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JMC Projects
Covid to dictate FY21; all eyes on FY22; retaining a Buy

Slow B&F in FY20 was more than made good by the strong non-B&F,
but the Covid-induced lockdown made JMC miss its revenue growth
guidance. The delivered growth, nevertheless, is not ordinary.
Construction is gradually re-starting, but the FY21 revenue growth
guidance would imply a steep ask for H2, and sounds optimistic to us.
Though the immediate future could be uncertain (yet evolving Covid-
19), the long-term potential is intact. The OB is good for growth in the
medium to long term, the gradually increased exposure to Water
augurs well and the working-capital cycle is still in check. BOT-toll
remains a drag, but any success with restructuring/refinancing efforts
would help. We retain our Buy rating on the sound long-term
fundamentals and re-assuring valuations.

Covid-19 impact alluded to; FY21 guidance optimistic. Management sees
H1 as sub-par on account of the continuing Covid-19, but still sees FY21
revenue growth at ~5%. This would mean a steep ask for H2, and, to us, the
continuing Covid-19 makes it run a risk. We are significantly below guidance,
as we see private sector B&F (~53% of OB; @ 30-40% efficiency now) to
take some time to revive (real estate, consumer sentiment, the key). This
could mean client-led (demand/cashflow-dependent) realigned timelines.

WC cycle in check. Sequentially, ~%1.3bn lower net debt (notwithstanding flat
revenues q/q as well as on a rolling-twelve-months basis) implies the WC cycle
was managed efficiently; that helped more than deliver on leverage guidance.

Ample assurance, more in the pipeline. Though Q4 saw no new orders,
the year-end OB, at ~X¥95bn, is still good for ~2.6x FY20 revenues. Incl. Q1
FY21 orders of ~%11.3bn, and L1 of ~%18bn, assurance turns even better,
and raises hope of ~¥50bn inflow target.

Valuation. Adjusting for the Covid-impact, we slash FY21e earnings ~64%
(and ~32% for FY22). At the CMP, the stock (excl. investments) trades at
PEs of 8.2x FY21e and 3.7x FY22e. Risk. Prolonged Covid-19 impact.
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Key financials (YE Mar) FY18 FY19 FY20P FY21e FY22e
Sales (% m) 27,556 32,529 37,130 31,007 40,936
Net profit (% m) 1,061 1,421 790 628 1,388
EPS ) 6.3 8.5 47 37 8.3
Growth (%) 82.2 339 444 205 121.1
PE (x) 17.3 14.4 73 8.9 40
EV/ EBITDA (x) 85 8.0 44 45 35
PBV (x) 23 2.2 0.6 05 05
RoE (%) 144 16.6 8.3 6.3 12.8
RoGE (%) 16.6 18.1 14.2 12,0 12,5
Net debt / equity (x) 07 07 0.8 0.9 0.9

Source: Company, Anand Rathi Research P- Provisional
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Quick Glance - Financials and Valuations (standalone)

Fig 1 —Income statement (X m)

Fig 2 - Balance sheet (X m)

Year-end: Mar FY18 FY19 FY20P FY21e FY22e Year-end: Mar FY18 FY19 FY20P FY21e FY22e
Order inflows 33,716 56,290 33,640 41,859 53,217 Share capital 336 336 336 336 336
Order backlog 76,160 99,620 95460 1,06,312 1,18,593 Net worth 7,890 9,233 9,699 10,186 11,432
Net revenues 27,556 32,529 37,130 31,007 40,936  Debt 7,366 7,567 8,390 9,259 10,533
Growth (%) 18.3 18.0 14.1 -16.5 320  Minority interest 0 0 0 0 0
Direct costs 13,887 17,194 20,998 17,760 23,115  DTL/(Assets) -352 -363 -475 -475 -475
SG&A 10,821 11,965 12,814 10,085 13,449 Capital employed 14,904 16,438 17,615 18,970 21,491
EBITDA 2,848 3,369 3,319 3,162 4,372 Net tangible assets 4,221 4,987 6,002 5,826 5,925
EBITDA margins (%) 10.3 10.4 89 10.2 10.7  Netintangible assets 0 0 0 0 0
Depreciation 77 781 1,173 1228 1,240  Goodwill 0 0 0 0 0
Other income 176 248 274 268 274  CWIP (tang. & intang.) 1 32 107 100 100
Interest expenses 858 951 1,252 1,354 1,531 Investments (strategic) 4,164 4,164 4,164 4,164 4,164
PBT 1,450 1,885 1,168 848 1,875 Investments (financial) 0 0 0 0 0
Effective tax rate (%) 26.8 24.6 324 26.0 26.0  Currentassets (excash) 23,960 29,116 31,091 30,570 38,163
+ Associates / (Minorities) 0 0 0 0 0 Cash 1,460 770 538 531 670
Net income 1,061 1,421 790 628 1,388 Current liabilities 18,901 22,632 24283 22,221 27,532
Adjusted income 1,061 1,421 790 628 1,388  Working capital 5,059 6,484 6,803 8,349 10,631
WANS 168 168 168 168 168 Capital deployed 14,904 16,438 17,615 18,970 21,491
FDEPS (X / sh) 6.3 8.5 47 37 8.3 Contingent liabilities 3,855 5,351 - - -
Fig 3 — Cash-flow statement (¥ m) Fig 4 — Ratio analysis
Year-end: Mar FY18  FY19 FY20P  FY2le FY22%  Year-end: Mar FY18  FY19 FY20P FY2le FY22e
PBT + Net interest expense 2,131 2588 2,145 1,935 3,132 P/E (x) 173 144 73 8.9 4.0
+ Non-cash items 717 781 1,173 1228 1,240 EV /EBITDA (x) 8.5 8.0 41 45 35
Oper. prof. before WC 2848 3369 3319 3162 4372 EV/ Sales (x) 0.9 0.8 04 0.5 0.4
- Incr. / (decr.) in WG 2,096 1,426 319 1546 2,282 P/B (x) 2.3 2.2 0.6 0.5 0.5
Others incl. taxes 371 469 487 221 488 RoE (%) 14.4 16.6 8.3 6.3 12.8
Operating cash-flow 4572 1475 2513 1,396 1,603 RoCE (%) 16.6 181 142 120 125
- Capex (tang. + intang.) 1,224 1579 2263 1,045 1,339 RolC (%) 10.6 12.9 9.1 8.3 11.2
Free cash-flow 3348  -104 250 351 263 DPS(Z/sh) 03 06 07 07 07
Acquisitions Dividend yield (%) 0.3 0.5 2.0 2.1 2.1
- Div.(incl. buyback & taxes) 61 121 141 141 141 Dividend payout (%) - incl. DDT 5.7 85 179 225 102
+ Equity raised - - - - - Net debt / equity (x) 0.7 0.7 0.8 0.9 0.9
+ Debt raised 1,004 190 711 869 1,274  Receivables (days) 101 107 98 128 105
- Fin investments 2,375 - - - - Inventory (days) 25 28 24 25 28
- Net interest expense + Misc. 707 655 1,052 1,086 1,257  Payables (days) mo. 132 14 13 18
Net cash-flow 1,210 -690 232 7 140 CFO: PAT% 430.8 103.7 3183 2224 1155
Source: Company, Anand Rathi Research P- Provisional Source: Company, Anand Rathi Research P- Provisional
Fig 5 — Price movement Fig 6 — PE Band
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ll Operations update

B  Covid and slow B&F contain Q4 revenues. Besides the Covid-
compelled disruption in execution toward the quarter’s end, slow B&I
too was responsible for flat y/y revenue from operations (at ~39.4bn).
Had it not been for Covid-19, JMC seemed on track to close the year
in sync with its FY20 18-20% growth guidance. Nevertheless, the
reported full-year figure of ~14% is not ordinary.

= Besides the loss of man-days due to the Covid-induced lockdown,
we believe certifications too were delayed.

= Sluggishness continued in the B&F segment, but this was more
than made good by strong growth for non-B&F orders (largely
water / irrigation).

= With FY20 B&F revenues estimated to have been largely flat y/y,
revenue growth seems almost entirely attributable to the non-B&F
segment.

= Consequently, we estimate B&I’s share in revenues to be down
from ~73-74% in FY19 to ~65% in FY20.

Financial highli
hﬁ

Sales 6,887 7,336 8,930 9,375 9,039 9,417 9,288 9,386 32,529 37,130 14.1
EBITDA 709 775 912 974 1,004 1,015 1,030 270 -72.3 738 3,369 3,319 -1.5

EBITDA margins (%) 10.3 10.6 10.2 10.4 11.1 10.8 11.1 29 -751bps -822bps 10.4 8.9 -142bps
Interest 241 242 252 216 304 303 306 338 56.9 10.6 951 1,252 31.7
Depreciation 185 195 221 180 264 281 295 333 84.7 13.1 781 1,173 50.2
Other income 64 56 68 60 49 89 55 83 38.1 51.5 248 274 10.7
PBT 347 394 506 638 484 519 485 319 -1499  -1658 1,885 1,168 -38.0
Tax 81 93 139 151 128 128 98 25 -83.4 -74.3 464 379 -18.4
PAT 266 301 368 487 355 391 387 -344  -1706  -1888 1421 790 -44.4
EPS R) 1.6 1.8 22 2.9 2.1 2.3 2.3 20 -1706 -188.8 8.5 4.7 -44.4

Source: Company

B Low single-digit reported EBITDA margin, but adjusted margin
healthy. During Q4, JMC made a provision of ~%¥795m toward
expected credit losses on loans and advances given to its JV (SPV for
the Rohtak-Bawal BOT-Toll). This compressed the EBITDA margin
to ~2.9% (down ~751bps y/y, ~822bps q/q). Adjusting for this
provision however, the ~11.3% EBITDA margin was the strongest in
the last eight quarters.

= The expanded adjusted margin could be attributed to the change
in the revenue mix; better project mix and a gradually rising share
of the non-B&I segment.

* Provisioning was done in line with its annual review of any
impairment in value of any of its investments, and to reflect the
fair value.

* Q4 FY20 adjusted margin is ahead of the guided-to range of
10.75-11%.

= The FY20 reported EBITDA margin of ~8.9%, adjusted for the
provision, turns healthy. At ~11.1%, the FY20 margin, also, is
slightly ahead of the guided-to range.
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Loss on reported basis; adjusted, too, down y/y. The weak
reported operating profitability (because of the expected credit loss
provision) along with higher finance costs (on higher y/y debt and
interest on mobilsation advances) and depreciation (up on incremental
capex, and IndAS-116) led JMC to report ~3344m loss (against
~%487m profit a year ago). Adjusting for the provision, profit could
have been ~%451m but it would have still been lower y/y due to the
significantly higher finance costs and depreciation.

*  FY20 earnings came at ~¥790m, down ~44% y/y. Adjusted for
the provision, PAT would have been up ~11% y/y.

* Low tax-rate for the quarter (~5% of adjusted PBT) as well as for
the full year (~19% of adjusted PBT) could largely be attributed to
the greater contribution from infrastructure orders.

Consolidated financials. With the BOT-toll portfolio yet forming a
small portion in the consolidated figures, the performance was largely
dictated by the standalone operations.

= Consolidated revenues were down a slight ~0.4% (against flat
standalone) to ~%9.8bn. Because of the provisioning, the
EBITDA margin contracted ~759bps y/y (to ~5.5%). Adjusted
for the provisioning, it would have been ~13.6%, up ~55bps y/y.
And largely because of the loss in the standalone entity, the loss,
at the consolidated level, was ~3548m (against ~%¥352m profit last
year).

= Consolidated financials imply BOT-toll income of ~%¥376m (down
~12% y/y) with a derived EBITDA margin (without any impact
of the provisioning) of ~71% from the subsidiaries eligible for
consolidation. Besides slow economic activity, lower revenues
could also be attributed to the effective six days of toll suspension
towards the quarter’s close.

= For FY20, the implied BOT-toll income is pegged at ~%1.5bn
(down ~1% y/y) with a detived EBITDA margin of ~73%.

= The share in the loss of the JV entity for the Rohtak-Bawal BOT-
toll project was ~X51m, down from ~%59m a year ago (up from
~%44 a quarter back). For FY20, the share in the loss of the JV
entity amounted to ~X234m against ~3205m in FY19 (up ~14%

y/y)-

& m)

Revenue
EBITDA
EBITDA margin (%)
Interest
PBT
PAT
PAT after Share of JV / Associates
Net debt

Source: Company

9,763
538
59
659
-472
-497
-548
15,940

Fig 8 — A snapshot of consolidated, and subsidiaries’ financials

-58.1

-759bps

21.3
-186.2
-220.8
-255.4

2.7

Consolidated Subsidiaries

Q4 FY20 % YIY % Q/Q FY19 FY20 % YIY| Q4FY20 % YIY % Q/Q FY19 FY20 % YIY

34,072 38,663 13.5 -0.1 1,544 1,533
-58.9 4,507 4,442 -1.4 268 -13.6 -3.7 1,137 1,123 -1.2
-803bps 132 11.5 -174bps 71.1 -103bps -267bps 73.7 73.3  -40bps

1.1 2,308 2,608 13.0 321 2.1 7.2 1,357 1,357 0.1
-254.7 1,359 560 -58.8 -154 - - -527 -608
-296.5 971 246 -74.7 -153 - - -450 -544
-361.9 766 12 -98.4

82 15520 15,940 2.7 8,587 -7.3 -1.4 9,265 8,587 -7.3

Anand Rathi Research



21 May 2020

JMC Projects — Covid to dictate FY21; all eyes on FY22; retaining a Buy

Order backlog / Revenue assurance

B With no new orders in Q4, the company closed FY20 with inflows of
~%33.6bn (against the ~%56.3bn accrued in FY19), and a guidance of
~345-50bn.

Of FY20 inflows, ~84% (~%28bn) has arisen from buildings &
factories; the balance is from infrastructure (pertaining to the
water segment).

The company had adequate L1 positions (of ~%9.5bn) to meet its
guided-to inflow range at end-Q3 FY20, but failure to firm these
up led to it missing its guidance.

B Adjusting for Q4 execution, the OB at end-FY20 contracted ~X9bn
q/q to ~%95bn, though this still provides ample revenue assurance of
~2.6x FY20 revenues.

Post-Q4, the company benefitted from orders of ~%11.3bn.
Besides this, it is also L1 in orders of ~%18bn.

Accounting for the post-Q4 orders and L1 positions, the order
book has potential to jump to ~%125bn, providing an even
sturdier revenue assurance of ~3.4x and suffices for sustainable
growth in the medium term.

Fig 9 — End-FY20 OB at ~X95hn; revenue assurance of ~2.6x  Fig 10 —FY20 inflows at ~X33.6bn; bagged ¥11.3bn, post-Q4
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Fig 11 — End-FY20 OB, segment-wise; private B&F takes lion’s share, ~53%
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B With this healthy a start to the year (Q1 orders added and L1
positions), and as the company seeks to raise the proportion of
international orders in the order backlog, it looks at another ~¥50bn
orders in FY21.

BOT operations

B The Q4 average daily collection of ~%5.3m was down ~8% y/y.
Besides the overall slower economic activity, the suspension of toll
collection (on account of the Covid-driven lockdown), too, seems to
have impacted the performance.

The most affected project during Q4 was the MP Border project,
where the average daily toll collection was down ~21% y/y and

~5% q/q.

Rohtak-Bawal continues to see traffic diversion to a competing
road. Consequently, the toll-collection at this project was down
~9% y/y (and flat q/q, despite the low base). Though the client
has already been notified about the issue, JMC, during the quarter,
provided for an expected credit loss of ~%0.8bn as toll collections
significantly lag original estimates.

Fig 12 — Project-wise average daily collection
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B The BOT-toll portfolio, while sufficing to meet operating expenses
and interest obligations, still requires the parent’s support to meet
repayment and premium-payment obligations.

In FY20, the company extended support of ~30.76bn (~%0.68bn
in 9M), in line with its earlier envisaged ~30.8bn infusion to its
BOT-toll SPVs, largely to support lumpy debt repayments.

Cumulative investments in the BOT-toll SPV portfolio stand at
~%8.2bn. Of this, management provided ~%0.8bn for expected
credit losses on loans & advances extended to its Rohtak-Bawal
asset.

Management said this was done as a measure of prudence.

It estimates it may need to infuse up to ~%0.5bn as support to its
BOT-toll SPVs in FY21. A large part of this is expected to be
infused to meet debt-repayment obligations.

B  Updates on cashflow-bridging efforts for the BOT-toll segment.
Management said it is pursuing debt-restructuting / refinancing for
three of its assets.

Anand Rathi Research
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Efforts in regard to one asset seem already to be progressing,
Rohtak-Bawal, for which the company provided ~X¥795m in Q4.

It tried its hand (in the past) at monetising these assets, which
turned out to be infructuous largely as there were too many
projects and too few buyers.

With support from its lender consortium, it looks to first
restructure / refinance these projects to try and reduce the cash-
flow strains on these project SPVs. After the cash-flow issues are
settled, it hopes its monetisation efforts see better results.

It hopes its restructure / refinance efforts would be fruitful in
FY21, thereby lowering the equity infusion required to ~%0.5bn,
and supporting the status by FY22 (if restructuring for the three
go through).

For the BOT-toll asset’s it has filed claims of ~X17bn on grounds
of “loss of revenues” and awaits arbitration.

Balance sheet

Net debt down q/q, but up y/y. Standalone net debt at end-FY20
was down ~%1.3bn sequentially, to ~%7.4bn. The lower net debt,
despite flat revenues and outflow to support BOT-operations is a sign
of the sequentially improved working-capital cycle. The ~%0.9bn y/y
increase in net debt is largely attributable to the support extended to
the BOT-toll SPVs (~%0.76bn) and the funds required for the better
scale of operations (revenues up ~14% y/y).

Fig 13 — Standalone gross debt improves on WC cycle, Gross Fig 14— Consol. gross debt down ~%1.1bn g/q, in line with

debt down ~%1.1bn sequentially, and net ~Z1.3bn
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The net-debt implies a net-debt-to-equity of ~0.8x at end-FY20
against ~0.7x a year ago.

Management delivered better than its guidance on de-leveraging;
net debt at ~%7.4bn against guidance of ~%8.5bn. Ahead,
management aims to close FY21 with net debt not exceeding
~%8bn in FY21.

B Consolidated net debt at end-FY20 declined ~%1.4bn sequentially,
~%0.1bn more than that of the standalone entity. On 31t Mar’20,
JMC’s consolidated net debt of ~X¥15.9bn implies that all the SPVs
combined (eligible for consolidation) have a net debt of ~%8.6bn.
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B Core NWC cycle steady y/y. Adjusted for loans and advances
extended to the BOT-toll SPVs, core working capital was 35 days at
315t Mar’20, against 36 days a year ago. The inventory cycle was down
4 days to 24, and receivable days were 9 days lower to 98. But these
were more than offset by a 17-day shorter payables cycle.
Consequently, the shorter working capital was mostly a function of
favourable movements in other current assets and liabilities.

Guidance

B Management is looking at bagging orders of ~¥50bn in FY21. Having
already secured orders of ~%11.3bn, post-Q4, and with a strong L1
position in orders of ~I18bn, management is fairly confident of
delivering on its guidance. It has already attained ~59% incl. the L1
positions.

B Covid-19 made it miss its FY20 revenue growth guidance (delivered
~14% y/y growth, against 18-20% guidance). With most sites up by
now, and water-related worksites operating at ~80% efficiency already,
management expects to deliver ~5% revenue growth in FY21.

*  With Apr'20 a non-starter and B&F sites still ramping up,
management expects full-year growth to be largely an H2
phenomenon.

*  Our ~16% y/y lower FY21le revenues markedly lag management
guidance. The cautiousness is due to the yet ramping-up activity in
the B&F segment, and reflects our view of a plodding recovery in
the real-estate sector.

=  Per management, the FY21 revenue split is likely to be similar to
the one seen in FY20. Thus, management expects the Buildings &
Factories segment to contribute ~60% of revenues, with the
balance expected from infra orders (largely pertaining to irrigation
and water supply orders in Bihar, Madhya Pradesh, Chhattisgarh
and Odisha).

=  B&F accounted for ~60% of the end-Q4 FY20 order backlog. Of
this, ~85% was from the somewhat better-placed South India
markets, and management does not see any significant client-
specific issues for them. The workforce has shrunk, but the
company expects normalcy to return sooner than later.

B The ~10.75-11% FY21 EBITDA-margin guidance was largely
retained.

B JMC incurred ~%0.8bn core capex in FY20. For FY21, it expects not
to incur capex exceeding I1bn.

B It closed FY20 with ~%7.4bn net debt against its earlier target (end-
FY20 guidance) of ~%8.5bn. For FY21, management expects the net-
debt position not to exceed I8bn.

Other highlights

B Management admitted that Covid-19 had indeed disrupted execution
at its sites and that, of the ~18,000 labourers, only ~10,000 now
remain.

B [t has already commenced operations at most of its sites at varying
degrees of operation (in conformity with laid-down rules and
regulations). For example, in the Bengaluru region, it has ~25 sites, of
which ~20 are within city limits. Work is progressing on all the sites
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(based on available workforce) and the company is receiving all
payments in a timely manner.

B Management hopes to return to normalcy gradually and expects to be
back to operating at ~85-90% of capacity by Q2 FY21.

B On its exposure to real-estate orders (the B&I segment), management
averred that it sees no overwhelming concerns yet as all payments due
from clients were duly collected, despite the current stressed
environment, where liquidity is being prized over all. It is confident of
its client quality.

Anand Rathi Research
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] valuation

To account for the Covid-led disruption, we estimate man-days lost in
FY21, and see inflows, too, lagging our earlier expectations. We see a part
of disruption in FY21 to dribble through to FY22. On giving effect to
these, we see revised FY2le and FY22e revenues falling respectively
~27.5% and ~13.9% shorter than we earlier expected. Lower revenues
leading to negative operating and financial leverages would lead to earnings
plunging ~63.7% in FY21 and ~31.8% in FY22.

We value the construction business at a PE multiple of 8x FY22e (lowered
from 10x earlier, on the change in the market-wide risk perception), and
use the discounted-cash-flow(DCF)-driven valuation for the road-asset
portfolio. Consequently, the construction business is valued at ¥66 a share,
and the BOT-toll contributes I5 a share (a 20% discount to the DCF
value). The two combined give us a target price of ¥71, lowered from I145
eatlier.

Fig 15— Change in estimates

| oa |

Revenue 42,771 47,553 31,007 40,936 27.5 -13.9
EBITDA 4,677 5,176 3,162 4,372 -32.4 -155
EPS R) 10.3 12.1 3.7 8.3 -63.7 -31.8

Source: Anand Rathi Research

On our revised estimates, the stock is now available at PERs of 8.2x
FY2le and 3.7x FY22e (excl. BOT-toll). On P/BV, it quotes at 0.5x
FY2le and FY22e, against the target-price-implied exit multiple of 1x
FY22e.

Fig 16 — PBV band
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Risks

B Prolonged Covid-19 impact, and consequently, any slower-than-
expected pace of execution.

B More-than-anticipated cash-flow mismatch in SPVs.
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