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PNC Infratech Limited

Keeping up the execution track record

Infrastructure Sharekhan code: PNCINFRA Result Update

Summary

4 Standalone execution was better than expected in Q4FY2021, while net earnings were in
line with estimates owing to a higher effective tax rate.

. The company is eyeing a 20% y-o-y revenue growth, OPM of 13.5-14% and order inflows
of Rs. 8000-9000 crore for FY22. The order book at Rs. 16,623 crore, 3.4x TTM revenues
provides strong revenue visibility.

. Company is in discussions with respect to asset divestment and expects valuation to be
arrived within a month post which due diligence is expected to start.

. We retain a Buy rating on PNC Infratech Limited (PNC) with an unchanged price target of
Rs. 300, owing to a strong order book and healthy earnings growth outlook.

PNC Infratech Limited (PNC) reported better-than-expected standalone execution for Q4FY2021
with OPM broadly in-line with estimates. However, a higher effective tax rate kept standalone net
profit in line with estimates. Standalone revenues grew 42% y-o-y to Rs. 1644 crore which was
higher than our estimate. The OPM expanded by 63 bps y-o-y to 14.1%, leading to a 48.7% y-o-y
rise in operating profit at Rs. 232.4 crore. Further, lower interest costs (led by lower mobilization
advance availed only for HAM projects at 4.25% from NHAI versus 8-10% for EPC projects), higher
other income (up 7% y-o-y), and lower depreciation led to an 89.1% y-o-y rise in profit before tax at
Rs. 205 crore. However, a higher effective tax rate (36.8% versus 29.7% in Q4FY2020) led to 70%
y-o-yrise in net profit at Rs. 129 crore, which was in line with our estimate. PNC received strong order
intake of Rs. 7,677 crore during FY2021 (over Rs. 3700 crore projects bagged in Q3). The company is
eyeing inflows of Rs. 8000-9000 crore of orders (it has bid for Rs. 8000 crore projects of which EPC
comprise 11 projects of Rs. 4500 crore and 3 HAM projects worth Rs. 3,500 crore) during FY2022.
Considering the projects in which it has received Letter Of Awards, the company’s order book
stands at Rs. 16,623 crore (3.4x TTM standalone revenues) providing strong revenue visibility over
the next two years. The management has guided for a 20% y-o-y growth in standalone revenues
for FY2022 with 13.5-14% OPM, not considering a third wave of COVID-19 infections. PNC has also
diversified into the irrigation and water supply sectors, which on an aggregate form “28% of the
order book. However, road projects would remain the company’s main focus area. The company
received PCoD for three projects in June 2021 while expects one project to receive in October 2021
and one by end of FY2022. The company has shown a decrease in standalone net cash surplus by
Rs. 79 crores and increase in consolidated net debt by Rs. 472 crore during Q4. Further, debtors’
days increased to 62 days from 55 days in Q3FY2021 and working capital days reduced to 51
days from 67 days in Q3FY2021. The company is in discussions with 2-3 investors for asset sale.
It expects valuation to be arrived within one month post which due diligence would start. For the
Aligarh-Ghaziabad project, for which it had signed share purchase agreement on April 1, 2021 with
Cube, it expects to receive an NoC from NHAI for change of ownership by month end. We have fine-
tuned our estimates for FY2022E-FY2023E factoring a higher execution run-rate and lower OPM.
PNC’s strong order backlog is expected to lead to strong 22% CAGR in net earnings over FY2021-
FY2023E. Hence, we retain our Buy rating on the stock with an unchanged price target of Rs. 300.

Key positives

. PNC continued to report strong execution.

. Robust order book offers strong revenue visibility.

. Strong cash & cash equivalents at both standalone and consolidated levels.
Key negatives

. Delay in asset monetisation plan.

Our Call

Valuation —Retain Buy with an unchanged price target of Rs. 300: We believe PNC is one of the
best picks in the road development sector on account of its strong execution capabilities, healthy
balance sheet, robust order book and prudent capital management. The company is one of the
key beneficiaries of the government’s continuous thrust on road sector. The company has been
strengthening its balance sheet with rising cash balances and improving working capital levels.
Further, fructification of asset divestment would further aid in strengthening its healthy balance sheet.
We have fine tuned our estimates for FY2022E-FY2023E factoring higher execution run-rate and a
lower OPM. PNC'’s strong order backlog is expected to lead to strong 22% CAGR in net earnings over
FY2021-FY2023E. Hence, we retain a Buy rating on the stock with an unchanged price target of Rs.
300.

Key Risks
Delay in execution of projects or inability to sustain operating margin remain key risk to our call.

Valuation (Standalone) Rs cr
Revenue 4,877.9 4,925.4 5,852.0 6,764.6
OPM (%) 15.7 137 137 14.1
Adjusted PAT 3496 361.9 4336 536.3
% YoY growth 50.6 3.5 19.8 237
Adjusted EPS (Rs.) 13.6 14.1 16.9 20.9
P/E (x) 18.1 17.4 14.6 1.8
P/B (x) 2.4 21 1.9 1.6
EV/EBIDTA (x) 8.2 9.3 7.8 6.6
RoNW (%) 15.0 13.3 13.9 15.0
RoCE (%) 16.8 13.9 14.6 15.5

Source: Company;, Sharekhan estimates
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Better-than-expected execution; PAT in-line due to higher tax

PNC Infratech Limited (PNC) reported better-than-expected standalone execution for Q4FY2021 with OPM
broadly in-line with estimates. However, a higher effective tax rate kept standalone net profit in line with
estimates. Standalone revenues grew 42% y-o-y to Rs. 1644 crore which was higher than our estimate. The
OPM expanded by 63 bps y-o-y to 14.1%, leading to a 48.7% y-o-y rise in operating profit at Rs. 232.4 crore.
Further, lower interest costs (led by lower mobilization advance availed only for HAM projects at 4.25% from
NHAI versus 8-10% for EPC projects), higher other income (up 7% y-o-y), and lower depreciation led to an
89.1% y-o-y rise in profit before tax at Rs. 205 crore. However, a higher effective tax rate (36.8% versus 29.7%
in Q4FY2020) led to 70% y-o-y rise in net profit at Rs. 129 crore, which was in line with our estimate.

Healthy growth outlook and asset monetization plans

PNC received strong order intake of Rs. 7,677 crore during FY2021 (over Rs. 3700 crore projects bagged in
Q3). The company is eyeing inflows of Rs. 8000-9000 crore of orders (it has bid for Rs. 8000 crore projects of
which EPC comprise 11 projects of Rs. 4500 crore and 3 HAM projects worth Rs. 3,500 crore) during FY2022.
Considering the projects in which it has received Letter Of Awards, the company’s order book stands at Rs.
16,623 crore (3.4x TTM standalone revenues) providing strong revenue visibility over the next two years. The
management has guided for a 20% y-o-y growth in standalone revenues for FY2022 with 13.5-14% OPM,
not considering a third wave of COVID-19 infections. PNC has also diversified into the irrigation and water
supply sectors, which on an aggregate form “28% of the order book. However, road projects would remain
the company’s main focus area. The company received PCoD for three projects in June 2021 while expects
one project to receive in October 2021 and one by end of FY2022. The company has seen a decrease in its
standalone net cash surplus by Rs. 79 crore and increase in consolidated net debt by Rs. 472 crore during
QA4FY21. Further, debtors’ days increased to 62 days from 55 days in Q3FY2021 and working capital days
reduced to 51 days from 67 days in Q3FY2021. The company is in discussions with 2-3 investors for an asset
sale. It expects valuation to be arrived within a month post which due diligence would begin. For the Aligarh-
Ghaziabad project for which it had signed share purchase agreement on April 1, 2021 with Cube, it expects to
receive an NoC from NHAI for change of ownership by month end.

Key Conference call takeaways

¢ Guidance: The company eyes 20% y-o-y revenue growth for FY2022 not considering the possibility of
third wave of COVID-19. OPM is expected to be 13.5-14%. It does not expect much impact of commodity
price rise owing to presence of inflation clause in HAM and EPC projects. The company expects Rs. 8000-
9000 crore order inflows for FY2022. The company will focus on roads and highways projects and will
not be bidding for high speed or elevated metro projects due to high competition. It has already forayed
into Jal Jeevan Mission projects with a JV and having 95% stake.

¢ Industry update: The MoRTH targets construction of Rs. 15 lakh crore projects over next two years. Under
National Infrastructure pipeline, 7300 infrastructure projects totalling Rs. 111 lakh crore are to be executed
by FY2025. Project awards stood at 10965 km in FY2021 versus 8948 km in FY2020. NHAI awarded 141
projects (2 BOT, 69 HAM, 70 EPC) totalling 4788 km in FY2021. NHAI plans to award Rs. 2 lakh crore
projects in FY2022. The toll collection reached 97% by March 2021. The toll revenues are expected to
increase from July 2021.

¢ Asset divestment: The company is in discussions with two to three investors for asset sale. It expects
valuation to be arrived within one month post which due diligence would start. For Aligarh Ghaziabad
project for which it had signed share purchase agreement on April 1, 2021 with Cube, it expects to receive
NoC from NHAI for change of ownership by month-end. The company has invested Rs. 410 crore in the
project and does not expect much variation in getting the amount.

¢ Equity investment: The equity requirement for 11 operational projects is Rs. 1460 crore, out of which it has
invested Rs. 600 crore as of March 2021. The balance Rs. 860 crore would be invested over next two to
three years from internal accruals.

¢ Order book: The company received Rs. 7,677 crore order inflows during FY2021. Including the projects
pending appointed dates, the current order book stands at Rs. 16500 crore (27% road EPC, 45% HAM,
28% water).
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¢ Leverage: Standalone networth stood at Rs. 2908 crore, debt Rs. 399 crore, cash Rs. 788 crore, Net cash
Rs. 389 crore and net debt to equity at 0.14x. The consolidated net worth stood at Rs. 3053 crore, debt Rs.
4188 crore, cash Rs. 1402 crore, net debt to equity at 1.37x.

¢ Capex: The company incurred a capex of Rs. 119 crore in FY2021 and will incur a capex of Rs. 125 crore in
FY2022.

¢+ Fund & non-fund limits: The fund based limits is Rs. 1000 crore out of which there is nil utilisation. The
non-fund based limit is Rs. 5000 crore out of which it has utilised Rs. 2800 crore. Retention money stood
at Rs. 200 crore while unbilled revenue is negligible.

¢+ Pending arbitration: The company has 3-4 projects under arbitration with a value of Rs. 1000 crore
majorly with NHAL.

¢+ Mobilisation advance: The company has a Rs. 255 crore mobilisation advance at a rate of 4.25% for HAM
projects from NHAI. It is not taking advance for EPC projects as interest rate is 8-10%.

* Receivables: Out of Rs. 839 crore receivables, Rs. 559 crore are SPV debtors.

Result Snapshot (Standalone) Rs cr
Particulars Q4FY2021 Q4FY2020 Y-0-Y % Q3FY2021

Net sales 1644.3 1157.9 42.0% 1322.4 24.3%
Other income 171 15.9 7.0% 24.3 -29.6%
Total income 1661.3 1173.9 41.5% 1346.7 23.4%
Total expenses 1411.9 1001.6 41.0% 143.9 23.4%
Operating profit 232.4 156.3 48.7% 178.5 30.2%
Depreciation 30.0 324 -7.3% 28.2 6.5%
Interest 14.8 31.6 -53.3% 15.3 -31%
Profit Before Tax 2047 108.3 89.1% 159.4 28.4%
Taxes 75.3 32.2 133.9% 56.2 34.0%
PAT 129.4 761 70.1% 103.2 25.4%
Exceptional items 0.0 0.0 0.0

Adj. PAT 129.4 761 70.1% 103.2 25.4%
No of equity shares 257 257 0.0% 257 0.0%
EPS (Rs.) 5.0 3.0 70.1% 4.0 25.4%
Margin (%) BPS BPS
OPM (%) 14.1% 13.5% 63 13.5% 63
NPM (%) 7.9% 6.6% 130 7.8% 7
Tax rate (%) 36.8% 29.7% 705 35.3% 152

Source: Company; Sharekhan Research
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Outlook and Valuation
B Sector view — Roads to remain one of key focus areas in government’s infrastructure spending

The government’s infrastructure investment is pegged at Rs. 111 lakh crore over FY2020-FY2025. The road sector
is expected to witness Rs. 20 lakh crore investments in the same period. Significant investments along with
favourable government policies is expected to provide strong growth opportunities for industry players. The road
sector is recovering, with manpower strength and availability of materials nearing pre-COVID levels post easing
of lockdown restrictions in the country. The industry is expected to see strong order inflows and an improvement
in execution run-rate from Q3FY2021 onwards. Working capital issues of the companies have been handled by
proactive payments from the NHAI.

B Company outlook - Strong growth outlook over FY2021-FY2023

The company is eyeing inflows of Rs. 8000-9000 crore of orders (it has bid for Rs. 8000 crore projects of which
EPC comprise 11 projects of Rs. 4500 crore and 3 HAM projects worth Rs. 3500 crore) during FY2022. Considering
the projects in which it has received Letter Of Awards, the company’s order book stands at Rs. 16,623 crore (3.4x
TTM standalone revenues) providing strong revenue visibility over the next two years. The management has
guided for a 20% y-o-y growth in standalone revenues for FY2022 with 13.5-14% OPM, not considering a third
wave of COVID-19 infections. PNC has also diversified into the irrigation and water supply sectors, which on an
aggregate form Y28% of the order book. However, road projects would remain the company’s main focus area.

B Valuation - Retain Buy with an unchanged price target of Rs. 300

We believe PNC is one of the best picks in the road development sector on account of its strong execution
capabilities, healthy balance sheet, robust order book and prudent capital management. The company is one of
the key beneficiaries of the government’s continuous thrust on road sector. The company has been strengthening
its balance sheet with rising cash balances and improving working capital levels. Further, fructification of asset
divestment would further aid in strengthening its healthy balance sheet. We have fine-tuned our estimates for
FY2022E-FY2023E factoring higher execution run-rate and a lower OPM. PNC’s strong order backlog is expected
to lead to strong 22% CAGR in net earnings over FY2021-FY2023E. Hence, we retain a Buy rating on the stock with
an unchanged price target of Rs. 300.
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Peer Comparison

P/E (x) EV/EBITDA (x) P/BV (x) RoE (%)
FY22E| FY23E| FY22E| FY23E| FY22E| FY23E| FY22E|  FY23E

PNC Infratech 14.6 1.8 7.8 6.6 1.9 16 13.9 15.0
KNR Constructions 19.6 16.0 10.6 8.8 2.8 2.4 15.7 16.5
Source: Sharekhan Research
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About company

PNC is an infrastructure construction, development, and management company, with expertise in the
implementation of projects including highways, bridges, flyovers, airport runways, industrial areas, and
power transmission lines. The company provides engineering, procurement, and construction (EPC) services
on a fixed-sum turnkey basis as well as on an item rate basis. Quite a few of the projects it executes and
implements are on Design-Build-Finance-Operate-Transfer (DBFOT), Operate-Maintain-Transfer (OMT),
and Hybrid Annuity Models (HAM). Since its corporatisation in 1999, it has executed 66 major infrastructure
projects spread across 13 states, of which 43 are road EPC projects. Currently, PNC has six BOT projects (both
toll and annuity) and one OMT project, which are operational. The company has 11 HAM projects, of which five
are under construction, one project has received PCOD, one project has financial closure achieved, and four
projects are awaiting appointed dates.

Investment theme

PNC is one of the best picks in the road development sector on account of its strong execution capabilities,
healthy balance sheet, robust order book, and prudent capital management.PNC has in-house manufacturing
capabilities providing it the ability to execute projects on time. The company’s strong order book along with
expected order inflows during FY2021 is expected to lead to strong earnings bounce back in FY2022. The
company is also looking at monetising its assets, which would further lighten its balance sheet and free up
equity capital for future projects.

Key Risks
¢+ Delay in the execution of projects affects net earnings.

¢ Weak macro environment leading to low visibility of project tendering affects business outlook.

¢ Increased interest rates, commodity prices, and tightening liquidity are inherent business risks.

Additional Data

Key management personnel

Mr. Pradeep Kumar Jain Chairman & MD

Mr. Naveen Kumar Jain Promoter

Mr. Chakresh Kumar Jain Managing Director & CFO
Mr. Yogesh Kumar Jain Managing Director

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 NCJ INFRSTURCTURE PVT LTD 9.65
2 Jain Yogesh Kumar 8.53
3 HDFC Asset Management Co. Ltd. 8.38
4 Jain Pradeep Kumar 8.03
5 JAIN NAVIN KUMAR 7.05
6 JAIN MADHAVI 7.02
7 ICICI Prudential Asset Management 4.98
8 Jain Chakresh Kumar 4.59
9 JAIN VAIBHAV 455
10 | JAIN ASHITA 3.07

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significant increase in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in 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 SHAREKHAN and affiliates 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.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst and SHAREKHAN further certifies that neither he
or his relatives or Sharekhan associates has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or
more in the securities of the company at the end of the month immediately preceding the date of publication of the research report
nor have any material conflict of interest nor has served as officer, director or employee or engaged in market making activity of the
company. Further, the analyst has also not been a part of the team which has managed or co-managed the public offerings of the
company and no part of the analyst’s compensation was, is or will be, directly or indirectly related to specific recommendations or
views expressed in this document. Sharekhan Limited or its associates or analysts have not received any compensation for investment
banking, merchant banking, brokerage services or any compensation or other benefits from the subject company or from third party
in the past twelve months in connection with the research report.

Either, SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.

Compliance Officer: Mr. Joby John Meledan; Tel: 022-61150000; email id: compliance@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com

Registered Office: Sharekhan Limited, 10th Floor, Beta Building, Lodha iThink Techno Campus, Off. JVLR, Opp. Kanjurmarg
Railway Station, Kanjurmarg (East), Mumbai — 400042, Maharashtra. Tel: 022 - 61150000. Sharekhan Ltd.: SEBI Regn. Nos.: BSE
/ NSE / MSEI (CASH / F&O / CD) / MCX - Commodity: INZ000171337; DP: NSDL/CDSL-IN-DP-365-2018; PMS: INPOO0O005786;
Mutual Fund: ARN 20669; Research Analyst: INHOO0006183;

Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.



