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UPA-led government spells hopes 

Larsen & Toubro (L&T) reported a 35.4% yoy growth in net sales and a 

33.5% yoy growth in its order book in FY09. Considering the infrastructure 

spending boost by the government, L&T’s efficient execution skills and run 

up in the current share price, we have revised the stock’s rating to Hold. 

Likely to benefit from GoI's spending on infrastruc ture : To provide 

impetus to the current sluggish economic growth, the Government of India 

(GoI) is looking at boosting spending on infrastructure, removing policy 

bottlenecks, and simplifying procedures for project approvals. L&T has 

experience in a wide range of infrastructure projects and has a proven 

track record of executing such projects efficiently. Thus, the Company is 

likely to be one of the biggest beneficiaries of the Government's increased 

spending on infrastructure. Accordingly, we have upwardly revised L&T's 

order book growth for FY10 to 20% as against our earlier estimate of 9% 

growth.  

Operating margins likely to remain stable: During FY09, the standalone 

margins of L&T remained almost stable as the Company continued to 

execute its orders efficiently and also because it was well-covered by pass-

through clauses of cost escalations in its contracts. We expect Engineering 

and Construction (E&C) segment’s margin to improve, owing to a healthy 

top-line growth and relatively lower commodity prices (as compared to 

H109). However, the margins of the other two segments–Electrical & 

Electronics (E&E) and Machinery & Industrial (M&I) are likely to remain 

under pressure. Thus, we expect the Company's overall operating margins 

to remain stable in FY10.  

 

 

 

 

 

 

 
 

 

Larsen & Toubro Ltd. Hold

Key Figures (Standalone)

Quarterly Data Q4'08 Q3'09 Q4'09 YoY% QoQ% FY08 FY09 YoY%

(Figures in Rs. mn, except per share data)

Net Sales 84,669 85,940 104,690 23.6% 21.8% 248,547 336,466 35.4%

EBITDA 11,856 7,799 15,870 33.9% 103.5% 29,694 38,568 29.9%

Net Profit 9,037 5,315 11,424 26.4% 114.9% 20,652 26,441 28.0%

Margins(%)

EBITDA 14.0% 9.1% 15.2% 11.9% 11.5%

NPM 10.7% 6.2% 10.9% 8.3% 7.9%

Per Share Data (Rs.)

EPS 30.3 9.0 19.5 (35.7%) 116.2% 34.6 44.6 29.0%

 RESULTS REVIEW

Share Data

Market Cap Rs. 919.5 bn

Price Rs. 1,568.3

BSE Sensex  14,493.8

Reuters LART.BO

Bloomberg LT IN

Avg. Volume (52 Week) 1.00 mn

52-Week High/Low Rs. 2,930/ 557

Shares Outstanding 586.3 mn

Valuation Ratios (Consolidated)

Year to 31 March 2010E 2011E

EPS (Rs.) 54.5 64.8

+/- (%) 10.6% 18.9%

PER (x) 28.8x 24.2x

EV/ Sales (x) 2.3x 1.9x

EV/ EBITDA (x) 18.8x 15.3x

Shareholding Pattern (%)

Promoters 0

FIIs 12

Institutions 38

Public & Others 50

Relative Performance
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Valuation: The stock is currently trading at a forward (FY10) P/E of 28.8x 

Our fair value estimate of Rs. 1,621, based on the Sum-of-the-Parts 

(SOTP) methodology, factors in all the major positives and thus, provides 

limited upside potential from the current market price. Thus, we change our 

rating to Hold.  
 

Result Highlights 
 

• During FY09, net sales surged 35.4% yoy, mainly driven by a 47.3% 

yoy revenue growth in the Engineering & Construction (E&C) 

segment. A strong order backlog and a faster order execution rate 

resulted in this growth in the revenue. However, E&E's revenue grew 

by only 3.8% yoy in FY09; it had declined by 6.3% yoy in Q4’09, 

impacted by the overall slowdown in the economy.  Keeping up the 

trend, the revenue for the M&I segment increased 2.4% yoy in FY09 

but decreased 23.3% yoy in Q4’09. 

 
 

 

 

 

 

 

 

 

 

 

 

• The EBIT margin declined 56 bps yoy to 11.0%, impacted by the E&E 

segment. The EBIT margin of the E&E segment declined by 350 bps 

yoy to 11.4%, as a result of capacity underutilisation, competitive 

pricing pressures, and higher commodity prices in H109.  

• The adjusted net profit margin for FY09 declined 46 bps yoy to 7.8%, 

impacted primarily by higher interest expenses and depreciation 

charges. Interest expenses surged 185.5% yoy and depreciation 

increased 44.6% yoy. 

Source: Company data 

Segmentwise allocation of net 
revenue for FY09

8.1%

7.2% 3.2%

83.6%

E&C E&E M&I Others
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• L&T's order inflow grew 22.9% yoy in FY09; however, in Q4’09 it 

increased by just 4.5% yoy. During Q4’09, the growth in order inflow 

was mainly driven by E&C, as E&E and M&I suffered from the 

economic slowdown. E&C's contribution to the total order inflow grew 

from 85.3% in Q4’08 to 90.2% in Q4’09.  

 

 

 

 

 

 

 

 

 

 

 

• During FY09, the Company’s debt balance surged 82.9% to  

Rs. 65.6 bn resulting in an increase in the debt-to-equity ratio from 

0.38 at the end of FY08 to 0.53 at the end of FY09. The interest 

coverage ratio fell from 22.5x for FY08 to 10.1x for FY09. 

 

Key Event 
 

 

In June 2009, L&T offloaded its complete stake of 11.49% in Ultratech 

Cement Limited in the open market at an average price of around Rs. 725 

per share, amounting to around Rs. 10.4 bn. 

Source: Company data 

Sectorw ise allocation of the current 
order book

41%

22%

16%

14%

7%

Infrastructure Pow er Process 

Oil & Gas Others 

Source: Company data 

EBIT Margin
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Outlook 

Keeping in view the improving macroeconomic fundamentals and the UPA-

led government at the Centre, we are optimistic about an increase in 

spending on infrastructure in India over the next few years. L&T’s strategic 

initiatives to augment business prospects in some of the most promising 

sectors such as Power, Railways, Defence, and Nuclear Energy and 

excellent execution skills are likely to help the Company exploit the full 

potential of emerging opportunities. Consequently, we have upwardly 

revised the order book growth estimate for FY10 to 20%, as against the 

earlier expectation of a 9% growth.   

 

We believe that relatively lower commodity prices (compared with H109) 

will help E&C improve its margins. However, E&E's and M&I's margins are 

likely to remain under pressure as a result of their muted top-line growth, 

which will impact their utilisation levels. Further, the net margins are likely 

to be impacted by higher average borrowing cost. During FY09, in the 

absence of low-cost foreign debt the Company had to borrow high-cost 

rupee debt to finance its capital expenses. 

 

Valuation: The stock is currently trading at a forward (FY10) P/E of 28.8x. 

Our fair value estimate of Rs. 1,621, based on the SOTP methodology, 

factors in all the major positives and thus, provides limited upside potential 

from the current market price.  

  

 

 

 

 

 

 

 

 

 

 

 

SOTP

Business Basis Value per share

Standalone DCF 1,255

L&T Finance P/E 39

L&T Infotech P/E 60

L&T Infrastructure Finance Limited P/E 26

Larsen & Toubro (Oman) LLC P/E 21

Tamco Switchgears P/E 9

Investments/Others BV 193

Cash from the sale of stake in Ultratech Sale Value 18

Target Price 1,621
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Sensitivity analysis of fair value estimate  

 

Key Figures (Consolidated)

Year to March FY07 FY08 FY09 FY10E FY11E CAGR (%)

(Figures in Rs mn, except per share data) (FY09-11E)

Net Sales 203,360 291,985 401,870 442,782 546,987 16.7%

EBITDA 26,163 36,083 49,587 55,119 67,541 16.7%

Net Profit 18,864 22,846 30,058 31,974 38,003 12.4%

Margins(%)

EBITDA 12.9% 12.4% 12.3% 12.4% 12.3%

NPM 9.3% 7.8% 7.5% 7.2% 6.9%

Per Share Data (Rs.)

EPS 33.1 37.4 49.3 54.5 64.8 14.7%

PER (x) 24.4x 18.0x 31.8x 28.8x 24.2x

1,620.9      11.0% 11.5% 12.0% 12.5% 13.0%
6.0% 1,611           1,513      1,431      1,361      1,302      
6.5% 1,736           1,616      1,517      1,435      1,365      
7.0% 1,893           1,742      1,621      1,522      1,439      
7.5% 2,095           1,900      1,748      1,626      1,526      
8.0% 2,362           2,102      1,906      1,754      1,631      

Source: Indiabulls research
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Sensitivity Analysis
Cost of Capital (WACC)



Indiabulls (H.O.), Plot No- 448-451, Udyog Vihar, Phase - V, Gurgaon - 122 001, Haryana. Ph: (0124) 3989555, 3989666 
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Disclaimer 
 
This report is not for public distribution and is only for private circulation and use. The Report should not be reproduced 
or redistributed to any other person or person(s) in any form. No action is solicited on the basis of the contents of this 
report. 
  
This material is for the general information of the authorized recipient, and we are not soliciting any action based upon it. 
This report is not to be considered as an offer to sell or the solicitation of an offer to buy any stock or derivative in any 
jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of Indiabulls 
Securities Limited. It does not constitute a personal recommendation or take into account the particular investment 
objectives, financial situations, or needs of individual clients. You are advised to independently evaluate the investments 
and strategies discussed herein and also seek the advice of your financial adviser. 
 
Past performance is not a guide for future performance. The value of, and income from investments may vary because of 
changes in the macro and micro economic conditions. Past performance is not necessarily a guide to future 
performance. 
 
This report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, 
and it should not be relied upon as such. Any opinions expressed here in reflect judgments at this date and are subject to 
change without notice. Indiabulls Securities Limited (ISL) and any/all of its group companies or directors or employees 
reserves its right to suspend the publication of this Report and are not under any obligation to tell you when opinions or 
information in this report change. In addition, ISL has no obligation to continue to publish reports on all the stocks 
currently under its coverage or to notify you in the event it terminates its coverage. Neither Indiabulls Securities Limited 
nor any of its affiliates, associates, directors or employees shall in any way be responsible for any loss or damage that 
may arise to any person from any error in the information contained in this report. 
 
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 stock 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. No part of this material may be duplicated in any form and/or 
redistributed without Indiabulls Securities Limited prior written consent.  
 
The information given herein should be treated as only factor, while making investment decision. The report does not 
provide individually tailor-made investment advice. Indiabulls Securities Limited recommends that investors 
independently evaluate particular investments and strategies, and encourages investors to seek the advice of a financial 
adviser. Indiabulls Securities Limited shall not be responsible for any transaction conducted based on the information 
given in this report, which is in violation of rules and regulations of National Stock Exchange or Bombay Stock Exchange. 
 
 


