Power Mech Projects Ltd. (PML). : “SUBSCRIBE ”

6th August, 2015

Power Mech, incorporated in 1999, founded by Mr Kishore Babu, (a first
generation entrepreneur) is one of the leading integrated power
infrastructure services companies in India providing comprehensive
erection, testing and commissioning of boilers, turbines and generators
("ETC-BTG") and balance of plant ("BOP") works, civil works and
operation and maintenance (O&M) services. Power Mech’s operations
include three principal business lines: (i) Erection Works; (ii) Operation &
Maintenance (O&M) Services; and (iii) Civil Works.
Established track record - The company has a established track record
of successfully executing ETC –BTG and BOP contracts for large power
projects including for 800MW unit capacity super – critical projects. It has
been engaged on ETC-BTG 134 projects for the first two ultra-mega
power projects in India as well as for 16 super-critical power projects in
India as of June 30, 2015. PML has carried out the overhauling of a supercritical 660 MW turbine and provided AMC services for an ultra-mega
power project. According to the Central Electricity Authority, the
aggregate thermal power plant capacity addition in India was
approximately 88,048 MW during FY11-15. In the same period, PML was
engaged on ETC-BTG and BOP Works aggregating 33,801 MW. In fiscal
2015, PML executed Erection Works contracts of aggregate tonnage of
approximately 355,000 metric tones. Since commencement of the O&M
business in 1999, PML has been engaged on more than 400 O&M
contracts and 23 AMC services contracts for power plants with an
aggregate unit capacity of 32,835 MW. In addition to operations in India,
it has also executed various international power projects in the Middle
East, North Africa, South Asia and South America.
Large order book – PML’s aggregate Order Book as of March 31, 2015
was Rs. 34,062.68 million, comprising Order Book in the Erection Works,
O&M Services and Civil Works businesses of Rs. 23,028.66 million, Rs.
5,904.28 million and Rs.5,129.74 million, respectively.
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Long term relationship with clients – PML has developed long term
relationships with various Indian and international power utilities,
governmental organizations and other power sector intermediaries.
These clients include public sector undertakings and private sector
clients. It has also established strong relationships with large EPC
companies that operate in the power sector as well as other
infrastructure and allied sectors. PML significant clients include BHEL,
NTPC, Doosan Power Systems India Private Limited, Adani Power Limited,
Larsen & Toubro Limited-Thermal Power Plant Construction BU, Thermal
Powertech Corporation India Limited, GE Power Services (India) Private
Limited, CLP India Private Limited, BGR Energy Systems Limited, Thermax,
Siemens etc.

EBITDA

Strong Financial Performance - The company has reported robust total
revenue CAGR of 29.07% and a decent profit after tax (PAT) CAGR of
17.38% over FY2011-15.
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(%)

Outlook, Valuation and Recommendation At the upper band of the issue price, PML is valued at 11x at FY15 Pre Issue
EPS of Rs. 57.5 and 13x at post issue FY15EPS of 48.5. With due consideration
to factors like a) integrated power infrastructure services provider,
b) established track record with strong execution capabilities,
c) diversified and marquee client base, d) strong past financial
performance with strong return ratios and historical trend of positive
cashflow, e) favorable capital structure, we believe the Company’s
valuation is fairly priced as compared to its peer BGR Energy Systems
(PML has a better return profile compared to BGR with FY15 ROE of 20.13%
(vs 2.29%). we recommend “SUBSCRIBE” to the issue.
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Objects of the issue
1) The funds from the Offer for sale (net of issue related expenses for the Selling Shareholders) shall be received by
the Selling Shareholders and PML shall not receive any proceeds from the Offer for sale.
2) Objects of the fresh issue:
a) Funding working capital requirements
b) General Corporate Purposes
Business Strategy
Consolidate leadership position in power infrastructure services sector in India
PML continues to consolidate its leadership position as an integrated infrastructure services provider particularly focused on
the power sector in India by strategically expanding its service offerings and targeting higher margin thermal and
hydropower contracts where it hase a competitive advantage as a result of its superior technical capabilities, track record
and experience. The Company continues to focus on potential projects and service offerings, including longer term AMC
contracts, where it believes it can be competitive and improveprofitability. In addition to the wide range of its service
offerings, it continues to focus on developing integrated and comprehensive O&M solutions and have in this regard entered
into a joint venture agreement with Chengdu to set up a joint venture entity in Hong Kong for manufacturing and
distribution of equipment and spare parts, including boilers, turbines and generators, for O&M projects in India. PML is in
the process of setting up a large heavy engineering facility at Noida for non-critical equipment and spare parts. It also has
a Cooperation Agreement with Shanghai Electric Power Generation Service Co. with respect to repair and overhauling
contracts in the power sector in India. In addition to its extensive experience on thermal power projects in India, PML
through its subsidiary Hydro Magus increased its strategic focus on providing renovation, modernization, upgradation and
installation services for hydropower projects, including re-engineering of highefficiency turbine runners and hydrogenerators as well as the design, supply, erection, testing andcommissioning of hydro-turbines and hydro-generators. PML
continues to explore strategic partnerships with international equipment suppliers for hydropower projects to jointly bid for
new hydropower projects as well as renovation and maintenance works for hydropower projects.
In selecting contractors for major projects, clients generally limit the tender to contractors (or sub-contractors) they have
pre-qualified based on several criteria including experience, technical and technological capacity, previous performance,
reputation for quality, safety record, the financial strength of the bidder as well as its ability to provide performance
guarantees. The Company continues to focus on further developing its pre-qualification status through client development
efforts and entering into strategic joint partnerships and pre-bid arrangements with other service providers. PML also
continue to evaluate strategic consortium opportunities with large EPC companies, including international infrastructure
service providers, with the resources, skills and strategies complementary to PML and likely to enhance its business
opportunities.
Expand its international business
Historically although most of its revenues has been from projects executed in India, PML has also executed several
international power projects in the Middle East, North Africa, South Asia and South America. In fiscal 2014, revenue from
projects executed outside India was Rs.763.13 million, representing 6.43% of its Company‟s total revenues from
operations (on a standalone basis) in such period. In fiscal 2015, revenue from projects executed outside India was Rs.
844.72 million, representing 6.23% of the Company‟s total revenues from operations (on a standalone basis) in such
period. PML continues to focus on identifying opportunities to bid for and win international projects, including through
strategic partnerships with large EPC contractors and power utilities. The Company intends to leverage its experience and
track record of working on complex power projects in India to increase its operations internationally, particularly in the
Middle East, North Africa and South Asia. The Company has recently bid for projects in Bangladesh as well as in the Middle
East and North Africa. It also continues to actively evaluate opportunities to bid for projects in Sri Lanka, Central Asia and
South East Asia.
Diversify into allied infrastructure sectors
The company plans to leverage its construction capabilities and strong track record and experience in ETC‐ BTG and BOP
works, civil and structural works and O&M services in the power sector to strategically diversify into other infrastructure
and allied sectors including the petrochemicals, steel and cement industries. Diversifying service offerings into other
infrastructure and allied sectors will enable the Company to further grow its business operations, reduce the risk of
dependency on the power sector and strategically target higher margin opportunities.
Research Analyst
--------------------------Akash Jain, MBA (Financial Markets)

Corporate Off. : 408, Express Zone, “A” Wing, Cello – Sonal Realty, Near Oberoi Mall,
Western Express Highway, Malad (East), Mumbai - 400 063. Tel : 91-22-67160400
mail : research@ajcon.net Website : www.ajcononline.com

Further grow its O&M services offerings and focus on higher margin AMC services
PML believes that the significant increase in capacity addition of IPP projects in India and the aging of several large power
plants in India will result in a significant increase in demand for its O&M Services business, particularly opportunities for
AMCs as well as contracts for repairs, renovation and modernisation, residual life assessment, scheduled shutdowns, retrofits, overhauling, maintenance and upgradation services for power plants. Revenues under O&M division has increased
from Rs. 424 million in FY12 to Rs. 2,765 million in FY15, thereby increasing its share of overall revenues from 6.02%to
20.24% over the same period. PML has experienced a significant growth in its O&M Services business in recent years which
grew at a CAGR of 59.76% between fiscal 2011 and fiscal 2015. PML expects the relative proportion of revenue from O&M
Services to increase in the future. In addition, the level of competition for O&M contracts is relatively lower than the
Erection Works projects it bids for as large EPC contractors do not typically bid for such contracts and smaller engineering
construction companies that compete with PML have limited technical and financial resources. Further it carried out its first
AMC project in 2004 and its revenue from AMC services was Rs.47.93 million, Rs.208.53 million, Rs. 595.16 million and Rs.
1,541.73 million in fiscal 2012, 2013, 2014 and 2015, respectively. PML expects the relative proportion of its revenues
from the O&M Services business to significantly increase in future as it increases its focus on relatively higher margin O&M
contracts, particularly AMCs.
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Key risks and concerns
Order Book does not represent future revenues and its actual income may be significantly less than the
estimates reflected in Order Book, which could adversely affect results of operations.
Order Book calculation may vary across industries and companies, and the manner in which the Company calculates its
Order Book may be subjective and vary from that followed by other companies including its competitors. PML‟s Order Book
as of a particular date comprises estimated revenues from (i) the unexecuted portions of existing contracts as of such
date; (ii) contracts for which definitive agreements have been executed; and (iii) contracts for which letters of intent/
award have been issued by the client, although definitive agreements have not yet been executed as of such date. PML‟s
Order Book includes estimated revenues from certain contracts that it has identified as suspended projects, i.e. contracts
on which no operations have been conducted for a period exceeding six months resulting from factors beyond its control.
The portion of the work that has been completed, but awaiting certification by the customer, is recognized as unbilled
revenue. However, any claims, variations and incentives are recognized as revenue only on certification or confirmation by
the customer. PML‟s estimated Order Book as of March 31, 2015 was Rs. 34,062.68 million, including Rs. 1,896.68 million
of OrderBook related to projects that have been suspended for more than six months.
Order Book does not necessarily indicate future earnings related to the performance of that work, as cancellations or
unanticipated variations or scope or schedule adjustments may occur. Due to changes in project scope and schedule, PML
cannot predict with certainty when or if contracts in its Order Book will be performed. In addition, even where a project
proceeds as scheduled, it is possible that contracting parties may default and fail to make the payments due. The Company
cannot guarantee that the income anticipated in the Order Book will be realized, or, if realized, will be realized on time or
result in profits. Any project cancellations or scope adjustments, which may occur from time to time, could reduce the
amount of its Order Book and the income and profits that it ultimately earn from the contracts. Any delay, cancellation or
payment default could have a material adverse effect on its business. For some of the contracts in Order Book, its clients
are obliged to perform or take certain actions, such as acquiring land, securing the right of way, clearing forests, providing
owner supplied material, securing required licenses, authorizations or permits, making advance payments or opening of
letters of credit, approving designs, approving supply chain vendors and shifting existing utilities. If a client does not
perform such actions in a timely manner, and the possibility of such failure is not provided for in the contract, PML‟s
projects could be delayed, modified or cancelled. Accordingly, the realization of its Order Book and the effect on its results
of operations may vary significantly from reporting period to reporting period depending on the nature of such contracts,
actual performance of such contracts, as well as the stage of completion of such contracts as of the relevant reporting date
as it is impacted by applicable accounting principles affecting revenue and cost recognition. In addition, other than
relatively stable revenues from its AMCs, there can be no assurance regarding the period in which such Order Book will be
realized. The composition of its Order Book also affects anticipated operating margins relating to such contracts.
Furthermore, there are various risks associated with the execution of large-scale projects particularly in the case
of Ultra Mega Power Projects ("UMPPs"). Larger contracts may represent a larger part of its portfolio, increasing the
potential volatility of its results and exposure to individual contract risks. Managing large-scale projects including UMPPs
may also increase the potential relative size of cost overruns and negatively affect its operating margins. The Company
believes that its contract portfolio will continue to be relatively concentrated and if it does not achieve expected margins or
suffer losses on one or more of these large contracts, this could have a material adverse effect on the results of operations
and financial condition.
Company is exposed to time and cost overrun risks on its lump-sum price and item rate contracts, resulting in
reduced profits or losses.
Although some of its projects are cost-reimbursable contracts that allocate the risk of time and cost overruns to its clients,
a significant proportion of its contracts are lump-sum or item rate contracts where PML bears the risk of time and cost
overruns unless contractually excluded under certain circumstances such as changes in scope of work. In the Erection
Works business, most of its gas and steam turbine contracts are lump-sum contracts while most contracts in O&M
business, other than AMCs, are usually a combination of lump-sum and item rate contracts. PML‟s expenditure in executing
a lump-sum contract may vary substantially from the assumptions underlying its bid for several reasons, including
unanticipated changes in engineering design of the project, unanticipated increases in the cost of equipment, material or
manpower, delays associated with the delivery of equipment and materials to the project site, unforeseen construction
conditions, including inability of the client to obtain requisite environmental and other approvals, delays caused by local
weather conditions and suppliers„ or subcontractors„ failure to perform.
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Disclaimer
Ajcon Global Services Ltd. is a fully integrated investment banking, merchant banking, corporate advisory, stock broking, commodity and currency
broking. Ajcon Global Services Ltd. research analysts responsible for the preparation of the research report may interact with trading desk personnel,
sales personnel and other parties for gathering, applying and interpreting information. Individuals employed as research analyst by Ajcon Global Services
Ltd. or their associates are not allowed to deal or trade in securities that the research analyst recommends within thirty days before and five days after
the publication of a research report.
Ajcon Global Services Ltd. is registered as Research Analyst with SEBI bearing registration Number INH000001170 as per SEBI (Research Analysts)
Regulations, 2014.
We and our affliates, officers, directors, employees and their relative may: (a) from time to time, have long or short positions in act as a principal in, and
buy or sell the securities or derivatives thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities
and earn brokerage.
The information and opinions in this report have been prepared by Ajcon Global Services Ltd. 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 Ajcon Global
Services Ltd. While we would endeavour to update the information herein on a reasonable basis, Ajcon Global Services Ltd. is under no obligation to
update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent Ajcon Global Services Ltd. from
doing so. 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 shall 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. Ajcon Global Services Ltd. 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 on investment may vary because of changes in interest rates, foreign exchange rates or any other
reason. Ajcon Global Services Ltd. accepts no liabilities whatsoever 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. Ajcon Global Services Ltd. or its associates might have managed or co-managed public offering
of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.
Ajcon Global Services Ltd. or its associates have not received any 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 managing or co-managing public offerings, corporate finance, investment banking or
merchant banking, brokerage services or other advisory service in a merger or specific transaction.
Ajcon Global Services Ltd. encourages independence in research report preparation and strives to minimize conflict in preparation of research report.
Ajcon Global Services Ltd. or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in
connection with preparation of the research report. Accordingly, neither Ajcon Global Services Ltd. nor Research Analysts have any material conflict of
interest at the time of publication of this report.
It is confirmed that Mr. Akash Jain, MBA (Financial Markets) research analyst of this report have not received any compensation from the companies
mentioned in the report in the preceding twelve months. Compensation of our Research Analysts is not based on any specific merchant banking,
investment banking or brokerage service transactions.
Ajcon Global Services Ltd. or its subsidiaries collectively or Directors including their relatives, Research Analysts, 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 Mr. Akash Jain, MBA (Financial Markets) research analyst do not serve as an officer, director or employee of the companies
mentioned in the report.
Ajcon Global Services Ltd. may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this
report.
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Neither the Research Analysts nor Ajcon Global Services Ltd. have been engaged in market making activity for the companies mentioned in the report.
We submit that no material disciplinary action has been taken on Ajcon Global Services Ltd. by any Regulatory Authority impacting Equity Research
Analysis activities.
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 Ajcon
Global Services Ltd. 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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