NBCC Ltd (nscc)

CMP: X 35 Target: ¥ 40 (14%) Target Period: 12-18 months

August 16, 2019

Await execution to pick up

NBCC'’s consolidated topline grew 2.0% YoY to % 1,891.1 crore, lower than
our estimate of ¥ 2,544.1 crore. EBITDA margins contracted 220 bps YoY to
1.4% in Q1FY20 due to a sharp contraction in real estate margins. PAT de-
grew 33.2% YoY to ¥ 48.9 crore mainly on account of lower topline growth
and sharp EBITDA margin contraction.

Consolidated order book at ¥ 85,000 crore

NBCC's consolidated order book (OB) at ~¥ 85,000 crore (~X 68,000 crore is
standalone OB) as of Q1FY20. Out of this, orders worth ¥35,000 crore are
currently under execution. On Delhi Redevelopment front, NBCC expects to
get approval on the revised drawings for Sarojini Nagar and Netaji Nagar in
the next few months. Furthermore, with regard to Netaji Nagar, Package-I
has already been awarded to Shapoorji Pallonji while the company has
started tendering process for Package-ll, lll and IV. While the management
has not given revenue growth guidance in FY20E, we have tone down our
revenues and now expect revenues to grow at 11.2% CAGR to ¥ 12,290.4
crore in FY19-21E on account of delay in execution of Redevelopment
projects.

NBCC not to invest own funds in stressed housing projects

NBCC was directed by the Supreme Court to take up project management
consultancy work and complete the stalled projects of Amrapali. The
balance completion cost for this project is at ¥ 8,500 crore. NBCC has been
vocal on these projects front that it will not infuse its own funds in the project
and would the execute the project to the extent the money is deposited by
supreme court. The management indicated that there is pending ¥4000 crore
receivables for already sold projects in Amrapali, which supreme court has
asked home buyers to deposit in next three to four months. The company is
expected to follow similar approach in Unitech project. On the Jaypee
Infratech projects, the company could participate in next expression of
interest. the management did elude that it will not risk its balance sheet while
intending to acquire the project.

Valuation & Outlook

While NBCC enjoys a unique business model and strong orderbook, delay
in commencement of its redevelopment projects has impacted execution
meaningfully. Hence, we cut our estimates sharply and now expect
consolidated revenues and PAT to grow at a CAGR of 11.2% and 9.0% to
¥ 12,290.4 crore and T 445.8 crore, respectively, in FY19-21E. Hence, we
downgrade the stock to HOLD despite the attractive valuation (14x FY21E
EPS) with a target price of ¥ 40/share (16x FY21E EPS).

Key Financial Summary (Consolidated)

T crore FY17 FY18 FY19E FY20E
Net Sales 7,424.7 6,941.6 9,943.0 9,914.9
EBITDA 405.0 422.3 365.1 286.8
EBITDA Margin (%) 5.5 6.1 3.7 2.9
PAT 354.7 354.7 375.1 329.1
EPS (%) 2.0 2.0 2.1 1.8
P/E (x) 17.8 17.8 16.8 19.1
EV/EBITDA (x) 9.9 9.0 4.5 11.4
P/B (x) 3.7 3.2 2.7 2.4
RoNW (%) 20.9 18.0 16.0 12.3
RoCE (%) 25.8 25.8 21.8 17.0
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Particular Amount (X crore)
Market Capitalization 6,300.0
Total Debt 0.0
Cash 4,654.8
EV 1,645.2
52 week H/L (%) 77/ 34
Equity capital 180.0
Face value 1

Key Highlights

®  Order book at ¥ 85,000 crore as of
Q1FY20

®  Overall, ¥ 35000 crore worth orders
are currently under execution

® NBCC eluded that it will not invest
own funds in the stressed housing
projects and risk its balance sheet

® Downgrade to HOLD with a target
price of ¥ 40/share

Research Analyst

Deepak Purswani, CFA
deepak.purswani@icicisecurities.com

Harsh Pathak
harsh.pathak@icicisecurities.com

FY21E CAGR FY19-21E
12,290.4 11.2%
445.1 10.4%
3.6
445.8 9.0%
2.5
14.1
6.0
2.0
14.3
19.6

Source: Company, ICICI Direct Research
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ﬂ Result Update | NBCC Ltd ICICI Direct Research
Exhibit 1: Variance Analysis (Consolidated)

Particular Q1FY20 Q1FY20E Q1FY19 YoY(%) Q4FY19 QoQ(%) Comments

Muted topline growth was on account of lower revenue growth

Net Sales 18911 25441 1,853.9 20 31817 391 in PMC division and lower revenues from real estate division
Other Income 50.6 45.0 44.2 14.5 55.9 -9.5

Material Consumed 0.3 12.6 2.2 -84.6 15.5 -97.8

Changes in Inventories of WIF -10.0 56.8 58.1 -117.1 70.0 -114.2

Expenditure in Piece rate Wor ~ 1,755.4  2,232.4 1,595.3 10.0 2,753.2 -36.2

Employee Benefit Expenses 82.9 61.1 71.3 1.3 75.4 10.0

Other Expenses 15.4 104.6 16.9 -8.8 71.6 -18.5

EBITDA 271 76.6 67.7 -59.9 157.8 -82.8

EBITDA Margin (%) 0.0 0.0 0.0 2 bps 0.1 4 bps EBITDA margins .contracted on account of sharp contraction in

real estate margins

Depreciation 2.0 0.2 1.3 59.1 0.2 1,022.2

Interest 2.7 0.4 0.9 181.9 0.4 NA

PBT 73.0 1211 109.6 -33.4 213.1 -65.7

Taxes 22.1 40.0 33.2 -33.3 70.5 -68.6

. PAT de-grew mainly on account of lower topline grwoth, sharp

PAT 48.9 75.5 73.2 -33.2 136.8
contraction in EBITDA margins

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

Particulars FY18 FY19 FY20E FY21E
old New % Change old New % Change Comments
Revenue 5,871.7 9,943.0 11,974.2 9,914.9 -17.2 15,9726  12,290.4 -23.1 We incorporate Q1FY20 performance
EBITDA 399.4 365.1 432.3 286.8 -33.7 696.5 445.1 -36.1
EBITDA Margin 6.8 3.7 3.61 2.9 -71.8bps 4.36 3.6  -73.9bps
PAT 333.6 375.1 416.6 329.1 -21.0 600.9 445.8 -25.8
EPS 1.9 2.1 2.3 1.8 -21.0 33 25 -25.8

Source: Company, ICICI Direct Research
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Conference call Highlights

e Order book update & awarding: NBCC’s consolidated order book (OB) is
at ~¥ 85,000 crore (~% 68,000 crore is standalone OB) as of Q1FY20. Out
of this, orders worth ¥35,000 crore are currently under execution.
Recently, NBCC de-scoped its Wadala project from 32000 crore to 3400
crore due to additional FAR not allowed by the Maharashtra
government, the value of this project has fallen to ¥ 400 crore

e Management guidance: As per the management, Q1 is traditionally a
slower quarter as budget approvals by the government happen during
this time. Hence, the financial performance was weak in Q1FY20. Also,
EBITDA margins were lower at 1.4% in Q1FY20. In terms of FY20E, the
company restrain from giving FY20 revenues guidance while it expect
its EBITDA margin to roll back to 4-5% trajectory in FY20E.

e Delhi redevelopment projects: As per the management, NBCC had
applied for approvals on revised drawings for Sarojini Nagar and Netaji
Nagar redevelopment projects in May, 2019. It expects to get these
approvals in the next few months. Furthermore, with regard to Netaji
Nagar, Package-l has already been awarded to Shapoor;ji Pallonji, while
tendering process for Package-ll, lll and IV has started. With regard to
Nauroji Nagar, it expects final announcement from the court on this
colony on August 21, 2019

e Amrapali & unitech project: The total estimated balance cost for the
Amrapali project is % 8,500 crore (including 8% PMC charges for NBCC).
The completion timeline for the project is four to five years. NBCC has
been vocal on these projects front that it will not infuse its own funds in
the project and would the execute the project to the extent the money
is deposited by supreme court. The management indicated that there is
pending 4000 crore receivables for already sold projects in Amprali,
which supreme court has asked home buyers to deposit in next 3-4
months. The company is expected to follow similar approach in Unitech
project.

e Jaypee Infratech bid: NBCC remains interested in bidding for Jaypee
Infratech project. As and when new expression of interest is called for,
NBCC will evaluate the opportunity and could bid for the project again.
Nonetheless, the management did elude that it will not risk its balance
sheet while intending to acquire the project

e (Cash on books: NBCC has ~% 1,000 crore cash on books at a standalone
level. Of this, ~¥ 900 crore as advances from customers. On a
consolidated level, NBCC has ~% 4,000 crore cash on books.

e Real estate projects: NBCC has T 800 crore completed real estate
inventory, which it hopes to liquidate soon. Additionally, it has ¥ 800
crore worth real estate projects under development.

e HSCC accounting: During Q1FY20, in HSCC, one of the recently
acquired subsidiaries of NBCC, four unidentified transactions amounting
% 1.9 crore were noticed in the process of reconciliation of various head
of accounts. NBCC has started appointment of forensic auditors and the
company has already taken provisions on this front

ICICI Securities | Retail Research 3
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Company Analysis

Exhibit 3: Order book remains strong
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Source: Company, ICICI Direct Research

Exhibit 4: Revenue contribution from PMC division Exhibit 5: PMC division EBIT and EBIT margins
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Exhibit 6: Revenue growth expected to remain strong
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Exhibit 7: EBITDA and EBITDA margin trend
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Exhibit 8: PAT growth trend
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Exhibit 9: RoE and RoCE trend
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Valuation & Outlook

While NBCC enjoys a unique business model and strong orderbook, delay
in commencement of its redevelopment projects has impacted executions
meaningfully. Hence, we cut our estimates sharply and now expect
consolidated revenues and PAT to grow at a CAGR of 11.2% and 9.0% to
¥ 12,290.4 crore and X 445.8 crore, respectively, in FY19-21E. Hence, we
downgrade the stock to HOLD despite the attractive valuation (14x FY21E
EPS) with a target price of ¥ 40/share (16x FY21E EPS).

Exhibit 10: Valuation metrics
RoCE

Sales  Growth EPS  Growth PE EV/EBITD  RoNW

Rer) (%) ®) (%) (x) (x) (%) (%)
FY17 7,424.7 81.2 2.0 215 17.8 9.9 20.9 25.8
FY18 6,941.6 -6.5 2.0 0.0 17.8 9.0 18.0 25.8
FY19E 9,943.0 43.2 2.1 5.8 16.8 4.5 16.0 21.8
FY20E 9,914.9 -0.3 1.8 -12.3 19.1 1.4 12.3 17.0
FY21E 12,290.4 24.0 2.5 35.5 14.1 6.0 14.3 19.6

Source: Company, ICICI Direct Research
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Exhibit 11: Recommendation History vs. Consensus
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Exhibit 12: Top 10 Shareholders

Rank Name Latest Filing Date % 0/S Position (m) Change (m)
1 Government of India 26-Jul-19  65.9% 1,186.7 -40.6
2 Life Insurance Corporation of India 30-dun-19  6.5% 117.9 0.0
3 Reliance Nippon Life Asset Management Limited 30-Jun-19 1.4% 24.8 -1.2
4 Goldman Sachs Asset Management (India) Private Ltd. 30-Jun-19 1.3% 23.3 -19.6
5 ICICI Prudential Asset Management Co. Ltd. 30-Jun-19 1.2% 21.8 -0.6
6  The Vanguard Group, Inc. 30-Jun-19 0.9% 15.5 -0.3
7 Nomura Asset Management Co., Ltd. 31-0ct-18  0.7% 12.4 0.1
8 HDFC Asset Management Co., Ltd. 30-Jun-19 0.4% 7.9 0.0
9 Norges Bank Investment Management (NBIM) 31-Dec-18 0.4% 1.1 7.1
10  BlackRock Institutional Trust Company, N.A. 31-Ju-19  0.4% 6.4 0.0

Source: Reuters, ICICI Direct Research

Exhibit 13: Recent Activity

Buys Sells
Investor name Value (m) Shares (m) Investor name Value (m) Shares (m)
Mitsubishi UFJ Trust and Banking Corporation 1.3 1.4 Government of India -25.2 -40.6
Wellington Management Company, LLP 1.1 1.2 Goldman Sachs Asset Management (India) Private Ltd. -17.0 -19.6
Baroda Asset Management India Ltd 0.8 0.9 Reliance Nippon Life Asset Management Limited -1.0 -1.2
IDFC Asset Management Company Private Limited 0.7 0.8  ICICI Prudential Asset Management Co. Ltd. -0.5 0.6
Aditya Birla Sun Life AMC Limited 0.7 0.8 Invesco Asset Management (India) Private Limited -0.3 -0.3

Source: Reuters, ICICI Direct Research

Exhibit 14: Shareholding Pattern

(in %) Sep-18 Dec-18 Mar-19 Jun-19
Promoter 68.2 70.6 68.2 68.2
Public 31.8 29.4 31.8 31.8
Others 0.0 0.0 0.0 0.0
Total 100.0 100.0 100.0 100.0

Source: Company, ICICI Direct Research
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Financial summary

Exhibit 15: Profit and loss statement

[ Crore) FY18 FY19 FY20E FY21E
Net Sales 6,941.6 9,943.0 99149 12,290.4
Total revenues 7,095.9 10,151.4 10,133.7  12,520.2
Raw Material Expense 5,993.5 9,105.2 9,085.7 11,172.9
Employee benefit expenses 326.4 326.4 396.6 491.6
Other Expenses 199.3 146.3 145.9 180.8
EBITDA 422.3 365.1 286.8 4451
Interest 24.9 0.6 0.6 0.6
Depreciation 5.1 4.4 4.5 4.6
Other income 154.3 208.4 218.8 229.7
PBT 547.2 568.9 500.8 670.0
Taxes 175.1 171.3 155.3 207.7
PAT 354.7 375.1 329.1 445.8
Adjusted EPS (Diluted) 2.0 2.1 1.8 25

ICICI Direct Research

[ Crore)

PAT

Depreciation

Interest

Others

Cash Flow before wc changes
Net Increase in Current Assets
Net Increase in Current Liabilities
Net CF from operating activities
(Purchase)/Sale of Fixed Assets
Net CF from Investing activities
Inc / (Dec) in Equity Capital

Net CF from Financing activities
Net Cash flow

Opening Cash

Closing Cash/ Cash Equivalent

FY18
354.7
5.1
24.9
(26.9)
532.9
(1,041.1)
855.0
239.3
(4.2)
200.6

(184.2)
255.6
1,271.6
2,481.9

2,172.9
2,481.9
4,654.8

FY20E
329.1
4.5
0.6
(202.9)
286.5
(783.1)
(1,185.7)
(1,831.5)
(4.0)
214.8

(1,622.7)
4,654.8
3,032.2

% crore @ Exhibit 16: Cash flow statement g crore

FY19E
375.1
4.4
0.6
(192.5)
364.9
(1,441.2)
3,222.1
1,968.5
(3.9)
204.5

FY21E
445.8
4.6
0.6
(213.9)
444.9
(1,723.6)
1,859.8
373.4
(4.0)
225.8

599.2
3,032.2
3,631.4

Source: Company, ICICI Direct Research

Exhibit 17: Balance sheet 3 crore

Source: Company, ICICI Direct Research

Exhibit 18: Key ratios

[ Crore) FY18 FY19E FY20E FY21E FY18 FY19E FY20E FY21E
Liabilities Per Share Data (3)
Equity Capital 180.0 180.0 180.0 180.0 EPS - Diluted 2.0 2.1 1.8 2.5
Reserve and Surplus 1,785.6 2,160.7 2,489.8 2,935.6 Cash EPS 2.0 2.1 1.9 2.5
Total Shareholders funds 1,965.6 2,340.7 2,669.8 3,115.6 Book Value 10.9 13.0 14.8 17.3
Total Liabilities 2,216 2,607 2,953 3,415
Assets Operating Ratios (%)
Gross Block 133.3 1317.2 141.2 145.1 EBITDA / Net Sales 6.1 3.7 2.9 3.6
Less Acc. Dep 12.4 16.8 21.3 25.9 PAT / Net Sales 5.1 3.8 3.3 3.6
Net Block 120.9 120.4 119.9 119.3 Inventory Days 87.2 69.0 88.7 88.9
Debtor Days 133.7 138.1 147.8 153.1
Investments 21.8 21.8 21.8 21.8 Creditor Days 157.4 86.2 84.4 88.4
Inventory 87.8 70.0 90.0 90.0 Return Ratios (%)
Sundry Debtors 2,542.6 3,761.4 4,015.7 5,155.3 RoNW 18.0 16.0 12.3 14.3
Loans & Advances - - - - RoCE 25.8 21.8 17.0 19.6
Cash & Bank Balances 2,481.9 4,654.8 3,032.2 3,631.4 Valuation Ratios (x)
Other Current Assets 2,257.81  2,257.81  2,257.81  2,251.81 EV / EBITDA 9.0 4.5 1.4 6.0
Total Current Assets 7,370.2  10,744.0 9,395.7 11,1345 P/E (Diluted) 17.8 16.8 19.1 14.1
EV / Net Sales 0.6 0.2 0.3 0.2
Trade Payable 3,529.6 5,860.0 4,685.0 5,820.5 Market Cap / Sales 0.9 0.6 0.6 0.5
Other Current Liabilities 3,344.23  4,166.16  4,156.34  4,823.99 Price to Book Value 3.2 2.7 2.4 2.0
Provisions 239.0 308.8 307.9 364.6
Other Financial Liabilities - - - Solvency Ratios (x)
Net Debt / Equity (1.3) (2.0) (1.1) (1.2)
Net Current Assets 1,837.7 2,229.7 2,575.8 3,038.8 Current Ratio 1.0 1.2 1.3 1.3
Total Assets 2,216 2,607 2,953 3,415 Quick Ratio 0.7 0.9 0.9 0.9
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
ICICI Securities | Retail Research 8
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Exhibit 19: ICICI Direct coverage universe (Construction)

Sector / Company CMP M Cap EPS (?) P/E (x) V/EBITDA (x) P/B (x) RoE (%)

) TPR) Rating [ Cr) FY19E FY20E FY21EFY19E FY20E FY21E FY19E FY20E FY21E-Y19E FY20E FY21EFY19E FY20E FY21E
NBCC (NBCC) 35 40 Hold 6300 21 1.8 25 168 191 141 45 114 60 27 24 20 160 123 143
Simplex Infra (SIMCON) 143 130 Reduce 842 208 198 289 69 72 49 62 58 54 04 04 03 6.1 53 6.9
NCC (NAGCON) 70 90 Buy 4118 93 69 90 73 99 76 4.1 53 45 09 08 07 119 82 98

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
ﬂlClCl( irect.com N l
Investmaen uo Your Fingertips Bﬂz“)ﬂ EE"V \
Icici Securmes Ltd. 7S STARMINE |
Ejm st Award 2012 ‘é:{-
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Deepak Purswani, CFA, MBA (Finance), Harsh Pathak, MBA (Finance), Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect
our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that
above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies
mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI Securities Limited is a Sebi registered
Research Analyst with SEBI Registration Number — INH000000990. ICICI Securities Limited Sebi Registration is INZ000183631 for stock broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank
and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on
www.icicibank.com

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the
securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as
such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment busil may make i decisions that are inconsi with the recomr i p d herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.
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