Engineered to succeed

Punj Lloyd’s USP is its shift towards larger and more complex projects.
its valuation looks attractive, despite recovery on the price front

UNJ LLOYD is the second-
largest engineering company
in India and is present in the
infrastructure and energy
" sectors. Like other stocks in
the construction space, Punj Lloyd has
seen a sharp correction in the past few
weeks — from a level of Rs 1,000, the
stodchad come down toRs731.5recent-
ly. Given the company’s prospects, its val-
uation still looks attractive, despite some
recovery on the price front. Moreover,
duetoits project profile, the impact of the
tax proposals on infrastructure compa-
nies will have a minirnal impact on the
company’s bottomline, This is because
the company has a lower exposure to
sectors such as roads and irrigation,
where these sops were being contested.

' FINANCIALS: PunjLloyd recorded a
turnover of Rs 3,423 arore for the nine
months ended December ‘06 ona

consolidated basis. Standalone turnover
forthe same period wasRs 1,441 aore.
Net profit stood atRs 107.5 crore and Rs
38.4 crore ons consolidated and
standalone basis, respectively.

Punj Lloyd has anumber of subsidiary
companies, which operate in the
countries where itisactive. However, the
bulk of the difference between its
standalone and consolidated figures is on
account of a single subsidiary
Sembawang, which it acquired in "06.
Sembawang hasa large order backlog
taken up at low margins— this will

impact Punj Lloyd's
margins for the next
WO years.

CONCERNS: One
major concern for the
company is low profit
margins—its net
profit margin for
three quarters was
only 3.1%. The com-
pany also seems tobe
inefficient at working
capital management.
Its current debt-equi-
ty ratigis 0.9:1.

: For funding growth and fresh capital ex-

penditure, the company needs toraise
additional capital. An enabling
resolution to that effect was adopted
recently. The company raised $125
million via a five-year foreign currency
convertible bond (FCCB) last year— the
conversion price is wellabove the
current market price.

PROSPECTS: Punj Lloyd has executed
projects in sectors such as roads, 0il & gas
pipelines and process plants. Its project

profile setsit apart from other similar size

construction companies like Gammon
orHindustan Construction. The compa-
ny had a consolidated order backlog of
Rs 14,357 crore atthe end of '06—
about four times its consolidated nine-
month sales. The last big order bagged
by the company was a $290-million
contract for building an offshore oil &
gas production platform for ONGC. This
makes Punj Lloyd the second Indian
company with the capability to fabricate
such equipment. In the recent past, it
has also bagged some large orders in
power, oil refining, pipelines and
petrochermicals. Most of the new orders
have been worth over Rs 500 crore.

VALUATIONS: Punj Lloyd's USP
seems to be its changing work profile,
i.e, opting for larger and more complex
projects. These projects can offer better
margins since thereisalot of
competition in this segment. The
company also has a higher geographical
spread compared to ts peexs. lts P/E
multiple on FY07 earnings is likely to be
below 30, which is not steep if its topline
grows at 30-40%.
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