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Stock details

BSE code : 532684
Market cap (Rs mn) : 7,420
Free float (%) : 31.5

52-wk Hi/Lo (Rs) : 465 / 190
Avg. daily volume BSE : 91,949
Avg. daily volume NSE : 134,876

Shares o/s (mn) : 17.6

Summary table (year end Mar)

Rs mn FY06 FY07E FY08E
Sales  2,355  3,448  5,250
Growth (%) 77.9 46.4 52.3
EBITDA  593  897  1,355
EBITDA margin (%)  25.2  26.0  25.8
Net profit  335  472  717
Net cash (debt)  (105)  264  (466)
EPS (Rs) 19.0 23.3 35.4
Growth (%) 134.6 41.0 51.9
CEPS 24.8 32.2 48.4
DPS (Rs) 1.4 4.0 4.0
ROE (%) 29.9 20.2 22.6
ROCE (%) 36.0 28.7 30.2
EV/Sales (x) 3.2 2.4 1.7
EV/EBITDA (x) 12.7 9.2 6.6
P/E (x) 22.2 18.0 11.9
P/Cash Earnings 17.0 13.1 8.7
P/BV (x) 5.6 3.1 2.5

Q3FY06 Q4FY06 Q1FY07

Sales (Rs mn) 577 802 796
EPS (Rs) 4.9 5.8 6.5

Source: Company & Kotak Securities - Private
Client Research

Shareholding pattern as on Mar 2006

Everest Kanto Cylinder Ltd.
Price: Rs.421 Recommendation: BUY
Price target: Rs.589

One-year performance (Rel to Nifty)

Initiating Coverage

Source: Capitaline

EKC

Nifty

Everest Kanto Cylinder Limited (EKC) is engaged in the manufacture
and export of high-pressure seamless steel gas cylinders. It has a
dominant presence in the domestic high-pressure cylinder market and
is also gaining market share overseas. Led by strong demand from
medical, industrial as well as CNG gas cylinders, the company is
ramping up its capacity significantly. It has recently commissioned a
plant with a capacity of 340,000 cylinders per annum at Gandhidham,
Gujarat, thereby taking its total capacity to 706,000 cylinders per
annum. Due to expected heightened activity in the overseas market
the company is setting up greenfield plants at Dubai and China to take
advantage of the demand in the Asian region. We believe the above
expansions would significantly improve the revenues and profitability
of the company going forward. We are positive on the growth
prospects of the company. Therefore, we are initiating coverage with
a BUY recommendation on EKC with a price target of Rs.589 (40%
upside potential) over a 12-month horizon, which is based on the DCF
method of valuation.

KEY INVESTMENT RATIONALE
q Favourable demand-supply scenario: Over the years, the domestic

installed capacity has not been able to keep pace with the domestic and
overseas demand growth. In the domestic market, major capacity additions
are not expected to come up in the near-to-medium term. This is expected
to maintain the demand supply scenario in favor of the cylinder producers.

q Robust demand scenario: Auto CNG cylinders account for 50% of the
domestic cylinder usage and are the prime demand driver for EKC. Usage
of CNG cylinders in automobiles is gaining increased acceptance due to
government regulations mandating conversion to CNG, environmental
friendliness and lower running cost. Improved availability due to upgradation
in distribution infrastructure in the form of pipeline network is also aiding
the demand for CNG.

q Strategic location of Gandhidham plant: The company has recently set
up a plant at Gandhidham, Gujarat with a capacity of 340,000 cylinders per
annum. This plant represents 48% of the total capacity of the company.
The location of the plant is strategic from the point of view of its proximity
to Kandla and Mundra Ports of Gujarat as 80-85% of the seamless tube
requirements are met through imports.

q Adding new capacity to cater to the growth potential in
neighbouring countries: Neighbouring countries like Bangladesh,
Pakistan, Malaysia and the Middle East, with vast resources of natural gas,
are also leading the demand for CNG as an auto fuel. EKC has established
a manufacturing facility in Dubai to cater to the demand potential from the
Middle East and South Asia. In view of the growing acceptability of CNG
cylinders in the overseas markets, the company is setting up a facility in
Dubai with a capacity of 96,000 units per annum and in China with a
capacity of 200,000 units per annum expandable to 1.5mn units per annum
over four year period.

q Growth in revenues and profitability. Due to strong growth in demand
and capacity expansion we expect the net sales of the company to more
then double in the next two years. We expect the margins to remain stable
in the visible future. We expect the profits to grow at a CAGR of 46.4%
form Rs. 335 mn in FY06 to Rs. 717 mn in FY08E.

q Valuation: At the current price of Rs.421, the stock is trading at 11.9x
FY08E earnings and 8.7x FY08E cash earnings. We feel the valuation is
attractive due to the strong past track record and good future potential due
to capacity expansion and growth in demand, which would lead to significant
growth in revenues and profitability going forward.
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COMPANY BACKGROUND

Everest Kanto Cylinder Ltd was incorporated on June 24, 1978. Mr PK Khurana
and Mr J T Thakkar, both of who had a trading background in high-pressure
seamless gas cylinders, jointly promoted the company. Later on, Mr J T Thakkar
withdrew from the business and transferred his interest to Mr P K Khurana in
September 1983.

In 1978, the company set up the first manufacturing facility at Aurangabad that
is suitable for manufacturing small sized seamless cylinders of water capacity 1
to 21 liters. The plant was built in collaboration with Kanto Koatsu Yoki
Manufacturing Company, which is a Japanese cylinder manufacturer.

Later, in 1985, EKC expanded its manufacturing capacity with in-house expertise
by setting up a new facility at Tarapur to manufacture large sized cylinders of
higher water capacities 21 to 80 liters. The unit was later expanded to
manufacture the widest range of high pressure gas cylinders with water capacity
of up to 280 liters and capable of withstanding extreme working pressure of up
to 400 Bar.

In order to tap the emerging potential for cylinders in markets like Iran, Pakistan,
Bangladesh etc, EKC set up a new state-of-the-art manufacturing facility at Dubai,
which has gone into commercial production during 2003-04. The Dubai plant has
been set up in the Jebel Ali Free Zone Area. The Dubai facility functions as a
branch office of EKC under the operating name of EKC Industries.

PROMOTERS BACKGROUND

Mr Prem K Khurana, 64 years, is the Chairman and Managing Director of the
company. He is a law and arts graduate. As a founder member of the company,
he has been responsible for its overall operations and growth since its inception
in 1978. He has been instrumental in the development of the company and has
dealt with all the facets of its business ever since the company was set up.

Mr Pushkar Khurana, 33 years, is a director of the company. He is a commerce
graduate and has also done a business management course from Harvard
University in the US. He has cumulative work experience of 12 years. He has
been instrumental in strategizing the expansion plans of the company. He was
instrumental in the business project in Dubai from its inception till production.
He has also been a pioneer in exploiting the markets in Iran, Pakistan, Dubai
and China. Currently, he is based in Dubai and is looking after the operations of
the Dubai plant.

Mr Puneet Khurana, 32 years, is a director of the company. He is a commerce
graduate from Bombay University and has done a Masters in Business
Administration (International Business) from European University, Montreux,
Switzerland. He has a cumulative experience of 10 years in the company, including
five years as a Director-Marketing. He was instrumental in exploiting international
markets for the company's CNG cylinders in Iran, Malaysia, Thailand and
Bangladesh.
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BUSINESS PROFILE

EKC manufactures a wide range of cylinders for industrial gases, medical gases,
fire fighting equipment, beverage industry, accumulator shells, aerospace,
scientific research, CNG-NGV cylinders for vehicles and many more applications.
EKC also manufactures storage cylinder cascades complete with fittings and
accessories for CNG and other industrial use.

Cylinder designs are based on the customer's requirements and specifications
prescribed by Indian or International Standards. Design calculation and drawings
are duly verified by BIS and finally approved by the Chief Controller of Explosives,
Nagpur.

The industrial cylinders for domestic market are manufactured according to IS-
7285 standard whereas the CNG cylinders for on-board usage in automobiles are
manufactured according to IS-15490, both the standards are duly certified by
Bureau of Indian Standards (ISI) and later approved by Chief Controller of
Explosives, Govt. of India.

For the overseas markets, EKC manufactures cylinders according to stringent
renowned world standard like BS, DOT, ISO, EN with 'CE' marking etc depending
upon the standards followed in the respective countries of import.

MANUFACTURING PROCESS

Globally, three basic technological methods are used to make high-pressure
seamless steel gas cylinders.

Billet Piercing Process
In this process, piercing heated steel billet produces the cylinder shells and
subsequently they are drawn through ring and roller dies.

Deep Draw Process
The deep draw process is a cold forming method. In this process, flat circular
steel blanks are loaded into a hydraulic press. A cylindrical draw punch contacts
the blank and pushes it through an intake ring. The blank is drawn into a cup of
dimensions suitable to the steel type. The steel gets work hardened during this
cold draw process. The cup is heat treated, lubrication is done and the cup is
again subjected to the next draw to reduce the diameter, to reduce the wall
thickness, and to increase the length. Even though the cold draw process forms
the blanks, they need a large amount of energy, equipment and manpower, to
accommodate intermediate annealing and soaping operations.

Hot Spinning Process
Seamless steel tubes are cut into the required length and by hot forming on
spinning machines the bottom is formed. This process does not call for the huge
setup as for billet piercing and end sawing, neither does it call for the repeated
cycles of deep drawing, annealing heat treatment, soaping, and the end sawing
as necessary in the deep drawing process.

Out of the above three methods, EKC uses the hot spinning process due to its
suitability to medium-size capacity, low capital costs and manufacturing flexibility
in terms of changing product mix.

Manufacturing process

Source: Company Red Herring
Prospectus

Wide range of cylinders

Compliance with safety
norms
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INDUSTRY SCENARIO

The gas cylinders can be split into two basic categories. The first one is the low-
pressure cylinders, which are usually welded and mainly used in the
transportation and distribution of LPG and similar gases and liquefy at low
pressure. The second category is the high-pressure gas cylinders, which are
usually formed in one piece (seamless) and used for the distribution of
compressed gases.

Gas cylinders are produced by a small number of manufacturers and used by a
large number of customers ranging from households to large industrial
enterprises. Currently, high-pressure gas cylinders are used for storage of a
variety of industrial, automotive and medical gases like oxygen, carbon dioxide,
nitrogen, CNG, helium, and acetylene etc, for storing carbon dioxide for fire
fighting, storing of CNG to be used in vehicles, storage of industrial gases for
various applications like welding, in the beverage industry, in scuba diving et al,
for storage of gases/gas mixtures for defense and space applications among
others.

Compressed gas is a gas at normal room temperature of 20 degree Centigrade
but is packaged as a pressurized gas, dissolved gas or as a gas liquefied by
compression or refrigeration. When the pressure of gas in a container is higher
than 35 Kgf/cm2 it needs to be stored in containers with walls capable of
sustaining higher stress levels to avoid bursting. Such containers are termed as
high-pressure gas cylinders.

Storage of gases at very high pressure makes the cylinders accident prone and
highly risky to handle. In order to ensure safety, every country has laid down
standards and rules related to the use of cylinders in the respective country.
Industrial cylinder standards typically specify the materials of construction and
the allowable wall stresses in design.

With the large-scale use of CNG as an alternate fuel by countries rich in natural
gas, demand for CNG cylinders has been a major demand driver for the industry
during recent times. As CNG is stored on board the vehicles at a typical pressure
of 200 Bar, it requires design adequacy even within the designated life span. In
designing of CNG cylinders, one also has to consider the number of pressure
cycles a cylinder may experience from filling operations.

Repeated pressurization cycles eventually result in the growth of fatigue cracks
in metal cylinders and liners. This safety hazard can be avoided by periodical
ultrasonic scanning tests of the cylinder to detect any defects that could cause a
premature fatigue or failure leading to bursting of the cylinder.

CAGR growth in Demand (%) from FY04 to FY09

Source: Company Red Herring Prospectus
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INVESTMENT POSITIVES

Favourable demand supply scenario

Source: Company Red Herring Prospectus

Traditionally, the demand for the cylinders was growing in India due to industrial,
medical fire fighting and beverages segment. Going forward, we expect demand
to grow steadily from these sectors but major growth in demand for cylinders is
expected to come from the automobiles segment. CNG and auto LPG are now
accepted as alternative means of fuel for automobiles.

CNG is an alternative eco-friendly automotive fuel and is also cheaper in
comparison to petrol or diesel. CNG can be conveniently fitted in new as well as
existing cars, three-wheelers, buses and trucks. We expect strong demand from
the auto segment to keep the demand supply mismatch going forward in favour
of higher demand.

Automobiles – the new hi growth area - Lacs

Source: Company Red Herring Prospectus

The growth of high-pressure cylinders for CNG vehicles in the recent past has
been very robust. The Supreme Court decision has mandated the use of CNG as
auto fuels by heavy vehicles in New Delhi, which has created heavy demand for
CNG cylinders in New Delhi. The demand is coming from both the OEMs and the
retrofitters that are the conversion agents who convert the existing car into CNG
run car.

The Delhi government has recently issued a notification making it mandatory for
all new LCVs that are registered in Delhi on or after July 1 2006 to run on CNG
fuel only. Approximately 4000-5000 LCVs are registered every year in Delhi. This
has further increased the scope of the market for the CNG cylinders. A lot of
private cars are also getting converted into CNG as people have realized that
CNG run cars can lead to savings to the tune of 60-70% in case of petrol and
35-40% in case of diesel run cars. The above developments are expected to be
the next growth momentum for the CNG cylinders business of the company.
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Growth in CNG stations - IGL Growth in CNG vehicles

Source: Indraprastha Gas Limited

CNG is also a clean fuel as it is environment friendly. There has been a
considerable drop in the pollution levels of Delhi post the use of CNG as auto
fuel. The Supreme Court has mandated about 28 highly polluted cities in India
to switch to CNG. The Mumbai High Court has prohibited the use of high polluting
diesel engines in taxis and three-wheelers in Mumbai and has directed them to
run on CNG or Auto LPG. The above developments are expected to generate
substantial demand for CNG cylinders in the country and, thereby, we expect CNG
cylinders to be the new growth driver for the company going forward.

Cylinders for storing CNG for Indian Railways could be next
big opportunity
Indraprastha Gas, which distributes CNG in Delhi for the buses, commercial
vehicles and private cars, has supplied CNG, on a test basis, to Indian Railways.
Various tests have been conducted on the railway locomotives and railway
authorities are satisfied with the performance of the locomotives. The formal
approval from Indian Railways is expected within a short time, which could lead
to huge demand for CNG in the years to come. This, in turn, would lead to
demand for cylinders for storing CNG at the CNG filling station for the CNG run
locomotives. If Indian Railways decide to run more trains on CNG it would be
the next growth opportunity in terms of demand for the company's products.

Growth potential in neighbouring countries with higher
margins
The use of CNG as an auto fuel is also increasing at a rapid pace in neighboring
countries like Iran, Pakistan, and Malaysia among others. The countries like Iran
are rich in gas reserves and we expect strong growth in the use of CNG cylinders
in those countries. Thus, the neighboring countries have opened up an export
markets for Indian companies to supply high-pressure cylinders. We believe EKC
would to be the biggest beneficiary of this as EKC is the largest player in India
and has recently commissioned a facility at Gandhidham, Gujarat with a capacity
of 340,000 cylinders per annum, which can meet the strong growth in demand.
Also on the realization front, exports have typically higher realizations then
domestic sales. In FY06 exports recorded margins of 25% while domestic sales
recorded margins of 17.1%. Due to limited companies manufacturing high
pressure cylinders we feel that EKC is well positioned to capitalize on the export
potential.

Environment friendly CNG as
auto fuel to propel growth
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Strategic location of Gandhidham plant
The company has recently set up a plant at Gandhidham, Gujarat with a capacity
of 340,000 cylinders per annum capacity. This plant represents 48% of the total
capacity of the company. The location of the plant is strategic from the point of
view of its proximity to Kandla and Mundra Ports of Gujarat, which makes it
conveniently located for the import of its main raw material that is seamless
tubes. At present, almost 80-85% of the raw material requirements of the
company are imported from various countries and, hence, it makes it logistically
cost effective to have the plant at Gandhidham. Also, the exports of the finished
goods of the company could also be done from the nearby ports with cost
effectiveness.

Raw materials procurement - key to success
The company uses high-pressure seamless steel tubes for manufacturing
cylinders, both industrial and CNG. The grade of the seamless tubes varies
depending upon the application. Carbon manganese steel is used for making
industrial gas cylinder and chrome-moly steel is used for making CNG-based gas
cylinders. The grade of steel tubes required for manufacturing the cylinders
depends on the thickness, usage, pressure and water capacity of the cylinder.

The raw materials account for a major proportion of cost of goods sold. It is as
high as 55-60%. Continuous availability of the main raw material is very critical
for the success of the business. The company has tied for seamless steel with
the Tenares group that has a global presence. The company imports almost 80-
85% of its raw materials requirement from the Tenares group mainly form
Argentina, Mexico and Italy. The balance raw material is imported from China
and Japan. A very small percentage of raw materials are procured locally.

The price of its main raw material that is seamless steel is linked to the price of
steel in the international markets. We feel that price increases, if any, can be
easily passed on by the company to the customers as there is heavy demand for
the high pressure cylinders.

Wide variety of cylinders
The new plant of EKC is capable of manufacturing both large as well as small
cylinders. The cylinders are useful for different applications like industrial, medical
applications, CNG cylinders for on board storage of gas for automobiles, bulk
storage cylinders and cascades at CNG stations, defense applications, fire fighting
etc. The company is manufacturing the cylinders in various capacities, thereby
offering a wide range of cylinders for the customers.

Product certifications and regulatory approvals limit easy
access into the industry
The import of cylinders in India is very negligible, as the importer has to comply
with local regulatory standards, which are very tough. Any foreign manufacturer
willing to sell cylinders in India has to obtain licenses from the Department of
Explosives to import cylinders into India and comply with the standards
prescribed under Indian Gas Cylinder Rules 2004. The cylinders manufactured in
India or imported from abroad have to be tested in accordance with the Indian
standards laid down by the Bureau of Indian Standards.

The Chief Controller of Explosives, Government of India, has to approve the
cylinders. The government has also framed gas cylinders rules thereby bringing
under its purview the design and manufacture of cylinders, valves and regulators.
Also, the government has laid down strict safety requirements in view of
increasing use of gases in different applications considering the changes in
technology, business practices and safety requirements. Anyone wanting to set
up a high-pressure cylinder manufacturing facility would take at least 12-15
months to obtain all the licenses to manufacture the cylinders. Besides, the
company also enjoys price advantage in terms of imports due to lower operating
and logistics costs in India as compared to other countries.

Reduce logistics costs

Tie up with Tenares group

For different applications
and sizes

Entry barriers

Strict safety norms
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Limited competition
A few global companies like Luxfer of UK, the US and Australia, Faber of Italy,
Dynetek of Canada and Beijing Tianhai Industry Company of China, Worthington
of UK, Inflex of Argentina and NK of Korea dominate the high-pressure gas
cylinder industry. EKC is among one of the largest players in the world and is
also increasing its capacities, which will further increase its position in the high-
pressure gas cylinder industry.

EKC is the strongest player in the Indian high-pressure gas cylinder market.
Maruti Kotasu Cylinders and Bharat Pumps and Compressors Limited are the only
two other prominent players in the market. One of the new players in the industry
is Rama Cylinders, which has set up a 300,000 cylinders per annum capacity plant
at Gandhidham, Gujarat. However, according to industry sources, the company is
operating at less then 25% capacity. Thus, we do not expect any major
competition in the Indian market for the company. EKC is expected to be the
biggest beneficiary of the growing market as it has already established itself and
has recently commissioned a 340,000 cylinders per annum plant to cater to the
surge in demand of high-pressure cylinders.

Setting up of new unit in Dubai
The company is setting up another unit in Dubai with the capacity to manufacture
96,000 cylinders per annum. It is expected to be operational by November 2006.
The plant is expected to cost around $8.5 mn. The plant will primarily cater to
the export market of neighboring countries like Iran, Pakistan, Malaysia, etc.
Dubai makes strategic sense, as it would save on the logistics cost to supply to
the neighbouring countries.

Setting up of new China unit
The company is setting up a unit in China with an initial capacity to manufacture
200,000 cylinders per annum expandable to 1.5mn units per annum over four
year period. The plant is expected to be operational by June 2007. The plant is
expected to cost around $12.5 mn. With this plant the company would be the
biggest player in China as the maximum capacity in China, at present, is to
manufacture 100,000 cylinders per annum. The company expects to sell 50% of
the output in the domestic market in China itself and the rest would be exported
to other countries. The company has the facility to ramp up the capacity in the
future according to the demand scenario as there is surplus land in the same
factory, which can be used for significantly increasing the capacity going forward.

Capacity - breakup

Source: Company, Kotak Securities - Private Client Research
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EARNINGS ANALYSIS AND OUTLOOK

FY06 Financial Performance
For FY06, the company reported net sales of Rs.2.3 bn registering a 77.9% YoY
growth due to an increase in contribution from the Dubai plant. For FY06, the
company recorded higher EBIDTA margins of 25.2% as against 22.1% in FY05.
EKC reported net profits of Rs.334.9 mn, which is a 134.6% YoY growth. The
company reported an EPS of Rs.19 and CEPS of Rs.24.8 in FY06. At the current
market price of Rs.421, the stock is trading at 22.2x its FY06 earnings and 17.0x
its FY06 cash earnings.

Q1FY07 Financial performance
Net sales for Q1FY07 were at Rs.795.6 mn as against Rs.402.6 mn in Q1 FY06,
thereby registering YoY growth of 97.6. The growth in sales is primarily due to
higher contributions form the Dubai plant and also contributions from the newly
commissioned facility at Gandhidham.

The company recorded an EBIDTA margin of 27.6% for Q1FY07, which is 220
bps higher on YoY basis due to lower raw materials to sales ratio at 51.5% in
Q1FY07 as against 53% in Q1FY06. The higher EBIDTA margin was achieved
due to higher capacity utilization, lower staff cost as a percentage of sales and
better pricing power for the cylinders.

PAT for Q1 FY07 is up 119.3% YoY and up 12.3% on QoQ basis to Rs. 114.7 mn
translating into a quarterly EPS of Rs. 6.5 and quarterly CEPS of Rs. 8.9.

Q1FY07 results table
Rs mn Q1FY07 Q1FY06 % change
Net Sales 795.6 402.6 97.6

Expenditure

Raw material costs 409.8 213.3 92.1

staff costs 29.0 17.5 65.7

Other exp 137.0 69.6 96.8

Total Expenditure 575.8 300.4 91.7

EBIDTA 219.8 102.2 115.1

Other Income 6.4 4.3 48.8

Interest 7.7 8.3 -7.2

PBDT 218.5 98.2 122.5

Depreciation 42.1 17.9 135.2

PBT 176.4 80.3

Tax 61.7 28.0 120.4

PAT 114.7 52.3 119.3

EBIDTA %  27.6  25.4 up 220 bps

Raw Materials / Sales % 51.5 53.0 down 150 bps

Source: Company, Kotak Securities - Private Client Research

FY06 financials
(Rs mn)

Sales  2,355.0
EBITDA (%) 25.2
PAT 334.9
EPS (Rs) 19.0

Source: Company
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27.6% EBIDTA margin

119.3% YoY growth in PAT



September  13,  2006 Kotak Securities - Private Client Research

Initiating Coverage Please see the disclaimer on the last page For Private Circulation 10

Capex and its Funding
The company is expected to spend approximately Rs.1.2 bn in F07E and Rs.1.25
bn in FY08E to execute its expansion plans in setting up units in Dubai and China.
Some part of the capex will also go for upgradation and debottlenecking of the
existing plants. The company is comfortably placed to raise additional debt, as
the debt to equity is 0.26x. The company has already made plans to raise
approximately Rs.1 bn out of the FCCB/GDR/preferential allotment route. We feel
the combination of equity offering, debt and internal accruals will be sufficient
for the ongoing and planned future capex of the company.

Equity dilution in the offing
The company is setting up two units. One is in Dubai and the other in China for
which it would require around $20 mn. To fund the capex the company is planning
to raise $20 mn through FCCB/GDR or preferential allotment. We feel the
company would raise the amount within three months time in order to go ahead
with its planned capex. In our estimates, we have assumed the issue of 2.6 mn
shares @ Rs.400 (including premium of Rs.390). Thereby, the company would
raise approximately Rs.1 bn, and enhance equity capital by 15%. However, the
final issue price of the additional equity could be substantially different than our
estimates. As and when the final issue price is announced we would revise our
estimates accordingly.

Projected Financials
For FY07E, we expect sales to grow by 46.4% to Rs. 3.4 bn and net profit to be
Rs. 472.2 mn thereby translating into an EPS of Rs. 23.3 and CEPS of Rs. 32.2
assuming 15% enhancement in equity capital. Revenue growth would be driven
primarily by higher volume, which in turn would be aided by the new capacity at
Gandhidham with a capacity of 340,000 units pa. We are projecting a 43% growth
in sales volumes to 518,280 cylinders in FY07.

Total Capacity

Source: Company, Kotak Securities - Private Client Research

For FY08E, we expect sales to grow by 52.3% to Rs. 5.2 bn and net profit to be
Rs. 717.4 mn thereby translating into an EPS of Rs. 35.4 and CEPS of Rs. 48.4
assuming 15% enhancement in equity capital. We are projecting sales volumes
of 811,980 units pa, an increase of 57% over FY07. Ramp-up in volumes in FY08
should be driven by greater utilization of the Gandhidham and Dubai plant
(expected to be commissioned in November 2006) and contribution from China
plant (expected to be commissioned in June 2007).
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Rs.2.45bn capex in FY07E
and FY08E

15% enhancement in equity
capital expected
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Capacity Additions
FY05 FY06 FY07E FY08E

Ahmednagar 110000 110000 110000 110000

Tarapur 160000 160000 160000 160000

Dubai I 96000 96000 96000 96000

Gandhidham 0 340000 340000 340000

Dubai II (Subsidiary)*  -  -  96,000  96,000

China (Subsidiary)**  -  -  -  200,000

Total 366000 706000 802000 1002000

* To be commissioned in Nov 2006 ** To be commissioned in June 2007
Source: Company, Kotak Securities - Private Client Research

n For FY07E and FY08E, we expect the book value to be Rs.135.1 and Rs.166.0
per share, respectively.

n The company reported EBIDTA margin excluding other income of 25.2% in
FY06. We expect EBIDTA margin excluding other income to be 26% in FY07E
and 25.8% in FY08E due to growth in revenue led by expansion of capacities
leading to more productivity and better efficiency. The business is expected
to achieve higher operating margins due to strong demand for the cylinder
in ht auto segment.

n We expect the company to report RoE of 20.2% in FY07E which is lower than
29.9% in FY06 and is moving up to 22.6% in FY08E.

n ROE would decline in FY07 due to heavy capex resulting in lower asset
turnover. We expect the company to report RoCE of 28.7% in FY07E and
moving up to 30.2%in FY08E.

Dupont analysis
FY05 FY06 FY07E FY08E

Net profit margin (%) 10.8 14.2 13.7 13.7

Asset turnover 2.1 1.7 1.3 1.4

Financial leverage  2.2  1.3  1.1  1.2

RoE (%) 51.3 29.9 20.2 22.6

Source: Company, Kotak Securities - Private Client Research
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DCF valuation per share (Rs mn)

PV of FCFF 5,021

Terminal value 6,636

Total FCFF 11,657

Net debt                (264)

Shareholders’ value 11,921

Value per share (Rs) 589

Terminal value % of FCFF 57

Source: Kotak Securities - Private Client
Research

Assumptions

Beta with sensex 1.00

Risk free rate (%) 7.00

Market Risk Premium (%) 7.00

Cost of Equity (%) 14.0

Cost of Debt (%) 8.0

Debt 300.0

Equity 7,420

WACC (%) 13.67

Terminal growth (%) 4.0

Source: Kotak Securities - Private Client
Research

VALUATION AND RECOMMENDATION

n At the current market price of Rs.421, the stock trades at 3.1x for FY07E and 2.5x
FY08E to book value.

n It discounts FY07E and FY08E earnings at 18.0x and 11.9x, respectively.

n The stock looks attractive on a cash earnings basis. It trades at 13.1x FY07E and
8.7x FY08E cash earnings.

n We are positive on the growth prospects of the company and we are initiating
coverage with a BUY recommendation on the stock with a price target of Rs.589
over a 12-month horizon.

n At the current market price of Rs.421, the stock offers upside potential of 40%.

n We have derived our target price based on the two-stage DCF valuation
methodology, with a WACC of 13.7% and terminal growth rate of 4%. We
recommend BUY.

Free Cash Flow to Firm
(Rs mn) 2008E 2009E 2010E 2011E 2012E 2013E 2014E 2015E

PAT  717  923  1,134  1,357  1,571  1,778  1,967  2,126

Depreciation  261  319  345  371  414  453  487  512

Interest  27  10  10  10  10  10  10  10

Capex  (1,250)  (354)  (354)  (348)  (590)  (540)  (458)  (348)

Change in NWC  (368)  (257)  (283)  (301)  (309)  (302)  (279)  (220)

FCFF  (560)  670  875  1,107  1,111  1,413  1,737  2,088

Discounted Value  (526)  553  635  707  625  698  755  799

Source: Kotak Securiites - Private Client Research

Sensitivity analysis
WACC (%) 13.2 13.6 14.2
3.0 575 556 536

4.0 609 589 567

5.0 650 629 605

Source: Kotak Securiites - Private Client Research

Key Risks
n Any delay in commencement of the expansion would lead to flat or marginal

growth for the company.

n Seamless steel is the main raw material for making the cylinders. Thus, any
increase in the prices or disruption in its availability could impact the
profitability of the company.

n Our earnings estimates can be revised in case of higher than expected equity
dilution.
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Disclaimer
This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person. Persons into
whose possession this document may come are required to observe these restrictions.
This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This report is not to be construed as an offer to sell or the
solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal.  It is for the general information of clients of Kotak Securities Ltd. It does
not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients.
We have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable though its accuracy or completeness cannot be guaranteed. Neither
Kotak Securities Limited, nor any person connected with it, accepts any liability arising from the use of this document. The recipients of this material should rely on their own investigations
and take their own professional advice. Price and value of the investments referred to in this material may go up or down. Past performance is not a guide for future performance. Certain
transactions -including those involving futures, options and other derivatives as well as non-investment grade securities - involve substantial risk and are not suitable for all investors.
Reports based on technical analysis centers on studying charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and as such, may
not match with a report on a company's fundamentals.
Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information discussed in this material,
there may be regulatory, compliance, or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions
and may be subject to change without notice. Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed
herein.
Kotak Securities Limited has two independent  equity  research groups: Institutional Equities and Private Client Group. This report has been  prepared by the Private Client Group . The
views and opinions expressed in this document  may or may not match or may be contrary with the views, estimates, rating, target price  of  the Institutional Equities Research Group
of Kotak Securities Limited.
We and our affiliates, officers, directors, and employees world wide may: (a) from time to time, have long or short positions in, and buy or sell the securities thereof, of company (ies)
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 company (ies) discussed herein or act as advisor or lender / borrower to such company (ies) or have other potential conflict of interest with respect to any recommendation and
related information and opinions.
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.
No part of this material may be duplicated in any form and/or redistributed without Kotak Securities' prior written consent.
Analyst holding in stock: Nil

Registered Office: Kotak Securities Limited, Bakhtawar, 1st floor, 229 Nariman Point, Mumbai 400021 India.

Profit and loss statement (Rs mn)
Year end March FY05 FY06 FY07E FY08E

Revenues  1,324  2,355  3,448  5,250
% change yoy  77.9  46.4  52.3
EBITDA  293  593  897  1,355
% change yoy  (523.3)  102.5  51.3  51.0
Depreciation  84  103  180  261
EBIT  209  490  717  1,094
% change yoy  (374.8)  134.4  46.3  52.5
Net Interest  27  37  31  41
Other Income  36  22  25  27
Earnings Before Tax  219  476  711  1,080
% change yoy  (358.4)  117.2  49.5  51.9
Tax  (76)  (141)  (239)  (363)
as % of EBT -34.8 -29.6 -33.6 -33.6
Net Income  adj  143  335  472  717
% change yoy  (244.9)  134.6  41.0  51.9
Reported Net Income  143  335  472  717
Shares outstanding (m) 12.0 17.6 20.2 20.2
EPS (Rs) 11.9 19.0 23.3 35.4
DPS (Rs) 1.4 4.0 4.0 4.0
CEPS 18.9 24.8 32.2 48.4

Cash flow statement (Rs mn)
Year end March FY05 FY06 FY07E FY08E
PBDIT  293  593  897  1,355
Tax and adjustments  (76)  (292)  (239)  (363)
Cash flow from operations  217  301  659  992
Net Change in Working Capital (232)  (122)  (175)  (368)
Net Cash from Operations  (16)  180  484  624
Capital Expenditure  (829)  (591)  (1,196)  (1,250)
Cash from investing  15  (89)  157  27
Net Cash from Investing  (814)  (680)  (1,038)  (1,223)
Interest paid  (27)  (37)  (31)  (41)
Issue of Shares  -  900  1,046  -
Dividends Paid  (17)  (17)  (91)  (91)
Debt Raised  380  (93)  (95)  300
Net cash from financing  336  753  829  168
Net change in cash  (493)  253  274  (430)
Free cash flow  (844)  (411)  (711)  (626)
Cash at end  36  290  564  134

Source: Company, Kotak Securities - Private Client Research

Balance sheet (Rs mn)
Year end March FY05 FY06 FY07E FY08E

Cash and cash equivalents  36  290  564  134
Accounts receivable  168  234  283  503
Stocks  400  423  614  935
Loans and Advances  171  495  734  1,097
Others  -  -  1  1
Current Assets  776  1,442  2,196  2,670
LT investments  21  132  -  -
Net fixed assets  433  935  1,955  2,943
CWIP  6  5  -  -
Total Assets  1,236  2,513  4,151  5,613
Payables  182  266  331  503
Others  122  330  570  933
Current liabilities  305  596  901  1,437
LT debt  488  395  300  600
Other liabilities  27  14  14  14
Equity & reserves  417  1,509  2,936  3,563
Total Liabilities  1,236  2,513  4,151  5,613

Ratio analysis
Year end March FY05 FY06 FY07E FY08E

EBITDA margin (%)  22.1  25.2  26.0  25.8
EBIT margin (%)  15.8  20.8  20.8  20.8
Net profit margin (%)  10.8  14.2  13.7  13.7
Adjusted EPS growth (%)  (244.9)  134.6  41.0  51.9
Receivables (days)  46.3  36.3  30.0  35.0
Inventory (days)  110.4  65.6  65.0  65.0
Sales / Net Fixed Assets (x)  3.1  2.5  1.8  1.8
ROE (%)  51.3  29.9  20.2  22.6
ROCE (%)  38.2  36.0  28.7  30.2
EV/ Sales  4.2  3.2  2.4  1.7
EV/EBITDA  18.8  12.7  9.2  6.6
Price to earnings (x)  35.4  22.2  18.0  11.9
Price to book value (x)  17.0  5.6  3.1  2.5
Price to cash earnings (x)  22.3  17.0  13.1  8.7
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