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Highlighted Companies
ABB India Ltd
ADD, TP Rs4965, Rs4787 close

ABB India witnessed a strong momentum
in base orders aided by its focus on the
growth segments, rising market
penetration, expansion of portfolio and
expansion of partner network. The pipeline
is strong in the case of large orders, with
metals & cement sectors investing in large
projects. We feel the trend is likely to
remain strong going ahead.

Larsen & Toubro Ltd

ADD, TP Rs3300, Rs3386 close

Larsen & Toubro or L&T is well-placed to
achieve its ‘Lakshya 2026 revenue of
Rs2.7tr and order inflow of Rs3.7tr,
translating into a revenue and order inflow
CAGR of 14% each. L&T plans to achieve
a RoE of over 18% in FY26F vs. a RoE of
13.8% in FY23.

Thermax Ltd

ADD, TP Rs3275, Rs2680 close

Thermax is a key beneficiary of the green
shoots withessed in private sector capex in
multiple industries. The company has a
healthy order book with a strong pipeline of
small ticket-size orders in cement,
biomass, food and beverage, and
sugar/distillery segments.

Summary Valuation Metrics

P/E (x) Mar24-F Mar25-F Mar26-F
ABB India Ltd 88.11 79.94 72.3
Larsen & Toubro Ltd 36.44 29.75 26.46
Thermax Ltd 48.3 39.76 35.77
P/BV (x) Mar24-F Mar25-F Mar26-F
ABB India Ltd 17.03 14.34 12.2
Larsen & Toubro Ltd 5.32 4.65 4.06
Thermax Ltd 6.88 6 524
Dividend Yield Mar24-F Mar25-F Mar26-F
ABB India Ltd 0.13% 0.15% 0.16%

0.65%
0.37%

0.65%
0.37%

Larsen & Toubro Ltd
Thermax Ltd

0.62%
0.36%
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Ind Goods & Services
Double-digit capex stayed intact in 1HFY24

m Capex-led growth was steady in 1HFY24, up 15% YoY. The public sector capex

to moderate in the coming quarters, but likely to pick up post general elections.

m The top five sectors accounted for 58% of total capex led by oil & gas (O&G).

Dependance on the O&G sector dipped to 27% of total capex vs. 35% in FY21.

= We remain Overweight on the capital goods sector as stock valuations

currently factor in a strong capex recovery led by various schemes.

Capex-led growth steady in 1HFY24

India’s capex-led growth remained steady in 1HFY24 while the key monitorables are the
outcome of 2024 general elections in India, further consumption recovery, the ongoing
geopolitical tensions and the global interest rate cycle, which is on the rise.

Total capex was up 15% YoY in 1HFY24. Public sector companies’ capex is likely to
moderate in the coming quarters but may pick up post general elections.

The government has maintained its strong capex in key infrastructure-related sectors
like roads, railway including metro rail, water and power T&D. The capex in 1HFY24
continued to be concentrated in these key sectors.

This is also reflected in the strong growth in steel consumption, cement production and
import of capital goods. Capacity utilization in the manufacturing sector continues to
remain above the long-period average.

Capex dependance on oil & gas sector reduces

The top five sectors accounted for 58% of total capex led by oil & gas, up 2%. The
dependance on the oil & gas sector reduced to 27% of total capex in 1HFY24 from 35%
in FY21.

The capex growth was led by sectors like steel/metal, up 24% (12% of total), power, up
25% (10% of total), automobile, up 27% (8% of total) & telecom, up 26% (6% of total).
Over the next few years, renewable energy-led capex is likely to dominate. Festive
demand has also spurred discretionary consumption in the past few quarters.
Investment activity continues to be aided by buoyancy in public sector capex.

Positive stance on capital goods sector

We remain Overweight on the capital goods sector as stock valuations currently factor
in a strong capex recovery led by various schemes like National Infrastructure Pipeline
or NIP, Gati Shakti, and Make in India. The special focus on capex to provide several
opportunities for companies going ahead.

We reiterate our ADD rating on L&T, ABB India, Thermax, Siemens and KEC
International, with their order backlog providing revenue visibility, apart from reasonable
valuations. We have a HOLD rating on Voltas and a REDUCE rating on Cummins India.

Figure 1: Total capex in India stood at Rs3,492bn in 1HFY24
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Order inflow momentum continues

e Aggregate order inflow was robust in 1HFY24 (up 52% YoY), mainly led by
L&T (up 65% YoY) on the back of its international business while other
companies witnessed a lower order inflow. New investments announced in
9MCY23 grew 2% YoY while in 2QFY24 they declined by 71% YoY.

e We expect the new trend of private sector spending led by the energy sector’s
transition into the segments such as renewables, electrical vehicle or EV,
battery technology, and hydrogen.

e We expect new investments, especially from the government, to remain muted
in the near term due to the upcoming assembly/general elections in India while
manufacturing capex, led by the production-linked incentive or PLI scheme and
the China+1 strategy, to see an uptick. We expect the order inflow of our
coverage universe to clock a 14% CAGR over FY23-25F.

Margin expansion on the cards

¢ Management commentaries were positive on the margin expansion front for
most companies. L&T’s margin was impacted due to legacy orders, which are
likely to get completed by 3QFY24F. Margins of the projects and manufacturing
businesses are expected at 8.5-9% in FY24F.

o KEC International expects its EBITDA margin to improve from 4.8% in FY23 to
7% in FY24F, as legacy projects of SAE Towers in Brazil have been completed
and margin recovery is likely in the standalone T&D segment in 2HFY24F.
Voltas expects margin expansion in the coming quarters led by softening
commodity prices, manufacturing efficiency and value engineering initiatives.

e Thermax is likely to sustain its higher margin at 8-9% based on the current
order book. ABB India expects its PBT margin of 10%+ to sustain, given
softening commodity prices, while maintaining the overall pricing level.
Cummins India has taken multiple price hikes in the last 15 months.

Figure 2: Total capex in India grew 15% in 1HFY24
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Figure 3: Index of Industrial Production or IIP growth trend
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Figure 4: Capacity utilization trend
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Top five sectors accounted for 58% of total capex in
1HFY24

Figure 5: Dependance on the oil & gas sector for capex reduces to 27% in 1HFY24 from 35% in FY21
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