PSP Projects

Buy

View: An efficient player with strong fundamentals, maintain Buy

PSP reported a 30.9% YoY growth in revenue to 3.1 bn (3.4% below our
estimate) in Q1FY20. Revenue was slightly impacted due to shortfall in
labour during the quarter. Excluding SDB, the revenue was up 40.8% YoY
to 2.1 bn. The EBITDA margin down 17 bps YoY to 13.9% (17 bps below
our estimate), due to lower construction and other expense which was
partially offset by higher employee cost. The PAT grew 21.1% YoY to 3255
mn (in line with estimates), due to healthy operating performance.

We maintain our revenue/ EBITDA margin/ PAT estimates for FY20E/ FY21E
considering Q1FY20 results. We expect a 33.7%/ 31.0% revenue/ Adj. PAT
CAGR over FY19-21E, with EBITDA margins of 14.0% each for FY20E/ FY21E.

Given its conservative strategy towards leverage and an efficient capital
allocation, PSP will continue to remain a net cash company, with negative
Net D:E of 0.6x over FY19-21E. PSP will continue to witness superior return
ratios (average RoE/ RoCE of 29.1%/ 29.8% over FY19-21E), due to a strong
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PAT growth, well-managed lean balance sheet and efficient working capital Promoters 73.3
management. Thus, we maintain BUY, with a TP of 688 (16x FY21E EPS).  nip/Banks/Fls 6.8
Order book at 3.0x, enhances revenue visibility Al L2
PSP standalone won orders worth ¥14.2 bn/ 8.5 bn during FY19/ Q1FY20. Public / Others 18.7
The current order book (334.0 bn) provides revenue visibility for 3.0x TTM .
revenue. Excluding the SDB project, order book stands at ¥23.3 bn. We Valuation (x)
expect SDB’s revenue contribution to rise to I7.5 bn/ 34.1 bn (47.7%/ FY19A FY20E FY21E
26.0%) in FY20E/ FY21E, from ¥3.6 bn (22.6%) in FY19. PSP’s has bided for 5/ 197 142 115
projects worth ¥25-30 bn which includes various projects like Vedanta’s
order in Barmer (35-6 bn), Nayara order in Jamnagar, Prestige order in EV/EBITDA 106 7:2 >4
Pune, Varanasi development order, GIDC, Astronomy (Z2 bn) and IT Parkin  ROE (%) 268 296 286
Hyderabad (34 bn) where outcome in likely in 2 months. PSP expects to win  RoACE (%) 27.8 304 29.3
10 bn orders in 2-4 months. Considering the sizeable opportunity, we
maintain our order inflow estimates of ¥17 bn/ 325 bn for FY20E/ FY21E. Estimates (€ mn)
FY19A FY20E FY21E
Revenue 10,440 15,142 18,675
EBITDA 1,489 2,121 2,614
Q1FY20 Result (¥ Mn)
Particulars Q1FY20 QIFY19 YoY (%) Q4FY19 QoQ(% PAT 02 1233 L8
arti () ()
Revenue 3,073 2,347 30.9 3,383 (9.2) EPSR) 251 348 430
Total Expense 2,646 2,017 31.2 2,884 (8.2)
EBITDA 427 330 29.4 499 (14.4)
Depreciation 59 48 22.2 74 (20.7)
EBIT 368 282 30.6 425 (13.3)
Other Income 52 61 (14.7) 66 (21.7) VP Research: Shravan Shah
Interest 28 15 89.2 32 (13.3) Tel: +91 22 40969749
EBT 392 328 30.6 459 (14.5) E-mail: shravans@dolatcapital.com
Tax 137 117 16.9 158 (13.1)
RPAT 255 211 21.1 301 (15.3) Associate: Maulik Shah
APAT 255 211 21.1 301 (15.3) Tel: +91 22 40969775
(bps) (bps) E-mail: mauliks@dolatcapital.com
Gross Margin (%) 19.5 19.5 1 19.2 28
EBITDA Margin (%) 13.9 14.1 (17) 14.7 (86)
NPM (%) 8.3 9.0 (68) 8.9 (60)
Tax Rate (%) 34.9 35.7 (80) 34.4 57
EBIT Margin (%) 12.0 12.0 (3) 12.6 (58) DOLATCAPITAL ~

August 09, 2019



DART”

Key earnings takeaways

PSP guided for revenue of I13-14 bn in FY20E with EBITDA margin of 12-
14%.

SDB revenue guidance of ¥7-7.5 bn for FY20E. Lift work in going on and
facade work has just started. SDB project is delayed by 3-4 months.

Order inflow guidance of 316-17 bn for FY20E. PSP expects to win additional
%10 bn orders in the next 2 months.

Bid pipeline of ¥25-30 bn where outcome is expected in the next 2 months.
These include orders from Prestige Pune, Varanasi development, GIDC and
IT Park Hyderabad. Vedanta order based in 3 locations (318 bn) has been
revised to only 1 location (35.5-6 bn). PSP has submitted the bid for the
same.

Capex for FY19/ Q1FY20 stands at ¥510 mn/ 340 mn and for FY20E 2-3% of
inflow won in FY20E.

Debtor days stands at 35-40 days. Cash balance stands at 3600 mn.

PSP Rivermore project is almost complete and expect the property to be sold
in a month.

Exhibit 1: Q1FY20 Performance (Standalone)

Particulars (X mn) Q1FY20 Q1FY19 YoY (%) QA4FY19 QoQ (%) FY19 FY18 YoY (%)
Revenue 3,073 2,347 30.9 3,383 (9.2) 10,440 7,298 43.0
(Inc)/dec in stocks & WIP (4) 91 - (60) - (137) (103) -
Cons. of Raw materials 1,152 1,073 7.4 1,331 (13.4) 4,307 2,875 49.8
Sub - contract 0 245 (100.0) 0 - 1,101 1,229 (10.4)
Construction expenses 1,326 482 174.9 1,463 (9.4) 3,134 1,833 71.0
Employees cost 138 100 37.9 117 18.1 432 286 50.9
Other expenditure 34 27 24.6 34 0.1 113 164 (30.9)
Total expenditure 2,646 2,017 31.2 2,884 (8.2) 8,951 6,284 42.4
EBITDA 427 330 29.4 499 (14.4) 1,489 1,014 46.9
Depreciation 59 48 22.2 74 (20.7) 242 112 116.8
Operating profit 368 282 30.6 425 (13.3) 1,247 902 38.2
Other income 52 61 (14.7) 66 (21.7) 230 184 25.1
EBIT 420 343 22,5 491 (14.5) 1,477 1,086 36.0
Interest 28 15 89.2 32 (13.3) 92 87 5.3
EBT 392 328 19.6 459 (14.5) 1,385 999 38.7
Provision for taxation 137 117 16.9 158 (13.1) 483 355 36.0
Net income 255 211 21.1 301 (15.3) 902 644 40.2
EPS () 7.1 5.9 21.1 8.4 (15.3) 25.1 17.9 40.2
(bps) (bps)
EBIDTA Margin (Excl. O.l.) 13.9 14.1 (17) 14.7 (86) 14.3 13.9 37
EBIDTA Margin (Incl. O.1.) 15.6 16.7 (107) 16.7 (113) 16.5 16.4 6
NPM (%) 8.2 8.8 (59) 8.7 (57) 8.5 8.6 (15)
Tax/PBT (%) 34.9 35.7 (80) 34.4 57 34.9 35.6 (69)
Construction/Sales (%) 80.5 80.5 (1) 80.8 (28) 80.5 79.9 57

Source: Company, DART
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Exhibit 2: ¥34.0 bn OB break up

Exhibit 3: ¥23.3 bn OB break up (excl. SDB)
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Exhibit 4: ¥34.0 bn OB geographic break up Exhibit 5: ¥23.3 bn OB geographic break up (excl SDB)
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74.3% Karnataka 3.4%
\ 2.3%
Gujarat Rajasthan
Rajasthan 626% 1.6%
1.1%
Maharashtra Maharashtra
22.3% 32.4%

Source: DART, Company

Exhibit 6: ¥3.1 bn Q1FY20 revenue break up

Source: DART, Company

Exhibit 7: Order book trend (Standalone)
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Exhibit 8: 33.7% revenue CAGR over FY19-21E

Exhibit 9: Factored lower EBITDA margin

(X bn) ( mn) (%)
20 1 2 ) 3000 4 165 17
e 80 2’500 140 140
15 - ' - 16
55 2,000 -
- 15
10 - 1,500 A 13.9
30 - 14
s 1,000 A
0 - (20) 0 - T T T T r 12
FY17 FY18 FY19 FY20E FY21E FY17 FY18 FY19 FY20E FY21E
EE Revenue —o— Growth (RHS) BN EBIDTA (Excl. 0.1.) —e—EBIDTA margin (RHS)
Source: DART, Company Source: DART, Company
Exhibit 10: Efficient cash conversion Exhibit 11: Superior return ratios to continue
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Profit and Loss Account

(X Mn) FY18A FY19A FY20E FY21E
Revenue 7,298 10,440 15,142 18,675
Total Expense 6,285 8,951 13,021 16,061
COGS 5,912 8,420 12,287 15,047
Employees Cost 286 432 604 846
Other expenses 87 99 129 168
EBIDTA 1,013 1,489 2,121 2,614
Depreciation 112 242 326 407
EBIT 901 1,247 1,795 2,207
Interest 87 92 90 90
Other Income 185 230 253 303
Exc./ E.O. items 0 0 0 0
EBT 999 1,385 1,957 2,420
Tax 355 483 705 871
RPAT 644 902 1,253 1,549
Minority Interest 0 0 0 0
Profit/Loss share of associates 0 0 0 0
APAT 644 902 1,253 1,549
Ellance Sheet

(X Mn) FY18A FY19A FY20E FY21E
Sources of Funds

Equity Capital 360 360 360 360
Minority Interest 0 0 0 0
Reserves & Surplus 2,667 3,354 4,390 5,722
Net Worth 3,027 3,714 4,750 6,082
Total Debt 216 250 250 250
Net Deferred Tax Liability (18) (49) (69) (89)
Total Capital Employed 3,225 3,915 4,931 6,244
Applications of Funds

Net Block 770 1,032 1,210 1,303
CWIP 18 0 20 20
Investments 44 44 44 a4
Current Assets, Loans & Advances 4,988 6,181 8,265 10,547
Inventories 335 750 1,060 1,307
Receivables 1,162 1,426 2,271 2,801
Cash and Bank Balances 2,232 2,217 2,711 3,824
Loans and Advances 227 396 586 723
Other Current Assets 880 1,391 1,637 1,891
Less: Current Liabilities & Provisions 2,595 3,342 4,608 5,670
Payables 1,213 1,584 2,083 2,570
Other Current Liabilities 1,382 1,758 2,525 3,100
Net Current Assets 2,392 2,839 3,657 4,877
Total Assets 3,225 3,915 4,931 6,244

E — Estimates
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Important Ratios

Particulars FY18A FY19A FY20E FY21E
(A) Margins (%)

Gross Profit Margin 19.0 19.4 18.9 19.4
EBIDTA Margin 13.9 14.3 14.0 14.0
EBIT Margin 12.3 11.9 11.9 11.8
Tax rate 35.6 34.9 36.0 36.0
Net Profit Margin 8.8 8.6 8.3 8.3
(B) As Percentage of Net Sales (%)

COGS 81.0 80.6 81.2 80.6
Employee 3.9 4.1 4.0 4.5
Other 1.2 1.0 0.9 0.9
(C) Measure of Financial Status

Gross Debt / Equity 0.1 0.1 0.1 0.0
Interest Coverage 10.4 13.6 19.9 24.5
Inventory days 17 26 26 26
Debtors days 58 50 55 55
Average Cost of Debt 19.5 39.3 36.0 36.0
Payable days 61 55 50 50
Working Capital days 120 99 88 95
FAT/O 9.5 10.1 125 14.3
(D) Measures of Investment

AEPS (3) 17.9 25.1 34.8 43.0
CEPS () 21.0 31.8 43.9 54.3
DPS (3) 3.0 6.0 6.0 6.0
Dividend Payout (%) 16.8 24.0 17.3 14.0
BVPS (%) 84.1 103.2 131.9 169.0
ROANW (%) 31.4 26.8 29.6 28.6
ROACE (%) 29.5 27.8 30.4 29.3
ROAIC (%) 85.6 73.9 68.5 70.6
(E) Valuation Ratios

cMP (3) 495 495 495 495
P/E 27.7 19.7 14.2 11.5
Mcap (? Mn) 17,815 17,815 17,815 17,815
MCap/ Sales 2.4 1.7 1.2 1.0
EV 15,647 15,847 15,354 14,241
EV/Sales 2.1 1.5 1.0 0.8
EV/EBITDA 15.4 10.6 7.2 5.4
P/BV 5.9 4.8 3.8 2.9
Dividend Yield (%) 0.6 1.2 1.2 1.2
(F) Growth Rate (%)

Revenue 82.1 43.0 45.0 233
EBITDA 53.6 47.1 42.4 23.3
EBIT 54.3 38.4 43.9 23.0
PBT 55.5 38.7 41.3 23.7
APAT 54.7 40.2 38.8 23.7
EPS 54.7 40.2 38.8 23.7
Cash Flow

& mn) FY18A FY19A FY20E FY21E
CFO 716 389 1,047 1,617
CFI (307) (129) (247) (197)
CFF 805 (275) (306) (307)
FCFF 241 (122) 547 1,117
Opening Cash 1,018 2,232 2,217 2,711
Closing Cash 2,232 2,217 2,711 3,824

E — Estimates
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DART RATING MATRIX

Total Return Expectation (12 Months)
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