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We had recommended Mercator Lines at Rs.158 two
months back. The stock is up 82% since then. The
company has reported net profit of Rs.139mn for the
December quarter as compared to Rs.84mn in QE Sep-
03 and Rs.17mn in QE Dec-02. The aframax market

Please read important has further strengthened in the last two months.
disclosure on last page
Fair Value Rs.460 Price Rs.285 +62%

The stock currently trades at mere 2.2 times diluted EPS (Rs.132) for FY05. We
expect its earnings to grow more than seven-fold this year and 100% plus next
year driven largely by buoyant aframax market and vessel acquisitions. We estimate DCF
fair value at around Rs.460 (revised upwards from Rs.354 in Oct-03). The DCF value
takes into account dilution from the proposed preferential issue of equity shares and
warrants. On trailing diluted EPS, Mercator currently trades at 9 times (6 times undiluted
trailing EPS). As against this, other shipping companies trades at much higher multiple of
trailing undiluted EPS - Varun Shipping at 9.9 times, G E Shipping at 11.8 times, SCI at
13.3 times, and Essar Shipping at 13.8 times.

During the quarter, revenues and EBITDA increased four fold due to new tanker
acquisitions and buoyant freight market. Mercator had acquired a tanker each in
April, July, and Sep-03. It acquired another aframax tanker in QE Dec-03 and this tanker
has been deployed effective Jan-04.

PAT for the quarter and 9 months ended Dec-03 increased eight-fold and six-fold
respectively due to lower than commensurate growth in depreciation and interest costs.

Promoters’ shareholding came down a little from 48.54% at end Sep-03 to 45.82%
at end Dec-03. Institutional investors raised their stake from 2.51% at end Sep-
03 to 7.13% at end Dec-03. Promoters and institutional investors’ shareholding is likely
to increase post a preferential issue, which was approved by the company board
yesterday. The preferential issue of shares and warrants will not be at a price less than
Rs.275.

We expect the performance in QE Mar-04 to improve further as freight rates for
aframax tankers have strengthened further. This led to an upward revision in the World
Scale (WS) effective Jan-04. Revenue from its existing contracts are linked to WS. Even if
the tanker market corrects from the current levels, the redeployment is likely at higher
rates than the currently contracted rates. The current spot rates are significantly higher
than the rates on existing contracts.

Revenues, and depreciation & interest costs will be higher in the QE Mar-04 due to
deployment of one more tanker effective Jan-04. PAT is likely to rise more than 12-
fold YoY for the QE Mar-04. We estimate total after tax profit of over Rs.400mn
for FYO04.

Please refer our report of 22 Oct 03 for detailed analysis.
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Financial Table: Mercator Lines Ltd

-

Rs.mn Dec-03 Dec-02 Change Dec-03 Dec-02 Change
No. of months 3 3 % 9 9 %
Income from Operations 725 183 295.9% 1,465 488 200.5%
Total Expenditure 518 133 290.0% 1,030 350 194.6%
EBIDTA 207 50 311.5% 435 138 215.3%
Depreciation 27 21 29.2% 87 58 49.9%
EBIT 180 30 509.8% 348 80 334.4%
Other income 1 0 235.2% 3 1 158.1%
Interest 29 12 133.6% 64 32 101.5%
PBT 152 17 774.9% 288 50 478.2%
Tax 13 0 35 7

PAT 139 17 708.5% 252 42 493.7%
Adjusted PAT 139 17 708.5% 252 42 493.7%
Equity Capital 55 55 55 55
Annualized EPS (Rs) 101.28 12.51 708.5% 61.16 10.30 493.7%
EBITDA Margin (%) 28.5% 27.5% 1.08% 29.7% 28.3% 1.40%
EBIT Margin (%) 24.8% 16.1% 8.71% 23.8% 16.5% 7.33%
Adj PAT Margin (%) 19.2% 9.4% 17.2% 8.7%

Other Income/PBT (%) 0.4% 1.2% 1.0% 2.2%

Tax/PBT (%) 8.3% 0.6% 12.3% 14.6%

Operating Exp 476 118 304.0% 960 321 198.8%
% of Income 65.6% 67.4% 65.5% 65.9%

Staff Costs 18 3 497.2% 35 7 383.6%
% of Income 2.4% 1.6% 2.4% 1.5%

Loss on sales of Assets 20 7 208.6% 20 7 506.5%
% of Income 2.8% 3.6% 1.4% 1.4%

Other Costs 5 6 -17.2% 15 15 1.9%
% of Income 0.6% 0.0% 1.0% 1.8%
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Important Disclosure

This material has been prepared by Impetus Advisors, Mumbai, India (www.impetusadvisors.com).

The views expressed herein correctly reflect Impetus Advisors’ views. Owners, analysts, and/or employees of
Impetus Advisors hold long position in the stock of Mercator Lines Ltd.

This document is not for public distribution and has been furnished to you solely for your information and may not
be reproduced or redistributed to any other person. Persons into whose possession this document may come are
required to inform themselves of, and to observe such restrictions.

This material is for the personal information of the authorised 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. No person associated with Impetus Advisors is
authorised to call or initiate contact with you for the purposes of elaborating or following up on the information
contained in this document. The material 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. Neither Impetus Advisors, nor any
person connected with it, accepts any liability arising from the use of this document. The recipient of this material
should rely on their own investigations and take their own professional advice. Opinions expressed are our current
opinions as of the date appearing on this material only. While we endeavour 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.

We and our affiliates, officers, directors, and employees world wide, including persons involved in the preparation
or issuance of this material 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 same persons may have
acted upon the information contained here.

No part of this material may be duplicated in any form and/or redistributed without Impetus Advisor’s prior written
consent.

Be the first to receive Impetus Advisors’ multi-bagger
research ideas

Impetus Advisors is an equity research boutique, which specialises in
identifying multi-bagger stock ideas among Indian equities. It caters
mainly to high networth individuals & entities. It also counts among
its clients a few discerning institutional investors.

Please visit for details. Write to research@impetusadvisors.com with
your contact humbers to know how you can benefit from our research
ideas.

Result Update: Mercator Lines Ltd Page 3 of 3



