COMPANY UPDATE

BHARAT HEAVY ELECTRICALS

Steady against all odds; pace of recovery key

India Equity Research| Engineering and Capital Goods

We had upgraded BHEL to ‘BUY’ in July 2016 anchored by a few positive
triggers on the horizon. Of these, thermal ordering/demand has not
picked up materially, which remains a key monitorable. On the positive
side though, the company’s executable order book (OB) has jumped to
78% (54% last year) in H1IFY18 as execution of slow-moving orders has
gathered pace and gross margin has improved to ~40%. Consequently,
FY19/20 earnings visibility has improved along with potential for further
improvement in working capital as thermal projects gather momentum.
Maintain ‘BUY’ with DCF-based revised TP of INR110 (earlier INR115,
implying FY19E PE at 23x) given reasonable working capital improvement
potential and a medium-term revival in thermal demand from current 6-
8GW p.a.

L1 positions translating, improving revenue visibility

On perusing BHEL’s L1 positions, we expect projects worth ~INR250bn to be awarded
by Mar‘18 end (refer table 2). Consequently, BHEL’s OB would increase to ~INR1.1trn
(3.8x TTM revenues). Lift irrigation projects, rolling stock and Sox Nox ordering could
further add to the closing OB. Movement in standstill orders (Ennore and Yadadari) in
past 1 year and translation of L1 position, will drive 11% revenue CAGR over next 2-3
years.

Gradual dip in WC requirement, margins to perk up

Ballooning debtors (from ~300 days in FY13 to 480 days in FY16) had kept investors on
tenterhooks. We believe the debtor recovery witnessed in FY17 to continue going
forward, despite minor GST-led impact in 1HFY18. While volatility in P&L is seen due to
provision/reversal of liquidation damages, in our view, BHEL's strong track record
(mere 2% of projects have faced liquidation damage charges till date) and exclusion of
JDU clause for the new projects are likely to cushion OPM, albeit bigger delta will
depend on extent of ramp up.

Outlook & Valuations: Recovery over medium term; maintain BUY

We note that the government’s thrust on renewables was the key negative for BHEL in
past 1 year. However, we believe, such transition will be slower and tendering for
conventional energy would range in 10-12GW (including replacement) in foreseeable
future, where BHEL commands significant market share (~¥65%). We maintain ‘BUY/SP’.
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What'’s on track and what’s behind?

Post our upgrade to ‘BUY’ in July’16 from ‘HOLD’ (refer our note, “Breaking shackles of
extreme pessimism”), the stock had hit a high of INR119 (bonus adjusted). While we remain
positive on BHEL, here we appraise our thesis with actual performance (from report date to-

date). We round up the performance on various parameters till date here below.

Table 1: Appraisal of key parameters

Parameter Appraise Remarks

Gorss margin improved from ~35% in Q2FY16

Gross margin
8 | visible to “40% in 1HFY18 and we believe the

improvement
P same to sustain going ahead.
Pick up in equipment With governement push for renewables, ordering
orderizg bquY1p9 c{.\s,-" has not pictked up as againstour initial
assessment.
Debtors have reduced from INR 335bn in FY16 to
Reduction in Debtors INR 319bn in FY17. While a minor uptick was
e witnessed on back of GST disruption to INR
330bn, we expect debtor reduction to continue.
16GW sustainable (% With governement push for renewables, the
tendering annually - 16GW annual tendering seems difficult
—— it Apart from 50 GW coal capacity under
netcapacity | construction, capacity expansion of 22 GW is

addition over FY17-22 planned over Fy17-22 from conventional sources.

Source: Company, CEA, Edelweiss research

Notwithstanding the government’s thrust on renewables, we maintain that capacity
addition under conventional sources will continue as the shift to renewables would be
comparatively slower. While we had not anticipated a drastic shift in slow-moving orders,
gathering momentum in execution of these orders will drive revenue growth over FY17-20E.
Further, we believe even amid intensifying competition and lack of orders, OPM would
stabilise at current levels of 40%, and acceleration in execution would absorb impact of the
Seventh Pay Commission.

Sox Nox compliance to expand target market:

NTPC has floated tenders for installation of Flue gas desulphurisation (FGD) for 17 GW of
thermal power plants to ensure compliance with Sox norms. Of this ~13 GW of power plants
are under construction. With the price ranging from INR 3.5-4mn/MW for FGD, this would
translate into a target market potential of ~INR 50-60bn. Additional tenders for installation
of FGD and potential for installation of selective catalytic reduction (SRC) to comply with
Nox emission norms could act as further triggers to the new emerging market.

Award of BHEL L1 projects worth INR 220-250bn looks feasible

Status assessment of the projects in which BHEL is L1 suggests the projects would likely be
awarded by Mar’18. This would result in closing order book of INR1.1trn by Mar’18. Apart
from the power projects, the upcoming lift irrigation projects in Andhra Pradesh and
Telangana and rolling stock orders could provide additional uptick to BHEL’s order book.
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Table 2: L1 project status

Project MW INR bn TOR Environmental clearance
Patratu NTPC 3 *800 120 Jun-16 Nov-17
Bhusawal Mahagenco 1 * 660 30 Jan-14 Pending
Pankhi UPRVNL 1*660 30 Sep-14 Jun-17
Udangudi Tangedco 2 *660 75 Nov-15 Pending
Total 5,040 255

Source: Company, Industry, Edelweiss research

Table 3: Projects likely in the medium term

Project MW Remarks

NTPC Khargaon 2 *660 Environmental clearance received on Mar-15

THDC Khurga project 2 * 660 Environmental clearance received in Mar-17

Adani Godda 2 *800 Environmental Impact Assessment submited in Apr-

17. EC awaited.
WBPDCL Sagardighi 1 *660 Project has received financial closure

Adani Udupi 2 *800 Land acquisition underway
NPCIL Gorakhpur 2 *700 Tender floated

NTPC Singrauli 2 *660 Tender floated

NTPC Talchar 2 *660 Commissioning target by FY21
Total 10,540

Source: Company, Industry, Edelweiss research
Break up of slow moving order book

Project Value (INR bn) L i ) .

Latatapovan, Reduction in slow-moving OB improves FY19/20E visibility:

Shahpurgandi & Edlapur 72 , - . . .

) Post TANGENCO’s win in Supreme Court against Trishe, execution resumed at the INR76bn

Export (Syria and Yemen) 32

Privaie 111 Ennore power plant. Yadadri (INR204bn), another slow-moving large order, received
Monnet and India bulls 60 environmental clearance in Oct’17. Consequently slow moving OB as a % of total OB,
Other private 51 reduced from 46% in FY16 to 22% in 2HFY18.

Total 215

Chart 1: Movement in executable order book
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Debtor recovery witnesses temporary blip, improvement on the cards

BHEL’s sharpened focus on book debts recovery aided some recovery in FY17, which saw a
temporary disruption in H1FY18 around the GST quarter. With an improving outlook on
execution (Gol’s focus on thermal project execution and recent uptick in BHEL's executable
OB), we believe BHEL is well poised to see its debtor recovery cycle resuming and in turn
favourably impacting WC and assuaging one of the key investor concerns.

Chart 2: Movement in debtors, debtor days
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Chart 3: Impact of Debtos on change in working capital

130

90

50

10

(INRbn)

(30)

(70)

FYO8

FY09
FY10

I Change in debtors

100
Reductionin debtors
releasing cash
75
50
=
0
25 Z
0
(25)
- o o < N (Lo} ~ ©0
- — - — — — - —
> > > > > > > >
(N (N (N (N (N (N (N [V
=
Other WCchanges ——— Change in WC

Source: Company, Edelweiss research

Edelweiss Securities Limited



Bharat Heavy Electricals

Valuation and Outlook: On a steady recovery course

In July’16 we had upgraded BHEL based on: a) Strong potential improvement in WC, driving
cash flows; b) Provision reversals (mostly private) done with; and c¢) Gradual recovery
prospects in thermal. While WC recovery and pick up in execution was witnessed to some
extent, pick up in ordering has yet to play out and may not happen in a hurry given weak
power demand/slow traction by state GENCOs. However, we maintain our stance of strong
execution leg up which seems reasonable post the recent improvement in executable OB -
this makes FY19/20E P/L improvement imminent, especially given a stable gross margin
profile.

As we cut our BTG market assumptions to factor in government’s thrust on renewables, our
revised DCF-based TP is INR110 (INR115 earlier). Our valuation assumes revenue CAGR of
10% over FY17-25 and pick up in margins following elimination of the Joint Deed of
Undertaking (JDU) clause. With risk free rate of 7% and beta of 1.52x (as per Bloomberg),
WACC stands at 14%.

Table 4: DCF valuation and key assumptions

Particulars (INR mn)
PV of Cash Flows over FY19-25 133,009
Terminal Value 166,255
Total Value of firm 299,264
Add: Net Cash 104,022
Total Equity Value 403,287
No. Of O/S shares (mn) 3,671
Value Per Share (INR /Share) 110
Particulars (%)

Cost of Equity (Beta @ 1.52) 141
Debt/Equity (x) -
WACC 14.1
Tax rate 33.0
Terminal Growth rate 5

Source: Bloomberg, Company, Edelweiss research

Chart 4: 1-year forward P/E chart
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Company Description

BHEL is the largest heavy engineering and manufacturing enterprise in India in the energy-
related/infrastructure sector. It manufactures over 180 products under 30 major product
groups and caters to core sectors of the Indian economy viz., power generation &
transmission, industry, transportation, telecommunications, and renewable energy. The
company has a wide network with 14 manufacturing divisions, four power sector regional
centers, over 100 project sites, eight service centers, and 18 regional offices across the
country. An extensive network enables the company promptly serve its customers and
provide them with suitable products, systems, and services. The company derives major
revenues from power equipment manufacturing including boiler, turbine generators, major
auxiliaries etc with more than 65 % of the total component manufacturing in house.

Investment Theme

1) Historically, power equipment ordering was driven by dual catalysts of >70% jump in PLFs
and expectations of improvement in discoms’ health. Anchored by our assumption of uptick
in power demand, we anticipate pick in equipment ordering by FY19 versus consensus
expectation by FY22 or beyond; 2) Our detailed proprietary work reveals the following: (a)
BHEL may have to make additional provision of INR15-20bn for private IPP projects. Bulk of
this was recognised in past 4 years; (b) Major chunk (~¥50%) of current receivables is from
government companies, which at the most entail liquidated damages risk, but nil credit risk;
(c) Despite optically highest NWC/sales ratio in our coverage universe, BHEL's cash levels are
at historic highs and rising, suggesting that the pain from debtors is now receding; and 3)
Our detailed risk-reward analysis indicates potential 30-85% upside (even assuming sedate
sector outlook) with downside risk of mere 10-15%, a clear proof that the odds are in our
favour.

Key Risks

1) Few projects like Abhijeet/Visa Power completely gone down and BHEL has to infuse
additional equity to commence the project.

2) Few quarters of low profitability.
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Financial Statements

Bharat Heavy Electricals

Key Assumptions Income statement (INR mn)
Year to March FY16 FY17 FY18E FY19E Year to March FY16 FY17 FY18E FY19E
Macro Income from operations 254,831 282,222 292,202 346,271
GDP(Y-0-Y %) 7.9 6.6 6.5 7.1  Direct costs 161,188 171,100 175,533 207,795
Inflation (Avg) 4.9 4.5 4.0 4.5 Employee costs 53,798 53,999 63,204 67,028
Repo rate (exit rate) 6.8 6.3 5.8 5.8  Other Expenses 53,507 46,114 39,893 47,562
USD/INR (Avg) 65.5 67.1 65.0 66.0 Total operating expenses 268,493 271,213 278,630 322,385
Sector EBITDA (13,662) 11,009 13,572 23,886
Total ordering (In Gw) 13.0 8.0 8.0 10.0 Depreciation 9,357 8,488 8,559 9,030
BHEL market share asmptn 65.0 65.0 65.0 70.0 EBIT (23,019) 2,520 5,014 14,856
Company Add: Other income 14,977 7,264 11,251 12,269
Total Ol (INR mn) 439 235 242 328 Less: Interest Expense 3,595 3,506 2,766 3,182
Power (Inr bn) 385 173 177 250  Profit Before Tax (11,637) 6,278 13,499 23,944
Industry(Inr bn) 53 62 65 78  Less: Provision for Tax (4,546) 1,320 3,645 7,183
Power rev growth (%) (13.6) 10.0 7.0 19.3  Reported Profit (7,091) 4,959 9,854 16,761
Industry rev growth (%) (15.7) 3.0 (8.2) 15.1  Adjusted Profit (7,091) 4,959 9,854 16,761
Capex (INR mn) 5,506 3,359 5,550 5,550 Shareso /s (mn) 3,671 3,671 3,671 3,671
Dep. (% gross block) 7.6 6.5 5.9 6.0 Adjusted Basic EPS (1.9) 1.4 2.7 4.6
Diluted shares o/s (mn) 3,671 3,671 3,671 3,671
Adjusted Diluted EPS (1.9) 1.4 2.7 4.6
Adjusted Cash EPS (1.7) 3.2 5.0 7.0
Dividend per share (DPS) 0.4 1.6 1.3 2.0
Dividend Payout Ratio(%) (18.8) 90.6 56.3 50.9
Common size metrics
Year to March FY16 FY17 FY18E FY19E
Operating expenses 105.4 96.1 95.4 93.1
EBITDA margins (5.4) 3.9 4.6 6.9
EBIT margins (9.0) 0.9 1.7 4.3
Net Profit margins (2.8) 1.8 3.4 4.8
Growth ratios (%)
Year to March FY16 FY17 FY18E FY19E
Revenues (15.7) 10.7 3.5 18.5
EBITDA (165.1)  (180.6) 233 76.0
Adjusted Profit (149.6)  (169.9) 98.7 70.1
7
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Balance sheet (INR mn) Cash flow metrics
As on 31st March FY16 FY17 FY18E FY19E  Year to March FY16 FY17 FY18E FY19E
Share capital 4,895 4,895 7,343 7,343 Operating cash flow 3,442 5,620 32,503 43,618
Reserves & Surplus 316,916 318,049 319,909 328,136 Investing cash flow 529 3,136  (5,550) (5,550)
Shareholders' funds 321,811 322,944 327,252 335,478 Financing cash flow (1,238) (4,699) (6,313) (9,715)
Short term borrowings - - 1,500 3,000 Net cash Flow 2,734 4,058 20,640 28,352
Long term borrowings 1,263 896 849 1,349 Capex (5,506) (3,359) (5,550) (5,550)
Total Borrowings 1,263 896 2,349 4,349  Dividend paid (1,830) (3,537) (5,547) (8,534)
Long Term Liabilities 113,858 80,894 80,894 80,894
Def. Tax Liability (net) (42,422) (47,145) (47,145) (47,145)  Profitability and efficiency ratios
Sources of funds 394,510 357,590 363,350 373,577 Year to March FY16 FY17 FY18E FY19E
Gross Block 127,615 132,763 137,663 142,563  ROAE (%) (2.1) 1.5 3.0 5.1
Net Block 38,251 34,911 31,688 28,035  ROACE (%) (2.4) 3.0 5.0 8.1
Capital work in progress 3,095 1,595 1,745 1,895 Inventory Days 223 181 157 143
Intangible Assets 1,457 1,136 1,199 1,223 Debtors Days 510 423 378 305
Total Fixed Assets 42,803 37,641 34,633 31,152 Payable Days 207 200 192 170
Non current investments 6,642 6,614 6,614 6,614 Cash Conversion Cycle 526 404 343 277
Cash and Equivalents 100,860 104,918 125,011 153,364 Current Ratio 2.6 2.5 2.6 2.5
Inventories 96,022 73,724 76,946 85,395  Gross Debt/Equity - - - -
Sundry Debtors 335,574 318,633 287,084 291,605  Adjusted Debt/Equity - - - -
Loans & Advances 2,422 2,169 2,299 2,345 Interest Coverage Ratio (6.4) 0.7 1.8 4.7
Other Current Assets 24,885 21,457 26,607 29,268
Current Assets (ex cash) 458,903 415,983 392,936 408,613 Operating ratios
Sundry creditors 94,446 93,403 91,373 102,474 Year to March FY16 FY17 FY18E FY19E
Other Current Liab 120,252 114,165 104,472 123,693 Total Asset Turnover 0.6 0.8 0.8 0.9
Total Current Liab 214,698 207,568 195,845 226,167 Fixed Asset Turnover 6.3 7.5 8.5 11.1
Net Curr Assets-ex cash 244,204 208,414 197,090 182,446 Equity Turnover 0.8 0.9 0.9 1.0
Uses of funds 394,510 357,590 363,350 373,577
BVPS (INR) 87.7 88.0 89.1 91.4  Valuation parameters
Year to March FY16 FY17 FY18E FY19E

Free cash flow (INRmn)  Adj. Diluted EPS (INR) (1.9) 1.4 2.7 4.6
Year to March FY16 FY17 FY18E FY19E Y-o0-Y growth (%) (150.0) 169.9 98.7 70.1
Reported Profit (7,091) 4,959 9,854 16,761  Adjusted Cash EPS (INR) (1.7) 3.2 5.0 7.0
Add: Depreciation 9,357 8,488 8,559 9,030  Diluted P/E (x) (46.8) 66.9 33.6 19.8
Interest (Net of Tax) 2,191 2,651 2,019 2,227 P/B (x) 1.0 1.0 1.0 1.0
Others 3,678 3,417 747 954  EV/Sales (x) 0.9 0.8 0.7 0.5
Less: Changes in WC 4,693 13,895 (11,324) (14,645) EV/EBITDA (x) (17.0) 20.7 15.4 7.6
Operating cash flow 3,442 5620 32,503 43,618  Dividend Yield (%) 0.4 1.7 1.4 2.2
Less: Capex 5,506 3,359 5,550 5,550
Free Cash Flow (2,064) 2,262 26,953 38,068

Peer comparison valuation

Market cap Diluted P/E (X) P/B (X) ROAE (%)

Name (USD mn) FY18E FY19E FY18E FY19E FY18E FY19E

Bharat Heavy Electricals 5,138 33.6 19.8 1.0 1.0 3.0 5.1

Larsen & Toubro 26,317 23.9 21.2 3.0 2.8 13.3 13.6

Thermax 2,018 40.9 32.4 4.6 4.1 10.9 12.5

Median - 33.6 21.2 3.0 2.8 10.9 12.5

AVERAGE - 32.8 24.5 2.9 2.6 9.1 10.4

Source: Edelweiss research
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Independent Director
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Holding — Top10

Perc. Holding Perc. Holding
Government of india 42.04 Life insurance corp 9.54
Comgest s a 2.53 Pinebridge investmen 2.2
Lazard emerging mkt 1.12 Magellan 11
Lazard Itd 1 Fmr llc 0.87
Vanguard group 0.87 Blackrock 0.8
*in last one year
Bulk Deals
Data Acquired / Seller B/S Qty Traded
No Data Available
*in last one year
Insider Trades
Reporting Data Acquired / Seller B/S

No Data Available

*in last one year
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 RATING & INTERPRETATION _

STOCK
RATING

Company Absolute Relative Relative | Company Absolute Relative  Relative]

reco reco risk reco reco Risk

ABB India BUY SO L Bharat Forge BUY SO

Bharat Heavy Electricals BUY SP M CG Power and Industrial Solutions HOLD N

Cummins India BUY SO Engineers India Ltd BUY SO

Greaves Cotton HOLD SP Kalpataru Power BUY

KEC International BUY SP Larsen & Toubro BUY

Praj Industries Ramkrishna Forgings BUY

Siemens TD Power Systems HOLD

Techno Electric & Engineering Thermax REDUCE

Triveni Turbine VA Tech Wabag BUY

ABSOLUTE RATING

Ratings Expected absolute returns over 12 months
Buy More than 15%
Hold Between 15% and - 5%

Reduce Less than -5%

RELATIVE RETURNS RATING

Ratings Criteria

Sector Outperformer (SO) Stock return > 1.25 x Sector return

Sector Performer (SP) Stock return > 0.75 x Sector return
Stock return < 1.25 x Sector return

Sector Underperformer (SU) Stock return < 0.75 x Sector return

Sector return is market cap weighted average return for the coverage universe
within the sector

RELATIVE RISK RATING

Ratings Criteria
Low (L) Bottom 1/3rd percentile in the sector
Medium (M) Middle 1/3rd percentile in the sector

High (H) Top 1/3rd percentile in the sector

Risk ratings are based on Edelweiss risk model

SECTOR RATING
Ratings Criteria
Overweight (OW) Sector return > 1.25 x Nifty return
Equalweight (EW) Sector return > 0.75 x Nifty return

Sector return < 1.25 x Nifty return

Underweight (UW) Sector return < 0.75 x Nifty return
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Recent Research

Date Company Title Price (INR) Recos
28-Nov-17 Voltas Mapping a bigger game plan; 636 Buy
Visit Note
28-Nov-17 Siemens  Muted quarter; private capex 1,216 Hold
revival awaited;
Result Update
14-Nov-17 Kalpataru In-line performance; bright 377 Buy
Power prospects;
Result Update
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DISCLAIMER

Edelweiss Securities Limited (“ESL” or “Research Entity”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is
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No.INH200000121 and distributed as per SEBI (Research Analysts) Regulations 2014. This report does not constitute an offer or
solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. Securities as
defined in clause (h) of section 2 of the Securities Contracts (Regulation) Act, 1956 includes Financial Instruments and Currency
Derivatives. The information contained herein is from publicly available data or other sources believed to be reliable. This report is
provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. The
user assumes the entire risk of any use made of this information. Each recipient of this report should make such investigation as it
deems necessary to arrive at an independent evaluation of an investment in Securities referred to in this document (including the
merits and risks involved), and should consult his own advisors to determine the merits and risks of such investment. The
investment discussed or views expressed may not be suitable for all investors.

This information is strictly confidential and is being furnished to you solely for your information. This information should not be
reproduced or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in
part, for any purpose. 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 ESL and associates / group companies to any registration or licensing
requirements within such jurisdiction. The distribution of this report in certain jurisdictions may be restricted by law, and persons
in whose possession this report comes, should observe, any such restrictions. The information given in this report is as of the date
of this report and there can be no assurance that future results or events will be consistent with this information. This information
is subject to change without any prior notice. ESL reserves the right to make modifications and alterations to this statement as
may be required from time to time. ESL or any of its associates / group companies shall not be in any way responsible for any loss
or damage that may arise to any person from any inadvertent error in the information contained in this report. ESL is committed
to providing independent and transparent recommendation to its clients. Neither ESL nor any of its associates, group companies,
directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential
including loss of revenue or lost profits that may arise from or in connection with the use of the information. Our proprietary
trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed
herein. Past performance is not necessarily a guide to future performance .The disclosures of interest statements incorporated in
this report are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in
the report. The information provided in these reports remains, unless otherwise stated, the copyright of ESL. All layout, design,
original artwork, concepts and other Intellectual Properties, remains the property and copyright of ESL and may not be used in
any form or for any purpose whatsoever by any party without the express written permission of the copyright holders.

ESL shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including
network (Internet) reasons or snags in the system, break down of the system or any other equipment, server breakdown,
maintenance shutdown, breakdown of communication services or inability of the ESL to present the data. In no event shall ESL be
liable for any damages, including without limitation direct or indirect, special, incidental, or consequential damages, losses or
expenses arising in connection with the data presented by the ESL through this report.

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. We will not treat recipients as customers by virtue of
their receiving this report.

ESL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to
time, have long or short positions in, and buy or sell the Securities, mentioned herein or (b) be engaged in any other transaction
involving such Securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the
subject company/company(ies) discussed herein or act as advisor or lender/borrower to such company(ies) or have other
potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of
publication of research report or at the time of public appearance. ESL may have proprietary long/short position in the above
mentioned scrip(s) and therefore should be considered as interested. The views provided herein are general in nature and do not
consider risk appetite or investment objective of any particular investor; readers are requested to take independent professional
advice before investing. This should not be construed as invitation or solicitation to do business with ESL.
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ESL or its associates may have received compensation from the subject company in the past 12 months. ESL or its associates may
have managed or co-managed public offering of securities for the subject company in the past 12 months. ESL or its associates
may have received compensation for investment banking or merchant banking or brokerage services from the subject company in
the past 12 months. ESL or its associates may have received any compensation for products or services other than investment
banking or merchant banking or brokerage services from the subject company in the past 12 months. ESL or its associates have
not received any compensation or other benefits from the Subject Company or third party in connection with the research report.
Research analyst or his/her relative or ESL’s associates may have financial interest in the subject company. ESL and/or its Group
Companies, their Directors, affiliates and/or employees may have interests/ positions, financial or otherwise in the
Securities/Currencies and other investment products mentioned in this report. ESL, its associates, research analyst and his/her
relative may have other potential/material conflict of interest with respect to any recommendation and related information and
opinions at the time of publication of research report or at the time of public appearance.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i) exchange
rates can be volatile and are subject to large fluctuations; ( ii) the value of currencies may be affected by numerous market
factors, including world and national economic, political and regulatory events, events in equity and debt markets and changes in
interest rates; and (iii) currencies may be subject to devaluation or government imposed exchange controls which could affect the
value of the currency. Investors in securities such as ADRs and Currency Derivatives, whose values are affected by the currency of
an underlying security, effectively assume currency risk.

Research analyst has served as an officer, director or employee of subject Company: No
ESL has financial interest in the subject companies: No

ESL’s Associates may have actual / beneficial ownership of 1% or more securities of the subject company at the end of the month
immediately preceding the date of publication of research report.

Research analyst or his/her relative has actual/beneficial ownership of 1% or more securities of the subject company at the end of
the month immediately preceding the date of publication of research report: No

ESL has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately
preceding the date of publication of research report: No

Subject company may have been client during twelve months preceding the date of distribution of the research report.

There were no instances of non-compliance by ESL on any matter related to the capital markets, resulting in significant and
material disciplinary action during the last three years except that ESL had submitted an offer of settlement with Securities and
Exchange commission, USA (SEC) and the same has been accepted by SEC without admitting or denying the findings in relation to
their charges of non registration as a broker dealer.

A graph of daily closing prices of the securities is also available at www.nseindia.com

Analyst Certification:

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about
the subject company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or
indirectly related to specific recommendations or views expressed in this report.

Additional Disclaimers

Disclaimer for U.S. Persons

This research report is a product of Edelweiss Securities Limited, which is the employer of the research analyst(s) who has
prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United States
(U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required
to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public
appearances and trading securities held by a research analyst account.

This report is intended for distribution by Edelweiss Securities Limited only to "Major Institutional Investors" as defined by Rule
15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and
Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as
specified above, then it should not act upon this report and return the same to the sender. Further, this report may not be copied,
duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.

13 Edelweiss Securities Limited



Engineering and Capital Goods

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC
in order to conduct certain business with Major Institutional Investors, Edelweiss Securities Limited has entered into an
agreement with a U.S. registered broker-dealer, Edelweiss Financial Services Inc. ("EFSI"). Transactions in securities discussed in
this research report should be effected through Edelweiss Financial Services Inc.

Disclaimer for U.K. Persons

The contents of this research report have not been approved by an authorised person within the meaning of the Financial
Services and Markets Act 2000 ("FSMA").

In the United Kingdom, this research report is being distributed only to and is directed only at (a) persons who have professional
experience in matters relating to investments falling within Article 19(5) of the FSMA (Financial Promotion) Order 2005 (the
“Order”); (b) persons falling within Article 49(2)(a) to (d) of the Order (including high net worth companies and unincorporated
associations); and (c) any other persons to whom it may otherwise lawfully be communicated (all such persons together being
referred to as “relevant persons”).

This research report must not be acted on or relied on by persons who are not relevant persons. Any investment or investment
activity to which this research report relates is available only to relevant persons and will be engaged in only with relevant
persons. Any person who is not a relevant person should not act or rely on this research report or any of its contents. This
research report must not be distributed, published, reproduced or disclosed (in whole or in part) by recipients to any other
person.

Disclaimer for Canadian Persons

This research report is a product of Edelweiss Securities Limited ("ESL"), which is the employer of the research analysts who have
prepared the research report. The research analysts preparing the research report are resident outside the Canada and are not
associated persons of any Canadian registered adviser and/or dealer and, therefore, the analysts are not subject to supervision by
a Canadian registered adviser and/or dealer, and are not required to satisfy the regulatory licensing requirements of the Ontario
Securities Commission, other Canadian provincial securities regulators, the Investment Industry Regulatory Organization of
Canada and are not required to otherwise comply with Canadian rules or regulations regarding, among other things, the research
analysts' business or relationship with a subject company or trading of securities by a research analyst.

This report is intended for distribution by ESL only to "Permitted Clients" (as defined in National Instrument 31-103 ("NI 31-103"))
who are resident in the Province of Ontario, Canada (an "Ontario Permitted Client"). If the recipient of this report is not an
Ontario Permitted Client, as specified above, then the recipient should not act upon this report and should return the report to
the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any Canadian person.

ESL is relying on an exemption from the adviser and/or dealer registration requirements under NI 31-103 available to certain
international advisers and/or dealers. Please be advised that (i) ESL is not registered in the Province of Ontario to trade in
securities nor is it registered in the Province of Ontario to provide advice with respect to securities; (ii) ESL's head office or
principal place of business is located in India; (iii) all or substantially all of ESL's assets may be situated outside of Canada; (iv)
there may be difficulty enforcing legal rights against ESL because of the above; and (v) the name and address of the ESL's agent for
service of process in the Province of Ontario is: Bamac Services Inc., 181 Bay Street, Suite 2100, Toronto, Ontario M5J 2T3 Canada.

Disclaimer for Singapore Persons

In Singapore, this report is being distributed by Edelweiss Investment Advisors Private Limited ("EIAPL") (Co. Reg. No.
201016306H) which is a holder of a capital markets services license and an exempt financial adviser in Singapore and (ii) solely to
persons who qualify as "institutional investors" or "accredited investors" as defined in section 4A(1) of the Securities and Futures
Act, Chapter 289 of Singapore ("the SFA"). Pursuant to regulations 33, 34, 35 and 36 of the Financial Advisers Regulations ("FAR"),
sections 25, 27 and 36 of the Financial Advisers Act, Chapter 110 of Singapore shall not apply to EIAPL when providing any
financial advisory services to an accredited investor (as defined in regulation 36 of the FAR. Persons in Singapore should contact
EIAPL in respect of any matter arising from, or in connection with this publication/communication. This report is not suitable for
private investors.

Copyright 2009 Edelweiss Research (Edelweiss Securities Ltd). All rights reserved

Access the entire repository of Edelweiss Research on www.edelresearch.com
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