EDBS India Equity Research | Construction & Infrastructure
January 17, 2018

Initiating Coverage
N B CC Your success is our success

Refer to important disclosures at the end of this report .
P P CMP Target Price

Rs 244 Rs 318
as of (1/17/2018) 12 months

Rating Upside
BUY 30.4 %

= NBCC (India) Ltd (NBCC) is one of fastest and largest growing Central Public Sector Change in Estimates
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= NBCC's stellar credentials and vast expertise have grabbed the government’s attention
and its PWO status has helped it to win various prestigious projects over the years.

= We believe that NBCC will report strong revenue/PAT CAGR of ~29%/30% over FY18-

Emka 4.7 6.2
FY20E, led by a healthy order book of ~Rs750bn, primarily driven by the PMC business. Y
. . . . Consensus 4.5 6.6
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Stock Details
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PWO status gives critical edge vs peers; leads to robust order book, stable _
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margins and strong return ratios .
. . . . 2 Week HIL 292/1
Bestowed with the “PWO status”, NBCC has built a niche business model, backed by strong 52 Week H/ 921156
credentials, vast clientele and exceptional track record on execution. We believe that NBCC's M Cap (Rs bn/USD bn) 219/3.42
growing significance among the government agencies and the open book tendering process Daily Avg Volume (nos.) 2,560,894
safeguard operating margin the range of 6-8% with minimum downside risk. The distinct Daily Avg Turnover (US$ mn) 10.5
business model is underpinned by a negative working capital cycle and robust return ratios
(25%+), which along with minimal capex lend solidity as the entire construction work is Shareholding Pattern Sep '17
outsourced to private players. Promoters 75.0%
Fll 5.0%
Redevelopment model to accelerate growth D”S L 70/°
NBCC has taken big leaps in the redevelopment segment after bagging the redevelopment S 0.7%
Public and Others 9.2%

of New Moti Bagh in New Delhi. It has bagged 3 marquee redevelopment projects in New
Delhi accounting for 80% of total size (Rs320bn), which will further accelerate growth. Further,
in our view, the scope of redevelopment projects is expected to magnify as other states such

Price Performance

as Orissa, Rajasthan, West Bengal etc. are looking to explore this opportunity. We believe (%) M 3M o eM 1M
that NBCC is well positioned to capitalize on the emerging opportunities given its strong Absolute  (3) 2 16 33
pedigree in design and execution capabilities. Rel. to Nifty (6) 3) 7 4

Relative price chart
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Outlook and valuation

Based on its unique asset-light business model, enviable PWO status, healthy return ratios,
negative working capital cycle and robust order book, we foresee strong revenue visibility for
NBCC going ahead. At CMP, the stock trades at P/E of 39.3x on FY19E EPS and 30.7x on 240 10
FY20E EPS and at an EV/EBITDA of 28.8x on FY19E and 22.4x on FY20E. We have 0 o
assigned a premium multiple to NBCC, valuing it at 40x on its FY20E EPS of Rs7.9, arriving
at a TP of Rs318. We initiate coverage with a BUY rating on the stock.
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Financial Snapshot (Consolidated)

NBCC (LHS)

Rel to Nifty (RHS)

(Rs mn) FY16 FY17 FY18E FY19E FY20E Source: Bloomberg

Net Sales 58,264 63,129 79,129 102,468 130,958

EBITDA 3.149 4.102 5222 6.968 8.905 This report is solely produced by Emkay Global. The
! ’ ’ ! ! following person(s) are responsible for the

EBITDA Margin (%) 5.4 6.5 6.6 6.8 6.8 production of the recommendation:

APAT 2,893 3,545 4,233 5,578 7,147 Viral Shah

EPS (Rs) 4.8 3.9 4.7 6.2 7.9 viral.shah@emkayglobal.com

EPS (% chg) 4.0 (18.3) 194 31.8 28.1 022-66242453

ROE (%) 20.1 21.9 23.6 27.7 31.0 Shreyans Mehta

P/E (x) 50.5 61.8 51.8 39.3 30.7 shreyans.mehta@emkayglobal.com

EV/EBITDA (X) 42.7 49.5 38.7 28.8 22.4 +91-022-66121339

P/BV (x) 9.5 12.9 11.6 10.2 8.9

Source: Company, Emkay Research
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Strong Business model- Leading to Robust Earnings Visibility & Healthy return ratios
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Source: Company, Emkay Research

PMC & Redevelopment model to drive growth going forward
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NBCC on a strong fundamental ground
Order Revenue Asset Working .
Particulars (R’\sml;)i’; Book Visibility Turnover Capital N D(XE) R(f))/E)
(Rs bn)  (years) (x)  (days) .
Larsen & Toubro 1,863 2,575 2.4 35 105 1.9 12.6
Sadbhav Engineering 70 77.1 2.3 4.9 248 11 11.9
NBCC - a notch above its peers ~ NCC 70 281 3.6 58 143 0.4 8.2
on all parameters PNC Infratech 48 1115 6.6 2.7 230 0.2 10.3
Ashoka 44 61.1 21 0.32 148 2.7 -
KNR Construction 44 35.9 2.0 2.8 65 (0.3) 20.6
ITD Cementation 32 84.8 2.7 4.4 49 0.5 9.1
Ahluwalia 26 32.7 2.3 25 67 (0.1) 18.5
Jkumar 25 86.6 5.8 11 231 0.2 7.7
NBCC 219 750.0 12.0 73.9 9) (0.9) 22

Source: Company, Emkay Research
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Rationale behind formation of CPWD and other Government bodies?

Over the years, the government contracts have been beset by a spate of incidents of
misappropriation of funds, such as significant rise in scams, rampant corruption, delay in
tendering activities, tardy execution etc from private players. This has led to the formation of
government agencies such as Central Public Works Department (CPWD) and Central Public
Sector Enterprises (CPSE) with an objective of timely execution of public works contracts and
efficient utilization & maintenance of assets. Besides, these agencies also act as technical
advisors to the GOI.

What is the track record of these agencies so far......

Since its inception, CPWD has come a long way by successfully completing many marquee
projects such as IIT complexes, AIIMS hospitals, food storage godowns, laying of astro-turfs for
hockey and construction of multi-storied buildings in Delhi etc. Further, it has forayed into the
rough terrains at high altitudes, including construction of roads on the sensitive Indo-China
Border (~17,000 feet), and the Himalayan mountain ranges of Uttarakhand and Sikkim. Recently,
CPWD has signed MoUs with a few WAQF Boards, Ministry of Shipping and various other clients
in order to garner more business.

...... however, over time CPWD’s execution has suffered and red tape has
increased, resulting in players like NBCC grabbing contracts that usually went
to these agencies.

Being one of the key government bodies and implementing agencies for various construction &
allied projects, CPWD attracted a lot of attention. But, over time, it fell prey to the vicious trap of
red tape and corruption, which in-turn impacted the entire tendering process and the life-cycle of
government projects. Further, order awarding activity was affected primarily due to delay in
tendering, sending the infrastructure sector into a downward spiral. The following charts amply
illustrate the CPWD mess through a case study of the Central Armed Police Forces.

Exhibit 1: Red Tape cripples infrastructure growth Exhibit 2: Project delays by CPWD have ballooned
27
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Source: Company, Emkay Research

Source: Report on Performance Audit of Construction Activities in
Central Armed Police Forces, Emkay Research, Emkay Research
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Exhibit 3: CPWD witnessing higher cost overruns both in terms of

Exhibit 4: Details of approvals taken from local authorities by project
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Exhibit 5: NBCC sees the least deviation in project execution

Source: Report on Performance Audit of Construction Activities in
Central Armed Police Forces, Emkay Research,

Exhibit 7: Delay in completion of works by executing agencies (%)
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Exhibit 6: NBCC growing faster than CPWD

Source: Report on Performance Audit of Construction Activities in
Central Armed Police Forces, Emkay Research

Exhibit 7: NBCC reported 18.3% CAGR vs CPWD 7.5% CAGR
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Source: Company MOUD,, Emkay Research

Over the years, the government has formed many government agencies such as CPWD, NBCC,
Hindustan Steel Works, Bharat Electronics, Engineers India, etc in order to undertake
development of public works in various core sectors and efficiently maintain the Central
Government'’s assets. In our view, NBCC has outperformed its peers such as CPWD across all
efficiency parameters as seen in the case study done (see above charts) for the Central Armed

Forces.

Emkay Research is also avallable on www. emkayg\obal com, Bloomberg EMKAY<GO>, Reuters and DOWJONES. DBS Bank Ltd, DBS Vickers Securities (Singapore) Pte Ltd,its
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What next Corporatization/ Privatization? ................

The government has initiated a process to corporatize the CPWD on the lines of NBCC to
materially improve its core performance by decentralizing its operations ambit. However, it has
been facing a lot of agitations from various unions, employees and opposition parties and hence
the process is expected to take at least 4-5 years to complete.

NBCC to gain till the dust settles on CPWD corporatization

Armed with strong performance credentials, formidable track record and vast expertise, NBCC
has garnered a lot of attention from the government and its institutions, which is reflected in its
robust order book, as bulk of the prestigious government contracts have been won by NBCC at
the expense of CPWD. For instance, of the 7 redevelopment projects in Delhi, 3 prime projects
(~80% of total orders) were bagged by NBCC. In our view, we believe that strong players like
NBCC will survive for longer and would be preferred by GOI over private players owing
to:

® Fast-track execution

® Increase in ordering activity through faster tendering
® Indirect control over the entire process

® Lower cost overruns resulting into indirect savings

® Transfer of accountability on agencies like NBCC

® Elimination of direct scrutiny of monitoring agencies like CBI, CAG etc

Exhibit 8: NBCC’s order book has grown by 5.4x over FY13-FY17 Exhibit 9: NBCC’s sales have grown by 2x over FY13-FY17
700 - 70 -
600 - 60 -
500 - 50 -
5 400 - S 40
& 300 A 659 & 30 A
200 A 20 A
298
100 A 122 154 182 10 4
0 T T T ] 0 T T T T |
FY13 FY14 FY15 FY16 FY17 FY13 FY14 FY15 FY16 FY17
Order book Performance of NBCC

Source: Company, Emkay Research
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Company background

NBCC (India) Ltd (NBCC), a Navratna company, was incorporated in 1960 and caters to 3
segments — Project Management Consultancy (PMC), Real Estate Development and EPC
contracting. It is one of fastest and largest growing Central Public Sector Enterprises (CPSE),
which has built a niche business model, backed by strong credentials, vast clientele base and
exemplary execution track record. The company’s unique business model is underpinned by
negative working capital cycle and robust return ratios (25%+). NBCC'’s stellar credentials and
vast expertise have grabbed the government’s attention and its PWO status has helped the
company to win various prestigious projects over the past few years. Recently, NBCC has been
designated as the Land Management Agency of GOI to assist the latter in disposal of land/
immovable assets of sick/ loss-making CPSEs to ensure their time-bound closure. Further, there
are only 12 complexes in India, which have been awarded the prestigious WTC tag, of which
NBCC is developing 1 complex at Nauroji Nagar (one the biggest projects in India). Currently,
the GOI holds a 75% stake in NBCC.

Segment overview

PMC —the crown jewel of the business

NBCC ventured into PMC in 1972 and has built core strengths with exceptional expertise in
various segments such as Roads, Hospitals/Medical Colleges, Institutions, Offices, Airports,
Bridges, and Industrial & Environmental Structures etc. NBCC has built a strong business model,
which derives its strength from its PWO status (NBCC bags projects on nomination basis with
pre-fixed margins). The entire construction activity is sub-contracted to private players, thereby
minimizing the risk. Further, the model has negative working capital with negligible gross block
and low risk of default, as most of its clients are government entities. The PMC business is the
main driving force and contributes ~87%/~96% of sales/EBIT as of FY17. PMC revenues have
grown at a CAGR of 11.4% over FY11-FY17 to Rs51.8bn and we expect it to grow at 22% CAGR
during FY17-FY20E, driven by a robust order book (largely comprising redevelopment projects).

Exhibit 10: PMC project lifecycle Exhibit 11: PMC revenues have expanded 1.7x over FY13-FY17
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the project
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Completion of Award of the
the project contract 5
o 30 1
o 52
20 A 39
31 33
10 - 25
Monitoring the Subcontracting
progress and work to 0 . . . . ,
execution of vendors/
the project contractors FY13 FY14 FY15 FY16 FY17
Source: Company, Emkay Research Source: Company, Emkay Research
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Real Estate - A disciplined approach to result in long-term value creation

NBCC started the Real Estate division in 1988 by executing commercial real estate projects.
However, over the years, the company has gained creditable scale through a disciplined
approach. NBCC has employed the prudent strategy of investing a part of its surplus cash in
acquiring land parcels, which are not only strategically located but can easily be developed or
monetized. As of date, the company has accumulated ~180 acres of land spread across the
country, primarily in Tier Il & Tier Ill cities. The Real Estate business contributed ~3% to FY17
sales and ~11% to FY17 PBT. The Real Estate vertical’s revenue has grown at a CAGR of ~6%
over FY11-FY17 to Rs2.7bn and we expect it to grow at ~12% CAGR over FY17-FY20E, driven
by a strong project pipeline.

Exhibit 12: NBCC’s business model in Real Estate

Internally Orginated & Conceptualised Sourced from Government

¥

NBCC buys land from private and NBCC carries out re-development of

government agencies alike ‘ Government properties ‘

NBCC recovers its cost via sell on lease

NBCC develops the land and sells it off hold basis

.

Both the models are self-sustainable and
require no infusion from the government

Source: Company, Emkay Research

Exhibit 13: Real Estate Project Life Cycle Exhibit 14: Real Estate revenue has grown 1.4x from FY13-FY17
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Investment Arguments:

PWO Status - A strong competitive edge vis-a-vis peers

Being bestowed with the “PWO status”, NBCC enjoys the unique privilege of bagging
government contracts on a nomination basis as per the revised General Financial Rules (GFR).
This gives a competitive edge to the company over its peers. Further, a series of embezzlement
cases in government contracts awarded to private players has come under the scanner of
various government authorities such as CAG, CBI etc. To resolve this problem and to shield GOI
from any accountability towards such authorities (CAG, CBI etc), the government has been
awarding contracts to agencies such as NBCC, CPWD etc. Further, NBCC is designated as the
implementing agency for executing projects under the Jawaharlal Nehru National Urban
Renewal Mission (JNNURM), the Pradhan Mantri Gram Sadak Yojna (PMGSY), the Solid
Waste Management and Developmental Work in North Eastern Region, which will aid the
company in bagging large chunk of orders under these schemes.

Currently, ~95% plus of order book has been secured by NBCC on a nomination basis. In our
view, NBCC and CPWD are the two main competitors in this space. Given NBCC'’s stellar
excellent track record of executing large contracts (primarily on PMC and EPC mode), we believe
it is likely to garner disproportionate amount of work from central as well as various state
governments. Further, a successful completion of New Moti Bagh Redevelopment Project in New
Delhi (it is considered as one of the finest redevelopment projects done till date in India) has
further buttressed NBCC'’s reputation in the eyes of GOI. We understand that the recently bagged
3 redevelopment projects worth Rs250bn in FY17 underscore the company’s tremendous
potential in the redevelopment space.

Exhibit 15: Rule 126 of GFR

Rule 126 (post 2016 amendments) of General Finance Rule (GFR)

® A Ministry or Department at its discretion may directly execute repair works estimated
to cost up to Rs30 lakh.

® A Ministry or Department may, at its discretion, assign repair works estimated to cost
above Rs30 lakh and original works of any value to any Public Works Organization,
including State Public Works Divisions and other Central Government organizations
authorized to carry out civil or electrical works such as the Central Public Works
Department (CPWD), the Military Engineering Service (MES), the Border Roads
Organization etc. or the construction wings of Ministries of Railways, Defense,
Environment & Forests, Information & Broadcasting and Department of Posts and
Space etc.

® As an alternative to 126(2), a Ministry or Department may assign repair works estimated
to cost above Rs30 lakh and original works of any value to any PSU (set up by the
Central or State Govt) to carry out civil or electrical works, or to any other Central/State
Govt Organisation/PSU, which may be notified by the MOUD for such purpose after
evaluating their financial strength and technical competence.

Source: Ministry of Finance, GOI, Emkay Research
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NBCC’s dominant position and policy of open book contract ensures minimal
risk

Over the past couple of years, NBCC has been able to establish strong credentials and build
considerable expertise in executing large-sized projects, which has made it a pre-eminent
developer of key government projects, resulting in a healthy order book of Rs750bn (as of
Q2FY18). We believe that its growing significance among government agencies has enhanced
NBCC'’s bargaining power, which is evident from the marketing charges of ~1-2% on total sales
from most of its redevelopment projects. Moreover, the construction activity for all the projects is
outsourced to private players on open book basis to mitigate risks further.

Exhibit 16: Key contract conditions (general) which ensure that NBCC operates at minimal risk

® The rates quoted by the tenderer shall be firm and fixed for the entire period of contract
completion and till the handover of the work. No revision in rates or any escalation
shall be allowed on account of any increase in prices of materials, labour, POL and
Overheads etc or any other statutory increase during the entire contract period or
extended contract period.

® No claim on account of any price variation / escalation on whatsoever ground shall be
entertained at any stage of the work. All rates as per Bill of Quantities (BOQ) quoted
by Contractor shall be firm and fixed for entire contract period as well as extended
period for completion of the works. No escalation/price variation clause shall be
applicable on this contract.

® The contractor shall be responsible for obtaining necessary approval from the
respective authorities for shifting/ re-alignment of existing public utilities. NBCC shall
only assist the contractor for liasioning in obtaining the approval from the concerned
authorities.

® Tenderer shall be deemed to have considered site conditions whether he has
inspected it or not, and to have satisfied himself in all respect before quoting his rates.
No claim or extra charges whatsoever in this regard shall be entertained / payable by
NBCC at a later date.

® The Contractor shall be responsible for coordinating with service provider/ concerned
authorities for cutting of trees, shifting of utilities and removal of encroachments etc.
and making the site un-encumbered from the project construction area required for
completion of work. This shall include initial and frequent follow-up meetings/ actions/
discussions with each involved service provider/ concerned authorities. The
contractor shall not be entitled for any additional compensation for delay in cutting of
trees, shifting of utilities and removal of encroachments by the service provider/
concerned authorities.

® All expenses towards mobilization at site (men/materials/machinery) and de-
mobilization, including bringing in equipment, workforce, materials, dismantling of the
equipment, clearing the site etc shall be deemed to be included in prices quoted, and
no separate payment on account of such expenses shall be entertained.

® The contractor shall arrange the land for temporary office, storage accommodation
and labour huts at his own cost. It shall get the clearance of local authorities for setting
up of a labour camp, and the same is deemed to be included in the rates quoted by
the contractor for the works. In the event the contractor has to shift his labour camp
at any time during execution of the work on the instructions of local authorities or as
per the requirement of the work progress or as may be required by NBCC, he shall
comply with such instructions at his cost, and risk and no claim whatsoever shall be
entertained on this account.

Source: Company, Emkay Research
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Exhibit 17: Minimal Capex High ATO

PMC - Lends resilience & robustness to business model and ensures strong
return ratios

NBCC’s PMC business doesn’t have any private contract with the order book comprising only
government contracts, mitigating the risk of any payment defaults. Further, the company only
supervises/manages the projects under the PMC division and earns a pre-fixed margin of 6-8%
of the total project value. Notably, the entire construction work of the project is sub-contracted to
private contractors on a tender basis. The above factors limit the capex requirement of NBCC,
resulting in a high asset turnover ratio. The PMC model being asset light leads to high return
ratios (25% plus) and enjoys a negative working capital cycle. In our view, the scope of
redevelopment projects is expected to magnify and NBCC is well positioned to capitalize on this
opportunity given its strong pedigree in design and execution capabilities demonstrated by
completion of several important projects.

Exhibit 18: Negative Working Capital Cycle
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Exhibit 19: Higher asset turns and negative working capital cycle lead to strong return ratios
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Redevelopment model — Taking NBCC into a new league

NBCC ventured into redevelopment business in 2007 by bagging the Moti Bagh redevelopment
project. The company has proved its credentials and expertise in the redevelopment space by
successfully implementing the New Moti Bagh project, which is considered as one of largest
Green home complex in the country. Successful completion of this redevelopment project has
enabled NBCC to win the government’s trust in executing large projects, resulting in healthy
order inflows over the past few years. For instance, out of the redevelopment projects for 7 Delhi
colonies (Rs320bn) approved by the Cabinet, the company has bagged 3 marquee projects -
Sarojini Nagar, Netaji Nagar, Nauroji Nagar - amounting to ~80% of the total size while the
remaining 4 projects have been developed by CPWD.

Emkay Research is also avallable on www. emkayg\obal com, Bloomberg EMKAY<GO>, Reuters and DOWJONES. DBS Bank Ltd, DBS Vickers Securities (Singapore) Pte Ltd,its
In

last page of the report on R this research report or research analyses may only be distributed to Institutional Investors,Expert Investors or Accredited Investors as defmed in the Securities and Futures Act, Chapter 289 of Singapore

on Di

ED: HEMANT MARADIA SA: DHANANJAY SINHA

and affiliates are the distributors of the research reports, please refer to the

January 17, 2018] 10



India Equity Research | Initiating Coverage

Exhibit 20: NBCC'’s real estate redevelopment project business’ revenue streams
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Source: Company, Media Articles

Exhibit 21: Profile of Key Redevelopment Projects being done by NBCC
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End Date Nov-18 Jul-23 Jul-23 Jul-23 2020 2023 2025
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Further, under the NITI Aayog initiative (a program undertaken to Transform India), the
government has been identifying PSUs that have been financially unviable for a long time by
implementing various strategies to undertake restructuring activities and divestment. Most of
these PSUs have vast land banks, which can create huge redevelopment opportunities for
companies, such as NBCC and CPWD

Real Estate - Large land bank with long-term value proposition

For its Real Estate division, the company has been strategically acquiring land parcels, which
can be easily developed and monetized, primarily in Tier Il & Tier Il cities, by investing a part of
its surplus cash. Over the years, the company has accumulated over ~180 acres of prime
properties across India. As per the management, the potential value creation from these land
parcels is ~Rs50bn (on an investment of Rs20bn). However, given the current demand scenario
in the Real Estate sector, NBCC intends to focus more on the PMC and Redevelopment verticals.

Exhibit 22: Land bank spread across prime locations

Raipur Faridabad Cuttack
Noida Bhubaneswar Bhubaneswar
Alwar Kolkata Patna
Lucknow Gurgaon Cochin
Ghaziabad Okhla Ahmedabad
Meerut Vadodara Khekhra

Source: Company, Emkay Research

Foray into new segments...de-risking the order book

In addition to tapping opportunities in the redevelopment of colonies and development of railway
stations, NBCC has started exploring other avenues to grow its order book. Owing to its strong
credentials, the company secured the 1st phase of the Vidarbha Irrigation project worth Rs11bn
in FY17. Recently, NBCC has bagged its maiden project worth Rs20bn in the Road segment,
which includes construction of the Kotdwar-Ramnagar Kandi Road under the Green Road project
from the Ecotourism Development Corporation of Uttarakhand. NBCC has bagged both these
projects on PMC basis with a stable margin of 7% of total project cost.
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Opportunities galore; NBCC in a sweet spot

Over the years, NBCC has gained tremendous expertise and credentials from various
governments/institutions/companies, enabling it to execute projects across sectors of different
scale and risk profile. In our view, the Central Government has rolled out various social
infrastructure schemes, which will ensure regular order inflows to NBCC in the near term.

Redevelopment of sick PSU land banks — The next big trigger

We believe that NBCC has enormous business opportunities in the field of redevelopment of old
government colonies in India. Delhi alone has identified 20-30 government colonies for
redevelopment in prime locations, which are to be built out over an aggregated area of 1,100
hectares. Of these, only 9-10 colonies have been awarded by government till date. As per our
understanding, the average ticket size of each project would be ~Rs30-40bn, translating into
significant business opportunities for NBCC. Further, other states such as Odisha, Madhya
Pradesh, West Bengal and Rajasthan are also exploring redevelopment opportunities. For
instance, NBCC has formed a JV with the Rajasthan government for undertaking redevelopment
of two projects. Other states such as Odisha, Madhya Pradesh and West Bengal are also
exploring redevelopment of properties spread across 20-30 acres each. We believe that the
scope for redevelopment projects would magnify, and NBCC is well positioned to capitalize on
these emerging opportunities.

Under the NITI Aayog initiative (a program undertaken to Transform India), the government has
been identifying PSUs that have been financially unviable for a long time by implementing various
strategies to undertake restructuring activities and divestment. Most of these PSUs have huge
land banks, which can create huge redevelopment opportunities for companies such as NBCC
and CPWD. In addition, the company has signed an MoU with Air India in FY14. Some of the
key properties in the agreement include: a) 3.5 acre land parcel at Baba Kharak Singh Marg,
New Delhi, b) 1.3 acre of commercial plot in Anna Salai, Chennai and c) 3 lakh sq ft of Air India
office space at Nariman Point, Mumbai.

Moreover, the company signed a MoU with the National Waqf Development Corporation Ltd
(NAWADCO) in Sept'14 to develop 4 waqgf properties as institutional and commercial projects,
including Gulistan Shadi Mahal, Masjid-e-Mavalli, Dargah Hazrat Attaullah Shah in Bengaluru
and Takiya Chand Shah in Jodhpur with a total construction cost of Rs4-5bn. Further,
NAWADCO has identified several other waqf properties, including 1 in Delhi, 2 in Rajasthan, 6
in Madhya Pradesh and 7 in Karnataka, set to be developed over the next 10 years. We believe
the above growth avenues provide NBCC a bigger opportunity to explore and can meaningfully
add to its order book. However, we have not included any of the above-mentioned orders in our
existing order book estimates. NBCC is also in talks with government of Maharashtra for the
redevelopment of Dharavi project and authorities in UP for the redevelopment of old government
colonies in cities such as Varanasi, Gorakhpur, Agra, Shahjahanpur etc.

Recently, NBCC has also been appointed by GOI to monetize the spare land parcels of 74 sick
PSUs, which are presently lying unproductive. GOI believes this would help sick PSUs to unlock
value and clear their dues. As per media reports, the surplus land available with 74 loss-making
PSUs aggregates to over 50,000 acres and NBCC will be charging a fee of 0.5% for the sale of
each land parcel as prescribed in DPR.

Smart Cities:

In the Union Budget 2014-15, GOI proposed development of 100 Smart Cities to drive economic
growth and improve the quality of life by promoting local development and harnessing cutting-
edge technology. GOI has identified 20 such cities and has earmarked an investment outlay of
~Rs475bn for the same. However, the concept of Smart Cities is at a very nascent stage and
work related to its policies and framework is progressing gradually. We believe that Smart Cities
present huge business opportunity for companies like NBCC and CPWD once the requisite
approvals are obtained.

NBCC has already articulated its plans to the 98 Smart City candidates and is eyeing 20% market
share (Rs6tn opportunity). Given that each Smart City requires investments worth Rs200-300bn,
monetization of land would be a preferred route and given NBCC's expertise in land monetization
and redevelopment projects, it will certainly emerge as a preferred choice for executing Smart
City projects.

Emkay Research is also available on www.emkayglobal.com, Bloomberg EMKAY<GO>, Reuters and DOWJONES. DBS Bank Ltd, DBS Vickers Securities (Singapore) Pte Ltd,its i ions and affiliates are the distributors of the research reports, please refer to the
last page of the report on Restrictions on Distribution. In Singapore, this research report or research analyses may only be distributed to Institutional Investors, Expert Investors or Accredited Investors as defmed in the Securities and Futures Act, Chapter 289 of Singapore

ED: HEMANT MARADIA SA: DHANANJAY SINHA

January 17, 2018| 13



India Equity Research | Initiating Coverage

Exhibit 23: NBCC’s proposed model for Smart Cities

SPV

NBCC can be a partner in SPV

3 models NBCC can work for
Smart City Project

Act as a PMC agency

3 party agency

NBCC can work on behalf of the Municipal

Corporation and State government to re-develop

Source: Company, Media Articles, Emkay Research

Exhibit 24: NBCC prequalification status for Smart Cities projects

NBCC qualifies for Smart City Mission

Scope of work under Smart City Mission EI’i\lgEi‘t?ilci;ty Scope of work under Smart City Mission EI’i\lgBik():iTi:ty
Urban Mobility Water Management
Integrated Multi-Modal Transport o Smart Meters & Management q
Intelligent Traffic Management o Drair\ggfeer Supply Distribution/ Sewerage & Storm Water q
Smart Parking o Leakage identification q
Business Parks/ Industrial Parks/ Warehousing and o Water Control Monitorin q
Distribution 9
Energy Management Solid Waste Management
ower Generation/ Transmission Projects olid Waste Management
P G ion/ T ission Proj q Solid Waste M (]
Solar Power Projects q Recycling of Waste for Industrial Use o
Renewable Sources of Energy q Treatment for waste water o
Energy Efficient & Green Buildings q
E-governance Management Others
Electronic Service Delivery q Tele-medicine & Tele-education O
Video Crime Recording q Incubation/Trade Facilitation Centres QO
Source: Company, Emkay Research
Exhibit 25: Proposed investments in Smart Cities Exhibit 26: NBCC eyeing Rs6tn worth of opportunity from 20 Smart Cities
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Indian Railways — Another key focus area

Over the last few decades, investments in the Railway sector have remained subdued, which
has resulted in growing congestion, low quality of services, poor safety and decline in passenger
& freight revenues. Identifying quality of service and safety of citizens as key priorities, GOI
announced redevelopment activities for 400 railway stations at an investment outlay of Rsltn.
Out of the 400 stations identified, the redevelopment process has begun on 65 stations and
construction has already started on 2 stations. Most of the stations are being redeveloped on
PPP model by modifying the Swiss Challenge Model and the entire cost would be recovered
through commercial development at these stations.

Offers investment opportunity
worth Rs1tn for modernization

Exhibit 27: Modernization of 400 stations — Colossal opportunity Exhibit 28: Working of India’s 15 private railway station - Habibanj
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NBCC has already signed a MOU with the Rail Development Authority for the redevelopment of
10 railway stations and the redevelopment work is to be completed in 3 years.

Exhibit 29: NBCC’s revenue stream from station redevelopment

Preparation of DPR

»will charge 3% cost for preparation of DPR

NBCC to invest seed money and earn interest

«will invest up to 5% of TPC and earn interest of upto 12%

NBCC will earn PMC margin and marketing margin

*4% PMC margin and 2% of lease revenue for marketing and other services

Source: Company Data. Media Articles, Emkay Research
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Ready to tap opportunities in mass housing

Under the Pradhan Mantri Awas Yojana (PMAY), GOI plans to provide homes to 18mn
households in urban India and ~30mn households in rural India by 2022. As of April'17, GOI has
approved construction of ~1.9mn urban houses, of which only 103,000 have been constructed
so far. In order to construct quality mass houses faster and in a cost- effective fashion, NBCC
has signed a MoU with a Hungarian company — Gremound Engineering. Gremound has a unique
concrete technology, which uses special ingredients for faster construction of Mass Housing
Projects. In our view, NBCC'’s tie-up with Gremound will help it to grab upcoming opportunities
in the mass housing segment in India going ahead.

Exhibit 30: Housing Shortage in States and UTs (mn units)
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Source: Report of the Technical Group on Urban Housing Shortage, Company, Emkay Research

The Directorate of Estates is responsible for the administration and management of GOI Estates
(Residential/Office Accommodation) in the metropolitan cities of Delhi, Mumbai, Kolkata and
Chennai and few other cities. As per the latest study done by the Directorate of Estates, in
majority Indian cities the demand for Residential/Office Accommodation for government
employees is far higher than supply. As per the survey, the current supply is able to satisfy on
an average ~75% of the overall demand. However, it has been observed that the demand-supply
mismatch widens when one moves towards Tier Il and Tier IV cities such as Goa (24% gap),
Gangtok (27% gap), Dehradun (37% gap), Siliguri (42% gap) etc (see chart below).

Exhibit 31: Demand-Supply of General Pool Residential Accommodation (GPRA)
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Source: Directorate of Estates, Company, Emkay Research

In our view, given NBCC’s exceptional execution track record, healthy credentials, vast expertise
in the Housing sector and robust balance sheet, the company has ample scope to tap upcoming
business opportunities in this sector.
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Financial Analysis

Order book to grow at a CAGR of 16% over FY17-FY20E

NBCC'’s order book has grown at a CAGR of ~52% over FY12-FY17, led by healthy order inflows
from both the center and state governments. During FY17, the company secured orders worth
~Rs424bn, taking the order book to ~Rs659bn (up 121%). These accrued orders translated into
a comfortable order book-to-sales ratio of 10x FY17 revenue, providing a healthy revenue
visibility cushion for the next few years. Given the large opportunity size and higher base, we
expect NBCC’s order book to grow at a CAGR of 16% over FY17-FY20E.

Exhibit 32: Robust order inflows over FY18-FY20E Exhibit 33: Order book to grow at CAGR of 16% over FY17-FY20E
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Exhibit 34: Key orders won recently
Sr. Amount
No. Scope of work Month B3 mim
1 Social Housing project in Mauritius Dec-17 1,500
2 Reconstruction of Manora Ammdar Niwas Building at Nariman Point Nov-17 4,000
3 Up-gradation and maintenance of Purana Quila, New Delhi
Construction of Multi Storey Commercial Space at GPRA Colony, New ;
4 Delhi (Given to NCC) Oy 2D
Construction of office complex & residential quarters for Department of .
5 Customs & Excise Dept, Mumbai Sep-17 32,000
6 Planning, Designing and Construction of Expansion of Sports Injury Sep-17 4,640
Center, New Delhi
7 Business Secured in July Jul-17 1,310
8 Redevelopment of 10 railway station with smart city features Jun-17
9 Business Secured in July April-17 3,152
10  Planning Designing & Construction of new office Complex at New Delhi May-17 2,268
Source: Company, Emkay Research
Exhibit 35: Key MOU’s/EOI’s signed recently
Sr. Amount
No. Scope of work Month Rs mn
1 EOI for adoption of Purana Qila, Heritage Project which has been Oct-17
accepted by Ministry of Tourism
MoU with Fortum Oyj-Finland for developing charging infrastructure in
2 India Oct-17
3 Up-gradation and maintenance of Purana Quila, New Delhi
MOU with Belarusian company JSV “Belzarubezhstroy” for joint
4 participation in upcoming infrastructure and energy development Aug-17
projects in India & Republic of Belarus
5 mgu with South Delhi Municipal Corporation (SDMC), for developing its July-17 5250
6 JV with Govt of Maharashtra and a private entity to develop smart May-17

industrial city at Pen, Maharashtra

Signing of Memorandum of Business Exploration with BOLIX SA,

7 Poland to promote External Thermal Insulation and Composite Apr-17
Systems(ETICS) for construction of Green Buildings

Source: Company, Emkay Research
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Consolidated revenues to grow at 28% CAGR over FY17-FY20E

NBCC'’s revenue has grown at a CAGR of ~13% over FY12-FYF17, mainly led by robust order
inflows, particularly in the PMC and Redevelopment segments. Going forward, we expect the
company’s consolidated revenue to grow at a CAGR of 28% over FY17-FY20E, fueled by PMC
services on newly awarded projects and pick-up in the execution of projects awarded in FY16
and FY17, respectively.

Exhibit 36: Revenue to cross Rs100bn by FY19E
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Source: Company, Emkay Research

Margin to remain stable; Profit to grow at a CAGR of 24.6% over FY17-FY20E

We expect the margin to remain in the 6-7% range, mainly on the back of higher share of the
low-margin PMC segment. In the PMC segment, EBITDAM for execution would remain in the 5-
10% range, depending on negotiations with the clients and ticket size of the projects.
Furthermore, NBCC enjoys marketing margins of 1-2% of total sales for most of its
Redevelopment projects. We believe that a higher proportion of Redevelopment projects and
higher other income would translate into a PAT CAGR of 24.6% over FY17-FY20E.

Exhibit 37: Stable margin profile Exhibit 38: Profit to grow at a CAGR of 24.6% over FY17-FY20E
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Source: Company, Emkay Research Source: Company, Emkay Research
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Strong Balance sheet; Healthy return ratios

NBCC'’s balance sheet continues to be on a strong wicket despite headwinds faced by the entire
Construction and Real Estate industry. NBCC’s PMC business has helped the company to
become a net cash company (FY17 net cash of ~Rs16bn). On the back of NBCC’s resilient
business model and strong balance sheet, it has been able to generate healthy return ratios of

25%-+.
Exhibit 39: Zero debt; net cash of ~Rs16bn Exhibit 40: Return ratios to improve further over FY17-FY20E
FY13 FY14 FY15 FY16 FY17 FY18E FY19E FY20E X
60.0% - L @
o SO R~
50.0% 1 X = X = @
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Ln o o [32]
40.0% R ™ R
30.0%
20.0%
10.0%
0.0%
FY13 FY14 FY15 FY16 FY17 FY18E FY19E FY20E
= Net D:E = RoE ®mRoCE
Source: Company, Emkay Research Source: Company, Emkay Research
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Valuation

Based on its unique-asset light business model, enviable PWO status, healthy return ratios,
negative working capital cycle and robust order book, we foresee strong revenue visibility for
NBCC going ahead. We expect the company to report a strong revenue/PAT CAGR of 29%/30%
over FY18-FY20E. At CMP, the stock trades at P/E of 39.3x on FY19E EPS and 30.7x on FY20E
EPS and at an EV/EBITDA of 28.8x on FY19E and 22.4x on FY20E. We have assigned a
premium multiple to NBCC, valuing it at 40x on its FY20E EPS of Rs7.9, arriving at a TP of
Rs318. We initiate coverage with a BUY rating on the stock.

The premium valuation assigned is mainly on the back: a) healthy order book-to-sales ratio of
10x giving strong revenue visibility, b) added advantage of PWO status to drive healthy order
inflows, c) strong balance sheet with comfortable cash position and d) negative working capital
cycle in its core business segment - PMC.
Exhibit 41: PE comparison of NBCC vs Sensex
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It has been noted that over the last few years, NBCC has been trading at a premium to the BSE
Sensex. On a one-year forward P/E basis, NBCC has traded at an average premium of 90%/83%
to Sensex for 1 year/3 years. We believe that the company would continue to trade at a premium
to the Sensex and our premium multiple of 40x is justified, bolstered by its unique business
model, healthy order book, high return ratios and strong balance sheet.

Exhibit 42: NBCC trades at a premium to Sensex’s 1-year and 3-year average PE
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Exhibit 43: Key management

Key risks

Over Dependence on government contracts: The PMC segment contributes ~95% to the
company’s’ total revenue. Furthermore, ~95% of the company’s PMC order book is awarded by
government entities on a nomination basis. Thus, any change in the government policy or shift
in the awarding procedure from nomination basis to tendering basis would increase the
competitive intensity in the segment, which in turn would hamper the company’s order book
visibility as anticipated.

High reliance on sub-contractors: NBCC provides management and consultancy services
under all its segments and sub-contracts the entire construction activity to various companies
during the project lifecycle. Thus, any default or delay of work by the sub-contractors or non-
availability of sub-contractors could stretch execution cycle of the projects, which in turn would
dent the projects’ profitability.

Slowdown in Real Estate industry: The company’s PMC and Real Estate order book is
primarily dependent on the pick-up in Real Estate activities and new project launches initiated
by GOI and developers. Launch of new projects and increase in awarding of redevelopment
projects represent huge opportunities for NBCC for its project and management services.
Therefore, any major slowdown in the Real Estate industry as a whole could trigger a decline in
the company’s PMC and Real Estate order book growth, and curtail its profitability.

Name Designation

Description

Mr. Anoop Mittal joined NBCC in the year of 1985, and subsequently succeeded as the
CMD of the company on 1st April’2013. He holds a Bachelor's degree in Civil Engineering
from Thapar Institute of Engineering & Technology. He has also been conferred as
"Doctor of Philosophy" by the Chancellor, Singhania University, Rajasthan, by virtue of

Dr. Anoop Kumar Mittal ~ Chairman and Managing Director

Shri S.K. Pal . )
Director (Finance)

his attaining eminence in the field of Civil & Construction Engineering. His extensive
knowledge and expertise in the field of construction is manifested by some successful
executions of landmark projects. Currently as CMD, Dr. Mittal oversees policy and
strategic decision making of the company.

With over three decades of vast experience, Mr. Pal serves as the Director (Finance) and
Chief Finance Officer of the company since he joined in 2013. He is an ACS, ACA and
holds a B.Com Degree from Goenka College of Commerce, University of Calcutta.
Currently, Mr. Pal is the overall in-charge of the Law & Contract Engineering Divisions,
Board / RTI Sections, and Training & CSR Divisions of the Corporation. Prior to joining
NBCC, Mr. Pal has served at the Ircon International Ltd. (IRCON), another CPSU under
the Ministry of Railways as General Manager (Finance).

Shri Chaudhari is a Civil Engineering Graduate from Maharaja Sayajirao University,
Baroda (Gujarat) and serves as the Sr. Executive Director (Commercial) of the company.
He joined the company in 2005 and since then he served the company in various

Shri Rajendra Chaudhari Director (Commercial)

important capacities. Known for his penchant in digital dynamics, Mr. Chaudhari’s
expertise is spread across various verticals such as —real estate segment, consultancy,
systems, administration and CSR.

Source: Company, Emkay Research
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Key Financials (Consolidated)
Income Statement

Y/E Mar (Rs mn) FY16 FY17 FY18E FY19E FY20E
Net Sales 58,264 63,129 79,129 102,468 130,958
Expenditure 55,115 59,027 73,906 95,500 122,053
EBITDA 3,149 4,102 5,222 6,968 8,905
Depreciation 25 26 52 54 60
EBIT 3,124 4,076 5,170 6,914 8,845
Other Income 999 878 1,271 1,345 1,734
Interest expenses 13 7 396 512 655
PBT 4,110 4,947 6,046 7,746 9,925
Tax 1,198 1,403 1,814 2,169 2,779
Extraordinary ltems (6) 5 0 0 0
Minority Int./Income from Assoc. (29) (2) Q) Q) Q)
Reported Net Income 2,887 3,548 4,233 5,578 7,147
Adjusted PAT 2,893 3,545 4,233 5,578 7,147

Balance Sheet

Y/E Mar (Rs mn) FY16 FY17 FY18E FY19E FY20E
Equity share capital 1,200 1,800 1,800 1,800 1,800
Reserves & surplus 14,213 15,138 17,079 19,636 22,912
Net worth 15,413 16,938 18,879 21,436 24,712
Minority Interest 13 10 10 10 10
Loan Funds 53 0 0 0 0
Net deferred tax liability (880) (1,000) (2,000) (2,000) (2,000)
Total Liabilities 14,598 15,949 17,889 20,447 23,723
Net block 618 650 698 744 784
Investment 2,959 1,955 2,955 3,955 4,955
Current Assets 50,136 62,214 69,343 83,544 101,436
Cash & bank balance 11,598 15,987 16,796 18,398 19,501
Other Current Assets 4,564 4,433 4,472 5,112 5,931
Current liabilities & Provision 39,115 48,870 55,107 67,797 83,453
Net current assets 11,022 13,343 14,236 15,747 17,983
Misc. exp 0 0 0 0 0
Total Assets 14,598 15,949 17,889 20,447 23,723
Cash Flow

Y/E Mar (Rs mn) FY16 FY17 FY18E FY19E FY20E
PBT (Ex-Other income) (NI+Dep) 4,110 4,947 6,046 7,746 9,925
Other Non-Cash items (336) (515) 1 1 1
Chg in working cap (1,263) 1,007 (83) 90 (1,133)
Operating Cashflow 1,764 4,664 4,202 5,723 6,074
Capital expenditure (102) (42) (100) (100) (100)
Free Cash Flow 1,663 4,622 4,102 5,623 5,974
Investments (966) 1,144 (1,000) (1,000) (1,000)
Other Investing Cash Flow 706 241 0 0 0
Investing Cashflow (361) 1,343 (1,100) (1,100) (1,100)
Equity Capital Raised 0 0 0 0 0
Loans Taken / (Repaid) (53) (57) 0 0 0
Dividend paid (incl tax) (794) (2,018) (2,293) (3,021) (3,871)
Other Financing Cash Flow 10 5) 0 0 0
Financing Cashflow (838) (2,080) (2,293) (3,021) (3,871)
Net chg in cash 565 3,927 809 1,601 1,104
Opening cash position 6,691 7,256 11,183 11,992 13,593
Closing cash position 11,598 15,987 16,796 18,398 19,501

Source: Company, Emkay Research
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Key Ratios

Profitability (%) FY16 FY17 FY18E FY19E FY20E
EBITDA Margin 5.4 6.5 6.6 6.8 6.8
EBIT Margin 5.4 6.5 6.5 6.7 6.8
Effective Tax Rate 29.1 28.4 30.0 28.0 28.0
Net Margin 5.0 5.6 5.3 5.4 5.5
ROCE 29.7 324 38.1 43.1 47.9
ROE 20.1 219 23.6 27.7 31.0
RolC 565.2 (417.7) (268.2) (366.9) (670.0)
Per Share Data (Rs) FY16 FY17 FY18E FY19E FY20E
EPS 4.8 3.9 4.7 6.2 7.9
CEPS 4.9 4.0 4.8 6.3 8.0
BVPS 25.7 18.8 21.0 23.8 27.5
DPS 0.0 0.0 0.0 0.0 0.0
Valuations (x) FY16 FY17 FY18E FY19E FY20E
PER 50.5 61.8 51.8 39.3 30.7
P/CEPS 51.4 62.9 52.5 39.9 31.2
P/BV 9.5 12.9 11.6 10.2 8.9
EV / Sales 2.3 3.2 2.6 2.0 15
EV / EBITDA 42.7 49.5 38.7 28.8 224
Dividend Yield (%) 0.0 0.0 0.0 0.0 0.0
Gearing Ratio (x) FY16 FY17 FY18E FY19E FY20E
Net Debt/ Equity (0.7) (0.9) (0.9) (0.9) (0.8)
Net Debt/EBIDTA 3.7) (3.9) 3.2) (2.6) (2.2)
Working Cap Cycle (days) (3.6) (15.3) (11.8) (9.4) 4.2)
Growth (%) FY16 FY17 FY18E FY19E FY20E
Revenue 24.7 8.4 25.3 29.5 27.8
EBITDA 9.2 30.3 27.3 334 27.8
EBIT 9.3 30.4 26.9 33.7 27.9
PAT 3.7 22.9 19.3 31.8 28.1
Quarterly (Rs mn) Q2FY17 Q3FY17 Q4FY17 Q1FY18 Q2FY18
Revenue 12,575 14,260 26,407 15,562 13,280
EBITDA 751 773 2,023 722 858
EBITDA Margin (%) 6.0 5.4 7.7 4.6 6.5
PAT 691 645 1,715 613 812
EPS (Rs) 0.8 0.7 1.9 0.7 0.9
Source: Company, Emkay Research

Shareholding Pattern (%) Dec-16 Feb-17 Mar-17 Jun-17 Sep-17
Promoters 75.0 75.0 75.0 75.0 75.0
Flls 4.0 3.6 5.0 4.8 5.0
Dlls 10.3 9.8 9.0 10.5 10.7
Public and Others 10.7 11.6 11.0 9.7 9.2

Source: Capitaline
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Emkay Rating Distribution

BUY Expected total return (%) (Stock price appreciation and dividend yield) of over 25% within the next 12-18 months.
ACCUMULATE Expected total return (%) (Stock price appreciation and dividend yield) of over 10% within the next 12-18 months.
HOLD Expected total return (%) (Stock price appreciation and dividend yield) of upto 10% within the next 12-18 months.
REDUCE Expected total return (%) (Stock price depreciation) of upto (-) 10% within the next 12-18 months.

SELL The stock is believed to underperform the broad market indices or its related universe within the next 12-18 months.

Completed Date:
Dissemination Date:

Sources for all charts and tables are Emkay Research unless otherwise specified.

GENERAL DISCLOSURE/DISCLAIMER BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL):

Emkay Global Financial Services Limited (CIN-L67120MH1995PLC084899) and its affiliates are a full-service, brokerage, investment banking, investment
management and financing group. Emkay Global Financial Services Limited (EGFSL) along with its affiliates are participants in virtually all securities trading
markets in India. EGFSL was established in 1995 and is one of India's leading brokerage and distribution house. EGFSL is a corporate trading member of
Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE), MCX Stock Exchange Limited (MCX-SX). EGFSL along with its
subsidiaries offers the most comprehensive avenues for investments and is engaged in the businesses including stock broking (Institutional and retail),
merchant banking, commodity broking, depository participant, portfolio management, insurance broking and services rendered in connection with
distribution of primary market issues and financial products like mutual funds, fixed deposits. Details of associates are available on our website i.e.
www.emkayglobal.com

EGFSL is registered as Research Analyst with SEBI bearing registration Number INHO00000354 as per SEBI (Research Analysts) Regulations, 2014.
EGFSL hereby declares that it has not defaulted with any stock exchange nor its activities were suspended by any stock exchange with whom it is registered
in last five years, except that NSE had disabled EGFSL from trading on October 05, October 08 and October 09, 2012 for a manifest error resulting into a
bonafide erroneous trade on October 05, 2012. However, SEBI and Stock Exchanges have conducted the routine inspection and based on their
observations have issued advice letters or levied minor penalty on EGFSL for certain operational deviations in ordinary/routine course of business. EGFSL
has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has its certificate of registration been cancelled
by SEBI at any point of time.

EGFSL offers research services to clients as well as prospects. 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.

Other disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations,
2014 with reference to the subject company(s) covered in this report

EGFSL and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. Our
salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions that
are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that may be
inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other
things, may give rise to real or potential conflicts of interest including but not limited to those stated herein. Additionally, other important information
regarding our relationships with the company or companies that are the subject of this material is provided herein. This report is not directed to, 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 or regulation or which would subject EGFSL or its group companies to any registration
or licensing requirement within such jurisdiction. Specifically, this document does not constitute an offer to or solicitation to any U.S. person for the purchase
or sale of any financial instrument or as an official confirmation of any transaction to any U.S. person. Unless otherwise stated, this message should not
be construed as official confirmation of any transaction. No part of this document may be used by private customers in United Kingdom. All material
presented in this report, unless specifically indicated otherwise, is under copyright to Emkay. None of the material, nor its content, nor any copy of it, may
be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of EGFSL . All trademarks,
service marks and logos used in this report are trademarks or registered trademarks of EGFSL or its Group Companies. The information contained herein
is not intended for publication or distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying
of this communication is prohibited unless otherwise expressly authorized. Please ensure that you have read “Risk Disclosure Document for Capital Market
and Derivatives Segments” as prescribed by Securities and Exchange Board of India before investing in Indian Securities Market. In so far as this report
includes current or historic information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

e This publication has not been reviewed or authorized by any regulatory authority. There is no planned schedule or frequency for updating research
publication relating to any issuer.

¢ Please contact the primary analyst for valuation methodologies and assumptions associated with the covered companies or price targets

Disclaimer for U.S. persons only: This research report is a product of Emkay Global Financial Services Limited (Emkay), which is the employer of the
research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United States
(U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-
dealer, and is/are not required to satisfy the regulatory licensing requirements of Financial Institutions Regulatory Authority (FINRA) or required to otherwise
comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and trading securities
held by a research analyst account. This report is intended for distribution to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S.
Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on
Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return the
same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional
Investor. In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to
conduct certain business with Major Institutional Investors.

Emkay Research is also available on www.emkayglobal.com, Bloomberg EMKAY<GO>, Reuters and DOWJONES. DBS Bank Ltd, DBS Vickers Securities (Singapore) Pte Ltd,its i ions and affiliates are the distributors of the research reports, please refer to the
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GENERAL DISCLOSURE/DISCLAIMER BY DBS BANK LTD AS DISTRIBUTOR OF THE RESEARCH REPORT
This report is solely intended for the clients of DBS Bank Ltd,its respective connected and associated corporations and affiliates only and no part of this
document may be (i) copied, photocopied or duplicated in any form or by any means or (ii) redistributed without the prior written consent of DBS Bank Ltd.

The research set out in this report is based on information obtained from sources believed to be reliable, but we (which collectively refers to DBS Bank
Ltd, its respective connected and associated corporations, affiliates and their respective directors, officers, employees and agents (collectively, the “DBS
Group”) have not conducted due diligence on any of the companies, verified any information or sources or taken into account any other factors which we
may consider to be relevant or appropriate in preparing the research. Accordingly, we do not make any representation or warranty as to the accuracy,
completeness or correctness of the research set out in this report. Opinions expressed are subject to change without notice. This research is prepared for
general circulation. Any recommendation contained in this document does not have regard to the specific investment objectives, financial situation and
the particular needs of any specific addressee. This document is for the information of addressees only and is not to be taken in substitution for the
exercise of judgement by addressees, who should obtain separate independent legal or financial advice. The DBS Group accepts no liability whatsoever
for any direct, indirect and/or consequential loss (including any claims for loss of profit) arising from any use of and/or reliance upon this document and/or
further communication given in relation to this document. This document is not to be construed as an offer or a solicitation of an offer to buy or sell any
securities. The DBS Group, along with its affiliates and/or persons associated with any of them may from time to time have interests in the securities
mentioned in this document. The DBS Group, may have positions in, and may effect transactions in securities mentioned herein and may also perform or
seek to perform broking, investment banking and other banking services for these companies. Any valuations, opinions, estimates, forecasts, ratings or
risk assessments herein constitutes a judgment as of the date of this report, and there can be no assurance that future results or events will be consistent
with any such valuations, opinions, estimates, forecasts, ratings or risk assessments. The information in this document is subject to change without notice,
its accuracy is not guaranteed, it may be incomplete or condensed, it may not contain all material information concerning the company (or companies)
referred to in this report and the DBS Group is under no obligation to update the information in this report. This publication has not been reviewed or
authorized by any regulatory authority in Singapore, Hong Kong or elsewhere. There is no planned schedule or frequency for updating research publication
relating to any issuer.

The valuations, opinions, estimates, forecasts, ratings or risk assessments described in this report were based upon a number of estimates and
assumptions and are inherently subject to significant uncertainties and contingencies. It can be expected that one or more of the estimates on which the
valuations, opinions, estimates, forecasts, ratings or risk assessments were based will not materialize or will vary significantly from actual results.
Therefore, the inclusion of the valuations, opinions, estimates, forecasts, ratings or risk assessments described herein IS NOT TO BE RELIED UPON as
a representation and/or warranty by the DBS Group (and/or any persons associated with the aforesaid entities), that: (a) such valuations, opinions,
estimates, forecasts, ratings or risk assessments or their underlying assumptions will be achieved, and (b) there is any assurance that future results or
events will be consistent with any such valuations, opinions, estimates, forecasts, ratings or risk assessments stated therein. Please contact the primary
analyst for valuation methodologies and assumptions associated with the covered companies or price targets. Any assumptions made in this report that
refers to commodities, are for the purposes of making forecasts for the company (or companies) mentioned herein. They are not to be construed as
recommendations to trade in the physical commodity or in the futures contract relating to the commodity referred to in this report.

DBSVUSA, a US-registered broker-dealer, does not have its own investment banking or research department, has not participated in any public offering
of securities as a manager or co-manager or in any other investment banking transaction in the past twelve months and does not engage in market-
making.

ANALYST CERTIFICATION BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL)

The research analyst(s) primarily responsible for the content of this research report, in part or in whole, certifies that the views about the companies and
their securities expressed in this report accurately reflect his/her personal views. The analyst(s) also certifies that no part of his/her compensation was, is,
or will be, directly or indirectly, related to specific recommendations or views expressed in the report. The research analyst (s) primarily responsible of the
content of this research report, in part or in whole, certifies that he or his associate! does not serve as an officer, director or employee of the issuer or the
new listing applicant (which includes in the case of a real estate investment trust, an officer of the management company of the real estate investment
trust; and in the case of any other entity, an officer or its equivalent counterparty of the entity who is responsible for the management of the issuer or the
new listing applicant). The research analyst(s) primarily responsible for the content of this research report or his associate does not have financial interests?
in relation to an issuer or a new listing applicant that the analyst reviews. EGFSL has procedures in place to eliminate, avoid and manage any potential
conflicts of interests that may arise in connection with the production of research reports. The research analyst(s) responsible for this report operates as
part of a separate and independent team to the investment banking function of the EGFSL and procedures are in place to ensure that confidential
information held by either the research or investment banking function is handled appropriately. There is no direct link of EGFSL compensation to any
specific investment banking function of the EGFSL.

1 An associate is defined as (i) the spouse, or any minor child (natural or adopted) or minor step-child, of the analyst; (i) the trustee of a trust of which the analyst, his spouse,
minor child (natural or adopted) or minor step-child, is a beneficiary or discretionary object; or (iii) another person accustomed or obliged to act in accordance with the directions
or instructions of the analyst.

2 Financial interest is defined as interest that are commonly known financial interest, such as investment in the securities in respect of an issuer or a new listing applicant, or
financial accommodation arrangement between the issuer or the new listing applicant and the firm or analysis. This term does not include commercial lending conducted at the
arm’s length, or investments in any collective investment scheme other than an issuer or new listing applicant notwithstanding the fact that the scheme has investments in
securities in respect of an issuer or a new listing applicant.
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COMPANY-SPECIFIC / REGULATORY DISCLOSURES BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL):

Disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations, 2014
with reference to the subject company(s) covered in this report-:

1. EGFSL, its subsidiaries and/or other affiliates do not have a proprietary position in the securities recommended in this report as of January 17,
2018

2. EGFSL, and/or Research Analyst does not market make in equity securities of the issuer(s) or company(ies) mentioned in this Research Report
Disclosure of previous investment recommendation produced:

3. EGFSL may have published other investment recommendations in respect of the same securities / instruments recommended in this research
report during the preceding 12 months. Please contact the primary analyst listed in the first page of this report to view previous investment
recommendations published by EGFSL in the preceding 12 months.

4. EGFSL, its subsidiaries and/or other affiliates and Research Analyst or his/her relative’s does not have any material conflict of interest in the
securities recommended in this report as of January 17, 2018.

5. EGFSL, its subsidiaries and/or other affiliates and Research Analyst or his/her relative’s does not have actual/beneficial ownership of 1% or more
securities of the subject company at the end of the month immediately preceding the January 17, 2018

6. EGFSL, its subsidiaries and/or other affiliates and Research Analyst have not received any compensation in whatever form including
compensation for investment banking or merchant banking or brokerage services or for products or services other than investment banking or
merchant banking or brokerage services from securities recommended in this report (subject company) in the past 12 months.

7. EGFSL, its subsidiaries and/or other affiliates and/or and Research Analyst have not received any compensation or other benefits from securities
recommended in this report (subject company) or third party in connection with the research report.

8. Securities recommended in this report (Subject Company) has not been client of EGFSL, its subsidiaries and/or other affiliates and/or and
Research Analyst during twelve months preceding the January 17, 2018
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COMPANY-SPECIFIC / REGULATORY DISCLOSURES BY DBS BANK LTD AS DISTRIBUTOR OF THE RESEARCH REPORT

1. DBS Bank Ltd., DBS HK, DBS Vickers Securities (Singapore) Pte Ltd (“DBSVS”), DBSV HK or their subsidiaries and/or other affiliates do not have a
proprietary position in the securities recommended in this report as of 31 July 2017.

2. Neither DBS Bank Ltd, DBS HK nor DBSV HK market makes in equity securities of the issuer(s) or company(ies) mentioned in this Research Report.

Compensation for investment banking services:

3. DBSVUSA, does not have its own investment banking or research department, nor has it participated in any public offering of securities as a manager
or co-manager or in any other investment banking transaction in the past twelve months. Any US persons wishing to obtain further information, including
any clarification on disclosures in this disclaimer, or to effect a transaction in any security discussed in this document should contact DBSVUSA

exclusively.

Disclosure of previous investment recommendation produced:

4. DBS Bank Ltd. DBS Vickers Securities (Singapore) Pte Ltd (‘“DBSVS”), their subsidiaries and/or other affiliates may have published other investment
recommendations in respect of the same securities / instruments recommended in this research report during the preceding 12 months. Please contact
the primary analyst listed in the first page of this report to view previous investment recommendations published by DBS Bank Ltd. DBS Vickers Securities
(Singapore) Pte Ltd (“DBSVS”), their subsidiaries and/or other affiliates in the preceding 12 months.

RESTRICTIONS ON DISTRIBUTION

General This report is not directed to, 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 or regulation.

Australia This report is not for distribution into Australia.

Hong Kong This report is not for distribution into Hong Kong.

Indonesia This report is being distributed in Indonesia by PT DBS Vickers Sekuritas Indonesia.

Malaysia This report is not for distribution into Malaysia.

Singapore This report is distributed in Singapore by DBS Bank Ltd (Company Regn. No. 16800306E) or DBSVS (Company Regn. No.
1860024G) both of which are Exempt Financial Advisers as defined in the Financial Advisers Act and regulated by the Monetary
Authority of Singapore. DBS Bank Ltd and/or DBSVS, may distribute reports produced by its respective foreign entities,
affiliates or other foreign research houses pursuant to an agreement under Regulation 32C of the financial Advisers
Regulations. Singapore recipients should contact DBS Bank Ltd at 6327 2288 for matters arising from, or in connection with
the report.

Thailand This report is being distributed in Thailand by DBS Vickers Securities (Thailand) Co Ltd.

United Kingdom

This report is disseminated in the United Kingdom by DBS Vickers Securities (UK) Ltd, ("DBSVUK"). DBSVUK is authorised
and regulated by the Financial Conduct Authority in the United Kingdom.

In respect of the United Kingdom, this report is solely intended for the clients of DBSVUK, its respective connected and
associated corporations and affiliates only and no part of this document may be (i) copied, photocopied or duplicated in any
form or by any means or (ii) redistributed without the prior written consent of DBSVUK. This communication is directed at
persons having professional experience in matters relating to investments. Any investment activity following from this
communication will only be engaged in with such persons. Persons who do not have professional experience in matters relating
to investments should not rely on this communication.

Dubai International
Financial Centre

This research report is being distributed by DBS Bank Ltd., (DIFC Branch) having its office at PO Box 506538, 3rd Floor,
Building 3, East Wing, Gate Precinct, Dubai International Financial Centre (DIFC), Dubai, United Arab Emirates. DBS Bank
Ltd., (DIFC Branch) is regulated by The Dubai Financial Services Authority. This research report is intended only for
professional clients (as defined in the DFSA rulebook) and no other person may act upon it.

United Arab Emirates

This report is provided by DBS Bank Ltd (Company Regn. No. 196800306E) which is an Exempt Financial Adviser as defined
in the Financial Advisers Act and regulated by the Monetary Authority of Singapore. This report is for information purposes
only and should not be relied upon or acted on by the recipient or considered as a solicitation or inducement to buy or sell any
financial product. It does not constitute a personal recommendation or take into account the particular investment objectives,
financial situation, or needs of individual clients. You should contact your relationship manager or investment adviser if you
need advice on the merits of buying, selling or holding a particular investment. You should note that the information in this
report may be out of date and it is not represented or warranted to be accurate, timely or complete. This report or any portion
thereof may not be reprinted, sold or redistributed without our written consent.

United States

DBSVUSA did not participate in its preparation. The research analyst(s) named on this report are not registered as research
analysts with FINRA and are not associated persons of DBSVUSA. The research analyst(s) are not subject to FINRA Rule
2241 restrictions on analyst compensation, communications with a subject company, public appearances and trading securities
held by a research analyst. This report is being distributed in the United States by DBSVUSA, which accepts responsibility for
its contents. This report may only be distributed to Major U.S. Institutional Investors (as defined in SEC Rule 15a-6) and to
such other institutional investors and qualified persons as DBSVUSA may authorize. Any U.S. person receiving this report
who wishes to effect transactions in any securities referred to herein should contact DBSVUSA directly and not its affiliate.

Other jurisdictions

In any other jurisdictions, except if otherwise restricted by laws or regulations, this report is intended only for qualified,
professional, institutional or sophisticated investors as defined in the laws and regulations of such jurisdictions.

Emkay Global Financial Services Ltd.
CIN - L67120MH1995PLC084899

7th Floor, The Ruby, Senapati Bapat Marg, Dadar - West, Mumbai - 400028. India
Tel: +91 22 66121212 Fax: +91 22 66121299 Web: www.emkayglobal.com

Emkay Research is also available on www.emkayglobal.com, Bloomberg EMKAY<GO>, Reuters and DOWJONES. DBS Bank Ltd, DBS Vickers Securities (Singapore) Pte Ltd,its

last page of the report on Restrictions on Distribution. In Singapore, this research report or research analyses may only be distributed to Institutional Investors, Expert Investors or Accredited Investors as defmed in the Securities and Futures Act, Chapter 289 of Singapore

ED: HEMANT MARADIA SA: DHANANJAY SINHA

January 17, 2018| 27

ions and affiliates are the distributors of the research reports, please refer to the


http://www.emkayglobal.com/

India Equity Research | Initiating Coverage

SINGAPORE

DBS Bank Ltd

Contact: Janice Chua

12 Marina Boulevard, Marina Bay Financial Centre Tower 3
Singapore 018982

Tel. 65-6878 8888

Fax: 65 65353 418

e-mail: equityresearch@dbs.com

Company Regn. No. 196800306E

THAILAND

DBS Vickers Securities (Thailand) Co Ltd
Contact: Chanpen Sirithanarattanakul

989 Siam Piwat Tower Building,

gt 14™"-15™ Floor

Rama 1 Road, Pathumwan,

Nagkok Thailand 10330

Tel. 66 2 857 7831

Fax: 66 2 658 1269

e-mail: research@th.dbs.com
Company Regn. No 0105539127012
Securities and Exchange Commission, Thailand

INDONESIA

PT DBS Vickers Sekuritas (Indonesia)
Contact: Maynard Priajaya Arif

DBS Bank Tower

Ciputra World 1, 32/F

JI. Prof. Dr. Satrio Kav. 3-5

Jakarta 12940, Indonesia

Tel. 62 21 3003 4900

Fax: 62 21 3003 4943

e-mail: research@id.dbsvickers.com
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