9.5
Mcap (% crore) 1377 Target 20 FYn 4,093.2 1.1 18.0 0.8 47 8.7
% Upside -12%  FY12E 4,067.8 -1.0 NA 0.9 -11.7 6.2
FY13E 4,554.1 -0.4 NA 1.0 -1.9 7.1

Source: Company, ICICldirect.com Research
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Exhibit 6: Recommendation History
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Source: Reuters, ICICldirect.com Research

Exhibit 7: Recent Releases

Date Event CMP Target Price Rating
15-Feb-11 Q3FY11 Result Update 181 191 Hold
20-May-11 Q4FY11 Result Update 137 133 Hold
19-Aug-11 Q1FY12 Result Update 95 102 Hold
18-Nov-11 Q2FY12 Result Update 82 80 Hold

Source: Company, ICICldirect.com Research
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RATING RATIONALE

ICICIdirect.com endeavours to provide objective opinions and recommendations. ICICldirect.com assigns
ratings to its stocks according to their notional target price vs. current market price and then categorises them
as Strong Buy, Buy, Hold and Sell. The performance horizon is two years unless specified and the notional
target price is defined as the analysts' valuation for a stock.

Strong Buy: >15%/20% for large caps / midcaps, respectively, with high conviction;
Buy: >10%/15% for large caps / midcaps, respectively;
Hold: Up to +/-10%;
Sell: -10% or more;
Pankaj Pandey Head - Research pankaj.pandey@icicisecurities.com

ICICIdirect.com Research Desk,
ICICI Securities Limited,

1% Floor, Akruti Trade Centre,
Road No. 7, MIDC,

Andheri (East)

Mumbai — 400 093

research@icicidirect.com

ANALYST CERTIFICATION

We /I, Deepak Purswani CFA, PGDM (FINANCE) Bhupendra Tiwary MBA (FINANCE) research analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this
research report accurately reflect our personal views about any and all of the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to
the specific recommendation(s) or view(s) in this report. Analysts aren't registered as research analysts by FINRA and might not be an associated person of the ICICI Securities Inc.

Disclosures:

ICICI Securities Limited (ICICI Securities) and its affiliates are a full-service, integrated investment banking, investment management and brokerage and financing group. We along with affiliates are leading
underwriter of securities and participate in virtually all securities trading markets in India. We and our affiliates have investment banking and other business relationship with a significant percentage of
companies covered by our Investment Research Department. Our research professionals provide important input into our investment banking and other business selection processes. ICICI Securities
generally prohibits its analysts, persons reporting to analysts and their dependent family members from maintaining a financial interest in the securities or derivatives of any companies that the analysts
cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and
meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without
prior written consent of ICICI Securities. While we would endeavour to update the information herein on reasonable basis, ICICI Securities, its subsidiaries and associated companies, their directors and
employees (“ICICI Securities and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities
from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities
policies, in circumstances where ICICI Securities is acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This
report and information herein is solely for informational purpose and may not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial
instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their
receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific
circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment
objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate
the investment risks. The value and return of investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities and affiliates accept no liabilities for any
loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the
risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to
change without notice.

ICICI Securities and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. ICICI Securities and affiliates might have received
compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of public offerings, corporate finance, investment
banking or other advisory services in a merger or specific transaction. It is confirmed that Deepak Purswani CFA, PGDM (FINANCE) Bhupendra Tiwary MBA (FINANCE) research analysts and the authors of
this report have not received any compensation from the companies mentioned in the report in the preceding twelve months. Our research professionals are paid in part based on the profitability of ICICI
Securities, which include earnings from Investment Banking and other business.

ICICI Securities or its subsidiaries collectively do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of the
research report.

It is confirmed that Deepak Purswani CFA, PGDM (FINANCE) Bhupendra Tiwary MBA (FINANCE) research analysts and the authors of this report or any of their family members does not serve as an
officer, director or advisory board member of the companies mentioned in the report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. ICICI Securities and affiliates may act upon or make use
of information contained in the report prior to the publication thereof.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and
to observe such restriction.
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