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JMC Projects (India) Limited

Beneficiary of positive sector outlook

Capital Goods Sharekhan code: JMC Stock Update

Summary

¢  We retain a Buy rating on JMC Projects with a revised price target of Rs. 83,
considering a positive outlook for the sector and favorable valuation.

¢ Road project awarding and construction activities increased during November 2020.
Toll project revenues are also rising robustly as reflected in FASTag and NHAI toll
collections.

¢ Bank credit deployment to roads sector has started improving with a healthy y-o-y
rise during September to November which should help execution of ongoing projects
and financial closure of new projects.

¢ Management expects restructuring and refinancing of BOT road assets to conclude
by FY2021-end,while asset divestment is expected to take time.

The improving outlook for the roads sector bodes well for companies such as JMC
Projects (JMC). The sector saw a strong rise in project awarding activity for FY2021 till
November with projects of 6764 km being awarded, up 2.1x y-o-y. Further, in November
2020, construction of projects grew 1.5x y-o-y to 1,251km. Additionally, December 2020
saw continued momentum in FASTag issuances with a 26% rise as compared to February
2020 while it was up 10.8% m-o-m. NHAI had also witnessed toll collections reaching
114% of pre-COVID levels in early November. The rising toll collections bode well for
asset monetisation and faster churning of capital for companies like JMC Projects.
Further, bank credit deployment in the roads sector has been rising since the start of
FY2021 with November witnessing an 8.1% rise respectively. The higher deployment of
bank credit to the road sector highlights easing of funding requirements for the sector
and would help improve execution of under-construction projects and financial closure
of newly-bagged projects. The government’s investments worth Rs. 111 lakh crore
envisaged over FY2020-FY2025 entails Rs. 20.3 lakh crore (18% share) investments in
the road sector. Hence, going ahead, the roads sector is expected to continue to witness
increasing tendering activity providing strong growth opportunities for companies like
JMC Projects. The company’s management remains optimistic on achieving upto 5%
y-o-y revenue growth in FY2021 with 10.5-11% OPM. It is also confident of restructuring
one of the two BOT road assets by March 2021 and hopeful to conclude thesecond
one too, which would ease debt repayment support of Rs. 70-80 crore per annum Post
restructuring of JMC road assets, its parent company KPTL may look to merge JMC
with itself. JMC’s order backlog was healthy at Rs. 14,227 crore translating to 4.5x its
TTM standalone revenues as on Q2FY2021. After considering the loss-funding of its
road assets, the standalone business is available at a P/E of 10.7x/9.3x on FY2022E/
FY2023E, which we believe provides further room for upside to investors. Hence, we
continue to maintain a Buy on the stock with a revised price target of Rs. 83.

Our Call

Valuation —Retain Buy with a revised price target of Rs. 83: JMC has rebounded well after
being severely hit by the COVID-19 led lockdown during Q1FY2021. Further, despite H1too
suffering the impact of COVID-19 JMC is optimistic of achieving positive revenue growth in
FY2021 and maintain a healthy OPM of 10.5-11%. The company also received strong order
inflows for YTD leading to strong order backlog, which provides healthy revenue visibility.
Improving road sector outlook bodes well for divestment of its BOT assets (remained a key
hangover due to weak macro environment) and continued loss funding of assets. However,
it has been able to reduce loss-funding of assets and has been actively looking for buyers,
which should aid significant de-leveraging of consolidated and standalone balance sheet.
After considering the loss-funding of its road assets, the standalone business is available
at a P/E of 10.7x/9.3x on FY2022E/FY2023E, which we believe provides a further room for
upside to investors. Hence, we continue to maintain a Buy on the stock with a revised price
target of Rs. 83.

Key Risks

Slowdown in domestic macroeconomic environment and higher loss-funding in theroads
segment can affect business outlook and earnings growth.

Valuations (Standalone) Rs cr
Revenue 3713 3855 4372 4825
OPM (%) 11 10.0 10.5 10.5
Adjusted PAT 158 106 151 173
% YoY growth 1.5 -32.9 41.8 14.8
Adjusted EPS (Rs.) 9.4 6.3 9.0 10.3
P/E (x) 7.3 10.8 76 6.7
P/B (x) 1.2 11 0.9 0.8
EV/EBITDA (x) 4.4 4.8 3.8 3.2
RoNW (%) 16.7 10.4 13.2 13.3
RoCE (%) 19.0 15.4 177 17.8

Source: Company Data; Sharekhan estimates
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Key indicators hint at better times ahead
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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 roads sector is
expected to witness Rs. 20 lakh crore investments in this period. Huge investments along with favourable government
policies are expected to provide strong growth opportunities for industry players. The road sector is recovering with
near pre-COVID level man-power strength and availability of materials post easing of restrictions after the COVID-19
pandemic led lockdown 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 NHAL.

B Company outlook - Optimistic for FY2021 but asset divestment to take time

The managementremained optimistic on positive revenue growth guidance for FY2021despite H1IFY2021getting affected
by COVID-19. The management is confident of achieving 10-11% OPM for FY2021 while H1IFY2021 OPM came in at 7.9%.
Order inflows on aYTD basis remained strong. However, the company’s BOT assets remain a key drag on valuation. The
company has invested Rs. 821 crore in road assets as of Q2FY2021 and has been loss-funding assets aggregating to Rs.
180 crore during FY2018-FY2020 (H1FY2021 has been nil due to moratorium availed). The environment for divestment
of road assets, especially non-profitable ones,has remained tough, which has led to company’s inability to divest it and
de-leverage the balance sheet. Hence, overall we see that though the standalone business is on improving trajectory,
delay in asset divestment and loss-funding of assets remain a key hangover on the stock.

B Valuation - Retain Buy with a revised price target of Rs. 83

JMC has rebounded well after being severely hit by the COVID-19 led lockdown during Q1FY2021. Further, despite H1
too suffering the impact of COVID-19 JMC is optimistic of achieving positive revenue growth in FY2021 and maintain
a healthy OPM of 10.5-11%. The company also received strong order inflows for YTD leading to strong order backlog,
which provides healthy revenue visibility. Improving road sector outlook bodes well for divestment of its BOT assets
(remained a key hangover due to weak macro environment) and continued loss funding of assets. However, it has
been able to reduce loss-funding of assets and has been actively looking for buyers, which should aid significant de-
leveraging of consolidated and standalone balance sheet. After considering the loss-funding of its road assets, the
standalone business is available at a P/E of 10.7x/9.3x on FY2022E/FY2023E, which we believe provides a further room
for upside to investors. Hence, we continue to maintain a Buy on the stock with a revised price target of Rs. 83.
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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 127 10.8 6.2 5.4 1.4 1.5 17 12.3
JMC Projects 76 6.7 3.8 3.2 0.9 0.8 13.2 13.3
KNR Constructions 19.3 16.8 8.4 75 23 2.0 127 12.9

Source: Sharekhan Research
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About company

JMC is a subsidiary of Kalpataru Power Transmission (that has a 67.19% stake in JMC).Kalpataru Power itself
is part of Kalpataru Group, a diversified conglomerate operating in businesses such as real estate, power
generation and transmission, construction of roads, factories, buildings, oil and gas infrastructure and agri-
logistics. JMC was incorporated in 1986, with its IPO hitting markets in 1994 and KPTL acquiring a controlling
stake in 2005. JMC is an infrastructure EPC player operating in verticals such as buildings and factories,
roads and flyovers, water and railways, industrial and power BOP. JMC also has four operational toll BoT
road projects. As of FY2019, JMC’s order book stood at Rs. 9,962 crore.

Investment theme

JMCis expected to be one of the beneficiaries of expected government spending on infrastructure over the
next five years.Strong order backlog of Rs. 9,702 crore, which amounts to 2.6x its TTM standalone revenue, is
skewed towards the growing infrastructure and buildings and factories segments, which comprises over 80%
of its order book. JMC has strong in-house execution capabilities, a quality balance sheet and healthy return
ratios. The company’s divestment of road BoTassets is a key positive, which will significantly deleverage its
consolidated balance sheet and halt loss-funding from the standalone balance sheet.

Key Risks
+ Slowdown in the domestic macro-environment can reduce order inflows affecting earnings.

¢+ Delay in exit from road BOT assets and increased lossfunding can negatively affect valuations.

Additional Data

Key management personnel

Mr. S.K. Tripathi Dy. Managing Director and Chief Executive Officer
Mr. Manoj Tulsian Whole Time Director and Chief Financial Officer
Samir Raval Company Secretary & Compliance Officer

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Kalpataru Power Transmission Ltd 6775
2 HDFC Asset Management Company Limited 919
3 Kotak Mahindra Asset Management Co 5.35
4 SHETH AJAY 3.93
5 SBI Funds Management Pvt Ltd 1.53
6 Arora Sanjeev 1.39
7 Edelweiss Asset Management Ltd 0.61
8 ICICI Prudential Asset Management 0.51
9 Dimensional Fund Advisors LP 0.09
10 Investor Education & Protection FD 0.08

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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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 significantincrease 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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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.
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