/‘AXIS DIRECT

SOBHA

REAL ESTATE

Improved outlook for FY18

11 AUG 2017

BUY

Target Price: Rs 459

Quarterly Update

Sobha's management expects the improved performance of Q1FY18 CMP ; : :Rs 3’85
(pre-sales of Rs 5.6 bn; up 20% YoY) to continue for FY18. It highlighted Pe el st b 117
improved footfalls and conversion. Further, it expects the collection run-rate
(Rs 7.3 bn in Q1- the highest in past 13 quarters) to be sustainable. With  warKer paTa
payment of Rs 1.65 bn towards land already made to Puravankara in g of Shares o8 mn
Q2FY 18, outlook on cash flows for FY18 remains positive, and may bring Free Fl e
ree Float 1 44%
the debt level down. Market Cap “Rs 37 bn
52-week High / Low  :Rs 449 /Rs 224

We believe RERA and GST will improve transparency in the sector and lead
to polarization of demand towards reputed developers such as Sobha.
Moreover, with its huge land bank and strong execution capability, Sobha

Avg. Daily vol. (6mth) :
Bloomberg Code
Promoters Holding

442,680 shares

: SOBHA IB Equity
1 56%

is best placed to capitalize on the opportunity in the affordable housing ~ Fll / DIl :32% /7%

segment. Maintain BUY.
Key highlights

¢ Revenues were up 18% YoY atRs 6.9 bn in Q1 (vs. Rs 5.9 bn in Q4) driven by 1 wing of Dream Acres and 1 wing
from Oasis hitting revenue recognition and steady pace of sale and execution in its revenue contributing projects

¢ EBITDA margin stood lower at 18% in Q1 (vs. 20% in Q4), as the company booked most of the cost related to the
vendors to avail input credits. Management expects the margin fo normalize going ahead

¢ Sobha generated net operating cash flow of Rs ~1 bn (8th consecutive quarter of surplus post interest and taxes). Net

debt declined by Rs 490 mn in Q1 to Rs 20.2 bn with net debt to equity now at 0.75x (borrowing cost has declined
~2.5% in past 24 months)

RERA: All projects in states where rules have been notified have been registered with RERA

GST impact: Reduced prices marginally (Rs 65-110 psf) in ongoing projects depending on the stage of construction
From its ongoing project of 42 msf, Sobha is yet to receive ~Rs 33 bn of cash. With 16.02 msf of unsold inventory
worth ~Rs 103 bn and ~Rs 75 bn of pending costs, net cash of ~Rs 62 bn is expected over 5-6 years

Financial summary (Consolidated)

Key drivers

Y/E March FY16 Y17 FY18E FY19E (Rs bn) Q1'1e ar'i7 (%) 0417 (%)
Sales (Rs mn) 19,566 22,462 23,784 27,584 Sales (msf) 0.82 0.81 1 0.72 13
PAT (Rs mn) 1,381 1,608 1,925 2,243 Realization (Rs) 6,903 5,806 19 6,980 (1)
Con. EPS* (Rs.) 214 258 Sales 5.6 4.7 20 5.0 11
EPS (Rs.) 14.1 16.7 200 233 Collections # 57 43 33 49 18
h = # Collections from real estate operations
Change YOY (%) (42.0) 18.6 19.7 16.5 * As per Indian GAAP
P/E (x) 27.3 23.0 19.2 16.5 .
Price performance
RoE (%) 5.5 6.2 7.1 7.8
160
RoCE (%) 9.1 8.3 8.6 9.3 140 Sensex Sobha Ltd
EV/EBITDA (x) 12.9 13.7 12.7 1.6 120
DPS 2.3 2.7 3.2 3.7 100
S C Axis Capital 80
ource: Company, Is Capita
Peny P 60 - : : : :
Jul-16 Oct16  Jan-17  Apr17  Jul17
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Exhibit 1: Results update

Quarter ended 12 months ended
Jun-17 Jun-16 % Chg Mar-17 % Chg FY18E

Net Sales 6,789 5,737 18.3 5,888 15.3 23,784 22,462 5.9
EBIDTA 1,215 972 25.0 1,202 1.1 4,503 4,198 7.3
Other income 97 81 19.8 125 (22.4) 350 386 (9.3)
PBIDT 1,312 1,053 24.6 1,327 (1.1) 4,853 4,584 5.9
Depreciation 135 154 (12.3) 173 (22.0) 613 638 (3.9)
Interest 449 357 25.8 397 13.1 1,474 1,497 (1.5)
PBT 728 542 34.3 757 (3.8) 2,766 2,449 12.9
Tax 251 201 24.9 297 (15.5) 940 970 -
Share of (profi}/ loss of Vs 0 (18) (100.0) (10) (100.0) (100) (129) (22.6)
Adjusted PAT 477 359 32.9 470 1.5 1,925 1,608 19.7
No. of shares (mn) 96 98 - 96 - 96 96 -
EBIDTA margins (%) 17.9 16.9 - 20.4 - 18.9 18.7

PBIDT margins (%) 19.3 18.4 - 22.5 - 20.4 20.4 -
EPS - annualized (Rs) 19.8 14.6 35.3 19.5 1.5 20.0 16.7 19.7

Source: Company, Axis Capital ~ Note: Above financials are as per Ind AS

Other highlights

¢ New launches: The company plans fo launch greenfield projects of 0.5 msf in
Chennai, 0.5 msf in north Bangalore, 1 msf of affordable housing project in north
Bangalore and an additional development in South East Bangalore

¢ Bangalore market continued to be the key performer and contributed ~73% to
pre-sales in Q1. Sobha saw improved pre-sales velocity in its high-ticket projects
that are nearing completion such as Palladian, Grandeur and Indraprastha.
During the quarter, additional area of 0.71 msf was launched at Dream Acres
and Sobha City Gurgaon to saleable area

¢ Contractual business: Revenue up 11% YoY at Rs 1.7 bn in Q1 with strong
visibility due to order book of Rs 5.5 bn

¢ Pre-sales run-rate in Dream Acres project (affordable housing) has improved to
60-70 units/ month (vs. 40-50 units/ month a few quarters back). Management
is comfortable with this pre-sales run-rate

¢ Average realization remained steady at Rs 6,903 psf (vs. Rs 6,980 psf in Q4)
¢ Focus remains on execution: Sobha completed 5 contractual projects totaling

0.68 msf in Q4 (vs. 1.8 msf in Q4)

¢ From its ongoing project of 42 msf, Sobha is yet to receive ~Rs 33 bn of cash.
With 16.02 msf of unsold inventory worth ~Rs 103 bn and ~Rs 75 bn of pending
costs, net cash of ~Rs 62 bn is expected over 5-6 years

¢ The board has approved a buyback of equity shares not exceeding Rs 620 mn
at Rs 425 per share (~10% premium from CMP of Rs 386) with a record date of
August 28, 2017

¢ As of June 30, 2017, Sobha had 2,358 acres (~203 msf of saleable area) of

land reserves with average cost of Rs 231 psf (land cost on saleable FSI is
Rs 113 psf)
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Exhibit 2: Balance sheet
Quarter ended
(Rs. mn) Jun-17 Jun-16 % Chg Mar-17 % Chg
Shareholders's funds 26,915 26,008 3 26,445 2
Share capital 963 981 (2) 963 0
Reserves and surplus 25,952 25,027 4 25,482 2
Minority Interest 0 0 0
Non-current liabilities 6,699 29,600 (77) 6,940 (3)
Long term borrowings 4,180 3,892 7 4,494 (7)
Deferred tax liabilities (net) 2,348 2,187 7 2,283 3
Other long term liabilities 1 23,521 (100) 2 (50)
Long term provisions 170 0 161 6
Current liabilities 56,046 31,055 80 61,429 9)
Short term borrowings 17,112 17,072 0 17,445 (2)
Trade payables 8,477 3,400 149 9,227 (8)
Other current liabilities 30,334 10,061 202 34,624 (12)
Short term provisions 123 522 (76) 133 (8)
Total 89,660 86,663 3 94,814 {5)
Non-current assets 10,922 6,849 59 10,869 0
Fixed assets 5,907 6,108 (3) 5,950 (1)
Goodwill 2 6 2 -
Long term loans and advances 0 410 (100) 0
Other non-current assets 4,680 13 35900 4,774
Current assets 78,738 79,814 (1) 83,945 (6)
Current investments 0] 0] - 0
Inventories 50,840 42,077 21 50,960 (0)
Trade receivables 2,927 3,081 (5) 2,267 29
Cash, cash equivalents and other bank balances 1,030 1,277 (19) 1,468 (30)
Shortterm loans and advances 0 3,928 (100) 348 (100)
Other current assets 23,941 29,451 (19) 28,902 (17)
Total 89,660 86,662 3 94,814 (5)

Source: Company
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Exhibit 3: Cash flow
(Rs mn) QIFY18 Q4FY17 Q3FY17 Q2FY17
Operational cash inflows
Real Estate 5,738 4,856 3,880 4,559
Monetization of land / Dev. Rights - - - -
Contractual & manufacturing 1,557 2,092 1,996 1,797
Total Operational cash inflow -A 7,295 6,948 5,876 6,356
Operational cash outflows
Real Estate project expenses 2,960 2,573 2,408 2,289
Contracts project expenses 1,585 1,662 1,423 1,416
Statutory Dues 372 436 394 340
Corpus Repayment 53 44 63 42
Overheards 399 317 339 343
Advtg & marketing expenses 113 117 329 131
Total Operational cash outflow-B 5,482 5,149 4,956 4,561
Net operational cashflow(C=A-B) 1,813 1,799 920 1,795
Capital Outflows
Land Payments 361 344 277 503
Capex 100 74 58 50
Change in investments - - - (199)
Buyback of shares - - - 582
Dividend including tax - - - 232
CSR contribution 48 22 35 36
Total capital outflow (D} 509 440 370 1,204
Financial Outflows
Interest 541 729 578 774
Taxes 273 285 208 169
Deposit - - - -
Total FinancialOutflows (E} 814 1,014 786 943
Net Cash flow (F=C-D-E) 490 345 (236) (352)

Source: Company

Exhibit 4: Operational performance

Area sold (msf) Area sold (msf)
Locations S~ 5
Bengaluru 0.59 0.61 (2) 0.51 17 2.26 2.59 (13)
NCR 0.12 0.06 97 0.10 27 0.23 0.07 255
Chennai 0.03 0.03 (6) 0.06 (51) 0.18 0.30 (40)
Thrissur 0.01 0.05 (75) 0.00 298 0.08 0.10 (26)
Pline (0.01) 0.01 (167) 0.01 (213) 0.05 0.05 0)
Coimbatore 0.02 0.01 191 0.01 90 0.03 0.02 46
Cochin 0.03 0.00 668 0.01 247 0.07 0.04 59
Calicut 0.01 0.01 40 0.02 (57) 0.03 0.09 (68)
Mysore 0.01 0.03 (50) 0.02 (5) 0.08 0.12 (35)
Total 0.82 0.81 1 0.72 13 3.00 3.38 (11)
Average realization (Rs/ psf) * 6,903 5,806 19 6,980 (1) 6,216 5,946 5
Sales value Rs bn) * 5.6 4.7 20 5.0 11 18.7 20.1 7)

Source: Company, Axis Capital
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Exhibit 5: Ongoing projects — cash flow status as of 30" Jun 2017

Location Ongoing Completed
Total saleable area {msf) 30.22
Sobha'’s share of saleable area (msf) 27.59
Less: Leasable area in Bangalore (St. Mark's Road Property) 0.10
Net saleable area (msf) 27.49 9.46
Total area sold till 30th Jun 2017 (msf) 10.46 9.20
Unsold area (msf) 15.76 0.26
Balance construction cost to complete above projects (Rs mn) 74,240 270

Outstanding receivables + balance to be billed and collected on

. 32,540 1,400
sold units (Rs mn)
Sale value of unsold stock (Rs mn) 101,320 1420
Positive cash flow available (Rs mn) 59,620 2,420
Total positive cash flow available from the projects (Rs mn) 62,040

Source: Company
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Financial summary (Consolidated)
Profit & loss (Rs mn) Cash flow (Rs mn)
Y/E March FY16 FY17 FY18E  FY19EMY/E March FY16 ~ FY17 FYI8E FYI9E
Net sales 19,433 22,253 23,784 27,584  Profit before tax 2,539 2,449 2,766 3,247
Other operating income 133 209 - - Depreciation & Amortisation (597) (638) 613) (610)
Total operating income 19,566 22,462 23,784 27,584  Chg in working capital (86)  (2,168) 344 (1,142)
Cost of goods sold (10,243) (13,191) (13,853) (13,203)  Cash flow from operations 3,186 1,189 4,207 2,954
Gross profit 9,323 9,271 9,932 14,381  Capital expenditure 515 278) (2750 (3,000
Gross margin (%) 48.0 41.7 41.8 521  Cash flow from investing 595 531 (2,300)  (2,600)
Total operating expenses (4,893)  (5,073)  (5,428)  (9,282)  Equity raised/ (repaid) 208 (510) - -
EBITDA 4,429 4,198 4,503 5,100  Debt raised/ (repaid) 390 817 - 2,000
EBITDA margin (%) 22.8 18.9 18.9 18.5  Dividend paid 258) (301) (360) (420)
Depreciation (597) (638) 613) (610)  Cash flow from financing (1,297)  (1,491)  (1,835) 38
EBIT 3,832 3,560 3,800 4,490 Netchgin cash 2,484 229 72 392
Net interest (1,637) (1,497) (1,474) (1,542)
Other income 343 386 350 300 Key ratios
bl o e ) g
Total taxation (1,188) (970) (940)  (1,104)  OPERATIONAL
Tax rate (%) 46.8 39.6 34.0 34.0  FDEPS (Rs) 14.1 16.7 20.0 23.3
Profit after tax 1,350 1,479 1,825 2,143  CEPS(Rs) 20.2 23.3 26.4 29.6
Minorities DPS (Rs) 2.3 27 3.2 37
Profit/ Loss associate cols) 30 129 100 100  Dividend payout ratio (%) 16.0 16.0 16.0 16.0
Adjusted net profit 1,381 1,608 1,925 2,243 GROWTH
Adj. PAT margin (%) 7.1 7.2 8.1 8.1 Netsales (%) (20.1) 14.5 6.9 16.0
Net non-recurring items EBITDA (%) (28.2) (5.2) 7.3 13.2
Reported net profit 1,381 1,608 1,925 2,243  Adi net profit (%) (42.0) 16.5 19.7 16.5
FDEPS (%) (42.0) 18.6 19.7 16.5
Balance sheet (Rs mn) PERFORMANCE
Y/E March FY16 FY17  FY18E AAL/d  RoE (%) 5.5 6.2 7.1 7.8
Paid-up capital 981 963 963 963 RoCE (%) 9.1 8.3 8.6 9.3
Reserves & surplus 24,667 25,482 27,047 28,870 EFFICIENCY
Net worth 25,648 26,445 28,010 29,833  Assetturnover (x) 0.4 0.5 0.5 0.6
Borrowing 20,978 21,795 21,795 23,795  Sales/ total assets (x) 0.3 0.3 0.3 0.3
Other non-current liabilities Working capital/ sales (x) 2.1 1.9 1.8 1.6
Total liabilities 78,263 86,246 92,335 100,804
Gross fixed assets 6,165 6,101 6,101 6,101
Less: Depreciation (443) (950) (1,563) (2,173)
Net fixed assets 5,722 5,151 4,538 3,928  Current ratio (x) 23 2.2 2.0 2.0
Add: Capital WIP 459 801 3,551 6,551  Interest cover (x) 23 2.4 2.6 2.9
Total fixed assets 6,181 5,952 8,089 10,479  VALUATION
Other Investment PE (x) 27.3 23.0 19.2 16.5
Inventory 42,649 50,960 54,782 60,260  EV/EBITDA (x) 12.9 13.7 12.7 11.6
Debtors 2,787 2,410 2,824 3,444  EV/ Net sales (x) 2.9 2.6 2.4 2.1
Cash & bank 1,185 1,468 1,440 1,732 PB(x) 1.5 1.4 1.3 1.2
Loans & advances 7,348 8,994 8,738 8,427  Dividend yield (%) 0.6 0.7 0.8 1.0
Current liabilities 31,637 38,006 42,530 47,175  Free cash flow yield (%) 9.8 2.5 3.9 (0.1)
Net current assets 42,500 44,951 44,380 45,813
Other non-current assets (2,349) (2,664) (2,664) (2,664)
Total assets 78,263 86,246 92,335 100,804
Source: Company, Axis Capital Source: Company, Axis Capital
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Disclosures:

The following Disclosures are being made in compliance with the SEBI Research Analyst Regulations 2014 (herein after referred to as the Regulations).

—_

. Axis Securities Ltd. (ASL) is a SEBI Registered Research Analyst having registration no. INH000000297. ASL, the Research Entity (RE) as defined in the
Regulations, is engaged in the business of providing Stock broking services, Depository participant services & distribution of various financial products.
ASL is a subsidiary company of Axis Bank Ltd. Axis Bank Ltd. is a listed public company and one of India’s largest private sector bank and has its
various subsidiaries engaged in businesses of Asset management, NBFC, Merchant Banking, Trusteeship, Venture Capital, Stock Broking, the details in
respect of which are available on www.axisbank.com.

. ASL is registered with the Securities & Exchange Board of India (SEBI) for its stock broking & Depository participant business activities and with the
Association of Mutual Funds of India (AMEFI) for distribution of financial products and also registered with IRDA as a corporate agent for insurance
business activity.

N

W

ASL has no material adverse disciplinary history as on the date of publication of this report.
4.1/We, authors (Research team) and the name/s subscribed to this report, hereby certify that all of the views expressed in this research report accurately

reflect my/our views about the subject issuer(s) or securities. I/We also certify that no part of my/our compensation was, is, or will be directly or indirectly
related to the specific recommendation(s) or view(s) in this report. I/we or my/our relative or ASL does not have any financial interest in the subject
company. Also I/we or my/our relative or ASL or its Associates may have beneficial ownership of 1% or more in the subject com pany at the end of the
month immediately preceding the date of publication of the Research Report. Since associates of ASL are engaged in various financial service businesses,
they might have financial interests or beneficial ownership in various companies including the subject company/companies mentioned in this report.
I/we or my/our relative or ASL or its associates do not have any material conflict of interest. I/we have not served as director, officer or employee in the

subject company.

Research Team

Sr. No Name Designation E-mail
1 Hiren Trivedi Research Associate hiren.trivedi@axissecurities.in
2 Kiran Gawle Associate kiran.gawle@axissecurities.in

5. ASL or its associates has not received any compensation from the subject company in the past twelve months. ASL or its Research Analysts has not been

engaged in market making activity for the subject company.

6. In the last 12-month period ending on the last day of the month immediately preceding the date of publication of this research report, ASL or any of its
associates may have:

i Received compensation for investment banking, merchant banking or stock broking services or for any other services from the subject company
of this research report and / or;
ii. Managed or co-managed public offering of the securities from the subject company of this research report and / or;
iii. Received compensation for products or services other than investment banking, merchant banking or stock broking services from the subject

company of this research report;

ASL or any of its associates have not received compensation or other benefits from the subject company of this research report or any other third-party in
connection with this report

Termé& Conditions:

This report has been prepared by ASL and is meant for sole use by the recipient and not for circulation. The report and information contained herein is
strictly confidential 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 ASL. The report is based on the facts, figures and information that are considered true, correct,
reliable and accurate. The intent of this report is not recommendatory in nature. The information is obtained from publicly available media or other sources
believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as
to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. The report is prepared solely for
informational purpose and does not constitute an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial
instruments for the clients. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ASL will
not treat recipients as customers by virtue of their receiving this report.
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DEFINITION OF RATINGS
Ratings = Expected absolute returns over 12-18 months
BUY | More than 10%
HOLD | Between 10% and -10%
SELL | Less than-10%

Disclaimer:

Nothing in this report constitutes investment, Iegal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate
to the recipient’s specific circumstances. The securities and strategies discussed and opinions expressed, if any, 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 report may not be taken in substitution for the exercise of independent judgment by any recipient. Each recipient of this report should make such
investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this report (including
the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an investment. 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.
ASL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments
made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates,
diminution in the NAVs, reduction in the dividend or income, etc. Past performance is not necessarily a guide to future performance. Investors are advise
necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks asso ciated 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.

ASL and its affiliated companies, their directors and employees may; (a) from time to time, have long or short position(s) in, and buy or sell the securities of
the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities or earn brokerage or other compensation or act as a
market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or investment banker, lender/borrower to such
company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions. Each of

these entities functions as a separate, distinct and independent of each other. The recipient should take this into account before interpreting this document.

ASL and / or its affiliates do and seek to do business including investment banking with companies covered in its research reports. As a result, the recipients
of this report should be aware that ASL may have a potential conflict of interest that may affect the objectivity of this report. Compensation of Research
Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. ASL may have issued other reports that are

inconsistent with and reach different conclusion from the information presented in this report.

Neither this report nor any copy of it may be taken or transmitted into the United State (to U.S. Persons), Canada, or Japan or distributed, directly or indirectly,
in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. If this report is inadvertently sent or has reached any
individual in such country, especially, USA, the same may be ignored and brought to the attention of the sender. 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 ASL 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.

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement
of the views expressed in the report. The Company reserves the right to make modifications and alternations to this document as may be required from time
to time without any prior notice. The views expressed are those of the analyst(s) and the Company may or may not subscribe to all the views expressed

therein.
Copyright in this document vests with Axis Securities Limited.

Axis Securities Limited, Corporate office: Unit No. 2, Phoenix Market City, 15, LBS Road, Near Kamani Junction, Kurla (west), Mumbai-400070, Tel No. —
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