We would appreciate your support for

ASIAMONEY BROKERS POLL 2020

Kindly take a moment to vote for us
August 18, 2020

Result Report Q1 FY21 | Sector: Infrastructure

HG Infra Engineering Ltd

BUY CMP Rs192 Target Rs282

HG Infra Engineering reported topline de-growth of 43.4% yoy
(~Rs.3.0bn) which was impacted due to COVID-19 related shutdown.
Operating margin, however, remained at an elevated level of 16.5%
(+138 bps yoy) led by higher contribution from better margin HAM
projects. PAT stood at Rs.151mn (-56.1% yoy).

At the end of Jun’20, HG Infra's order book stood healthy at
~Rs.68bn (3.5x TTM revenues). The company has not won any major
projects during YTD FY21. However, the management seems
confident of securing orders worth ~Rs.35bn during FY21.

The company is currently running at ~70-80% efficiency levels. Also,
HIGHLIGHTS labour strength across project sites have improved to 80%+ of the
pre-Covid levels. With this, the management expects operations to
get normalized by Sept’'20-end.

The company expects receipts of appointed dates in pending projects
such as Rewari Package 4, Mancherial to Repallewada (Adani project)
by Oct'20, and its entire order book is likely to come under execution
during H2 FY21.

Till 30th Jun’20, the company has infused ~Rs.1.5bn towards equity
investment in HAM projects (equity infusion: Rs.550mn in Q1 FY21).
Equity requirement towards existing projects during FY21 is
estimated to be ~Rs.1.8bn and ~700mn in FY22E.

v' Faster than expected re-mobilization of labor is likely to aid company
in ramping-up operations. Also, timely receipt of appointed date in
pending HAM projects would support execution in H2 FY21. On
overall basis, we expect marginal (~5%) decline in revenues during
FY21 followed by strong 22% yoy growth during FY22E.

Our View v" Operating margin has remained at the elevated levels for the
company and expects to remain at ~15% going forward.

v" While order book remains strong, new project wins is crucial to
maintain growth momentum beyond FY22. Also, debtors from
certain private sector clients is crucial for improving working capital.

v" We have largely retained our revenue estimates for FY21 and FY22,
and the company is well placed to speed up execution as COVID
related impact settles. We have however increased our operating
Valuation margin estimates to 15% (in FY22).

v" Decent balance sheet position provide comfort. We maintain our
BUY rating for revised target of Rs.282 (Based on SOTP valuation).

Risk to our call v' Delay in appointed date in pending HAM projects.
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Exhibit 1: Result table (Standalone)
Y/e 31 Mar (Rs m) Q1FY21 Q1FY20 yoy(%) Q4 FY20 qgoq (%)

Revenue 2,979 5,261 (43.4) 6,229 (52.2)
Operating Profit 491 795 (38.2) 1,014 (51.5)
OPM(%) 16.5 15.1 138 bps 16.3 21 bps
Other Income 27 31 (13.2) 38 (30.0)
Depreciation (195) (176) 10.6 (208) (6.5)
Interest (122) (123) (0.8) (159) (23.2)
PBT 201 527 (61.8) 685 (70.6)
Tax (50) (183) (72.4) (172) (70.7)
Reported PAT 151 344 (56.1) 513 (70.6)

Source: Company, YES Sec - Research
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CON-CALL HIGHLIGHTS

v

HG Infra’s performance during Q1 FY21 got impacted largely due to disruptions led by
COVID-19 pandemic. However, its operations have resumed steadily and currently running
at ~70-80% efficiency levels. The management expects normalized execution by Sept'20-
end.

Operating margins have remained at an elevated level of 16.5% during Q1 FY21 led by higher
contribution from better margin HAM projects. The management have retained their
operating margin guidance of 15%-15.5% for FY21E.

Labour strength across project sites have improved to ~80% of the pre-covid levels. The
management expects full strength by Sept'20-end.

Order book at the end of Q1 FY21 stood at Rs.68.3bn with government/private clients
contributing 69%/31% respectively. Also, EPC projects formed 77% of the total order book
while balance is contributed by HAM projects.

As per the management, the competitive intensity among bidders in the road segment is high,
which has impacted order inflows for the company during YTD FY21. However, the
management is confident of securing projects worth ~Rs.35bn during FY21.

The company would focus on bidding for more of EPC projects going forward (targeting only
one HAM project worth ~Rs.10bn during FY21) and would like to maintain 75%:25% ratio
towards EPC: HAM projects. The company has already submitted bids for some certain
projects and awaiting their outcomes soon. Also, the company is selectively looking to
diversify in other segments of Railways and water infra. The Company is not looking to bid
for BOT Toll projects.

Among the major projects, the company has completed a) 60% execution in Gurgaon-Nuh
(Rajiv chowk), b) 28% in Hapur Moradabad, c) 33% in Delhi-Vadodara Package 4, d) 20% in
Narnual Bypass and e) 28% in Rewari Ateli Mandi HAM projects.

The Rewari Package 4 HAM project is awaiting financial closure and appointed date on the
same is expected by Oct’20. Also, the company expects receipt of appointed date in
Mancherial to Repallewada EPC Project (client: Adani Road Transport Ltd) in Aug’20. Entire
order book (current) is expected to come under execution during H2 FY21.

Till 30t Jun’20, the company has infused ~Rs.1.5bn towards equity investment in various
projects (infused:550mn in Q1 FY21). Equity requirement towards existing projects during
FY21 is estimated to be ~Rs.1.8bn and ~700mn in FY22E.

Gross Standalone debt at the end of June’20 increased to Rs.3.8bn (vis-a-vis ~Rs.3bn at the
end of Mar'20) largely due to certain unbilled amount and equity investment in HAM.
However, the management expects it to come down to ~Rs.3.2bn by FY21-end with higher
cash generation and normalization of working capital requirements.

Debtors/Creditors/Inventory at the end of Jun'20 stood at Rs.7.1bn/Rs.5.9bn/Rs.1.1bn
respectively. Receivables from NHAI is ~Rs.750 mn, IRB forms nearly Rs.1.5 bn, Tata Projects
is Rs.450 mn and GVK is Rs.160 mn. Debtors from private sector clients like IRB forms a
large chunk of total debtors and it is crucial for the Company to recover these payments
timely.

The company has incurred ~Rs.40mn towards capex during Q1 FY20 and has guided for
~Rs.500mn during FY21E.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 2
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Exhibit 2: Robust order book provides near-term revenue visibility
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Exhibit 3: EPC projects contribute 77% to the overall order book
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Exhibit 4: Regionally diversified order book
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Exhibit 5: Financial Summary (Standalone)

Y/e 31 Mar (Rs m) FY19 FY20 FY21E FY22E
Revenues 20,098 21,961 20,863 25,453
yoy growth (%) 44.3 9.3 (5.0) 22.0
Operating profit 3,032 3,424 3,073 3,819
OPM (%) 15.1 15.6 14.7 15.0
Reported PAT 1,236 1,657 1,389 1,860
Adjusted PAT 1,236 1,657 1,389 1,860
yoy growth (%) 46.6 34.1 (16.2) 33.9
EPS (Rs) 19.0 254 213 28.5
P/E (x) 10.1 7.6 9.0 6.7
EV/EBITDA (x) 4.6 41 4.9 3.8
Debt/Equity (x) 04 0.3 0.3 0.3
RoE (%) 20.6 224 15.6 17.8
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this report. This report is not directed or intended for distribution to, or
use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which
would subject YSL and associates to any registration or licensing
requirement within such jurisdiction. The securities described herein may or
may not be eligible for sale in all jurisdictions or to certain category of
investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.

YES Securities (India) Limited

Registered Address: Unit No. 602 A, 6th Floor, Tower 1 & 2,
Indiabulls Finance Centre, Senapati Bapat Marg, Elphinstone Road,
Mumbai - 400013, Maharashtra, India.

Contact Details: +91-22-71123123
Email: research@ysil.in | Website: https://yesinvest.in

DISCLOSURE OF INTEREST

Name of the Research Analyst : Alok Deora, Lokesh Kashikar

The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.

Sr.

No. Yes/No

Particulars

Research Analyst or his/her relative’s or YSL’s financial

interest in the subject company(ies) No

Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more securities of
2 the subject company(ies) at the end of the month No
immediately preceding the date of publication of the
Research Report

Research Analyst or his/her relative or YSL has any other
3 material conflict of interest at the time of publication of No
the Research Report

Research Analyst has served as an officer, director or

employee of the subject company(ies) e

YSL has received any compensation from the subject

company in the past twelve months No

YSL has received any compensation for investment
6 banking or merchant banking or brokerage services from No
the subject company in the past twelve months

YSL has received any compensation for products or
services other than investment banking or merchant
banking or brokerage services from the subject company
in the past twelve months

No

YSL has received any compensation or other benefits from
8 the subject company or third party in connection with the No
research report

YSL has managed or co-managed public offering of

9 securities for the subject company in the past twelve No
months
10 Research Analyst or YSL has been engaged in market No

] making activity for the subject company(ies)

Since YSL and its associates are engaged in various businesses in the financial
services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage
services or for any other product or services of whatsoever nature from the
subject company(ies) in the past twelve months or associates of YSL may have
managed or co-managed public offering of securities in the past twelve
months of the subject company(ies) whose securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more and/or
other material conflict of interest in the securities discussed herein.

Registration Nos.: CIN: U74992MH2013PLC240971 | SEBI Single
Registration No.: NSE, BSE, MCX & NCDEX: INZ000185632 | Member
Code: BSE - 6538, NSE - 14914, MCX - 56355 & NCDEX - 1289 |
MERCHANT BANKER: INM000012227 | RESEARCH ANALYST:
INHO00002376 | INVESTMENT ADVISER: INAOO0007331 |
AMFI ARN Code - 94338

Details of Compliance Officer: Name: Vaibhav Purohit,
Email id: compliance@ysil.in, Contact No-+91-22-33479208
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18
months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL") is a wholly owned subsidiary of YES BANK LIMITED. YSL is
a SEBI registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a
SEBI registered Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL
offers, inter alia, trading/investment in equity and other financial products along with various
value added services. We hereby declare that there are no disciplinary actions taken against YSL
by SEBI/Stock Exchanges.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.





