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Ashoka Buildcon Ltd

Mixed Q1; Asset divestment keenly awaited

Infrastructure Sharekhan code: ASHOKA
Reco/View: Buy © CMP: Rs. 76 Price Target: Rs. 100 N7
N Upgrade € Maintain ' Downgrade
Summary

¢ Weretain Buy on Ashoka Buildcon Limited (Ashoka) with a revised PT of Rs. 100. The EPC business
is significantly undervalued even after adjusting for HAM equity investments at 0.5x its P/B and
realty assets at 1x its P/B.

+ QI1FY2023 standalone execution beat estimates while OPM disappointed due to higher share of
low margin EPC revenues. Order inflows remained strong during FY2023 till date; Current, OB
stands at 3x its TTM standalone revenue.

* Managementtargets over Rs. 6,000 crore to Rs. 8,000 crore order inflow for the balance FY2023.
It lowered standalone revenue growth to 15-20%, and OPM to 9-10% for FY2023.

+ The SBI Macquarie exit along with completion of divestment in BOT assets in H2FY2023 would
lead to over 40% reduction in consolidated debt.

Ashoka Buildcon Limited (Ashoka) reported better than estimated standalone revenue (up 46.2%
y-o-y to Rs. 1,479 crore) while disappointed on OPM (down 208bps y-o-y at 9.8% affected by higher
revenue share from low margin EPC projects). Further, lower other income (down 34% y-o-y) led by
muted standalone net profit growth of 3% y-o-y at Rs. 104 crores. Consolidated revenue increased by
46.4% y-o-y to Rs. 1,879 crore (toll revenue up 38% y-o-y to Rs. 287 crore). Consolidated OPM stood
at 25.8% (lower 516 bps y-o-y), while net profit increased 68% y-o-y to Rs. 135 crores (aided by lower
tax). The company had a strong order inflow of over Rs. 2,700 crore during FY2023 till date with
the current order book (OB) at Rs. 15,355 crores (3x its TTM standalone revenue). The management
expects another Rs. 6000-8000 crore order inflows for the balance fiscal although it lowered its
standalone revenue growth guidance to 15-20% y-o-y (earlier 20-25%) and OPM to 9-10% (earlier 11-
12% led by higher costs and new projects bagged at lower margins). Its five projects sale deal with
Galaxy Investments and Chennai ORR project stake sale are likely to conclude by September 2022.

Key positives

+ Consolidated performance remained healthy, led by strong EPC execution, stable OPM, and lower
tax.

+ Order inflow for FY2023 till date remained strong at Rs. 2,700 crores, leading to a current order
backlog of Rs. 15,355 crores, 3x its TTM standalone revenue.

Key negatives

+ Standalone OPM at 9.8% came in lower than our estimate, affected by higher contribution from lower
margin EPC projects vis-a-vis HAM projects.

+ Standalone net debt increased by Rs. 376 crore g-0-q to Rs. 862 crore led by delays in collections.
Management Commentary

+ The five BOT asset sale transaction is expected to complete by September 2022. It had invested Rs.
2200 crore as equity and debt support while it would receive Rs. 1337 crore. The proceeds would
be used to provide an exit to SBI-Macquarie in ACL. The tax benefit of capital loss in the transaction
would accrue to ACL.

+ In Chennai ORR project, ABL would receive Rs. 450 crores (Rs. 250 crore repayment of loan, Rs. 200
crore for 50% stake). The project has around Rs. 650 crore debt, Rs. 189 crore equity, and Rs. 250
crore funding support given by ABL.

+ ltisstillin discussion to sell the Jaora Nayagaon project and expects to close the deal within a week
or two.

Revision in estimates — We have fine-tuned our earnings estimates for FY2023/FY2024.
Our Call

Valuation — Retain Buy with a revised PT of Rs. 100: Ashoka has picked up its EPC execution although
its operating margins are expected to remain muted owing to increased costs and accretion of new
projects at lower margins to penetrate new business verticals. The company continues to maintain a
strong order book position which along with healthy order intake expected would continue to provide
healthy revenue visibility. It would also be de-leveraging its consolidated balance sheet significantly
with completion of asset sale deals in H2FY2023. At the CMP, EPC business is valued at just little over
2x its P/E on FY2024E earnings, even after valuing its HAM project investments at 0.5x its P/B and realty
assets at P/B (current market value is 2x). We expect the company to be re-rated as it completes the
SBI-Macquarie exit and couple of other asset deals in FY2023. Hence, we retain Buy on the stock with a
revised price target (PT) of Rs. 100.

Key Risks

Delay in execution, sustained lull in project tendering, and delay in asset monetisation can lead to net
earnings downgrade.

Valuation (Consolidated) Rs cr
Revenue 4,9917 5,945.8 7,053.9 8,206.5
OPM (%) 30.8 29.2 270 25.5
Adjusted PAT 276.2 452.6 501.3 588.9
% YoY growth 671 63.8 10.8 17.5
Adjusted EPS (Rs.) 9.8 161 17.9 210
P/E (x) 7.8 4.8 4.3 37
P/B (x) 35 1.6 12 0.9
EV/EBITDA (x) 4.8 2.9 27 2.5
RONW (%) 53.4 453 31.2 28.0
RoCE (%) 21.0 26.4 28.0 25.9
Source: Company; Sharekhan estimates
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Healthy consolidated performance; Standalone OPM lagged

Ashoka Buildcon Limited (ABL) reported 46.4% y-o-y growth in consolidated revenue to Rs. 1879 crore. The
standalone net revenue grew by 46.2% y-o-y at Rs. 1479 crore which was 22% higher than our estimate. The
toll revenues were up 38.3% y-o-y at Rs. 288 crores. The consolidated OPM contracted by 516 bps y-o-y
(-147bps g-o0-q) to 25.8% leading to 22% y-o-y growth in consolidated operating profit at Rs. 484 crores. The
standalone OPM contracted by 208bps y-o-y (-25bps g-0-q) to 9.8% which was lower than our estimate of
11.5%. The standalone operating profit rose by 20.6% y-o-y to Rs. 145 crore. Strong revenue growth along with
a lower effective tax rate (31.1% vs 37.3% in Q1FY2022) led to 68% y-o-y growth in consolidated net profit at Rs.
135 crores. Lower standalone OPM y-o-y along with lower other income (down 34% y-o-y) led to standalone
net profit growth of just 3% y-o-y at Rs. 104 crores (which was 11% lower than our estimate).

Key Conference Call Takeaways

¢ Guidance: The company expects to bag another Rs. 6000 crores to Rs. 10,000 crore orders during the
balance fiscal year. It lowered its standalone revenue growth guidance to 15-20% y-o-y as against earlier
guidance of 20-25% y-o-y growth for FY2023. It also lowered its standalone OPM guidance to 9-10% for
FY2023 versus earlier guidance of 11-12%. The lower OPM guidance is on account of an increase in costs
and some projects taken at lower margins to enter new business verticals.

+ Sale agreement for five assets: it had entered into an agreement with Galaxy Investments (KKR affiliated
entity) for the sale of 5 operational BOT assets for Rs. 1337 crores. The company had invested Rs. 2200
crore as equity and debt support. The transaction is expected to complete by September 2022. The
proceeds would be used to provide an exit to SBI-Macquarie in ACL. The tax benefit of capital loss in the
transaction would accrue to ACL.

¢ Chennai ORR sale: It executed SPA with National Investment and Infrastructure Fund (NIIF) for 100%
stake sale in the Chennai ORR project for Rs. 686 crore. ABL would receive Rs. 450 crores (Rs. 250 crore
repayment of the loan, Rs. 200 crore for 50% stake). Chennai ORR project has around Rs. 650 crore debt,
Rs. 189 crore equity and Rs. 250 crore funding support given by ABL.

¢ Jaora Nayagaon project sale: It is still in discussion to sell Jaora Nayagaon project and expects to close
the deal within a week or two. The project has Rs. 287 crore equity and Rs. 165 crore term loan.

¢ Equity requirement for HAM projects: Out of Rs. 1354 crore equity requirement, it has invested Rs. 1107
crore as on June 2022. The balance of Rs. 247 crore equity would be invested as follows Rs. 163 crore in
FY2023 and Rs. 84 crores in FY2024.

¢ Order book: The order book as on Q1FY2023 end was Rs. 14,780 crores while current order book is Rs.
15,355 crores giving healthy revenue visibility going ahead.

¢+ Debt: The consolidated debt stood at Rs. 7127 crore comprising project debt of Rs. 6015 crore (of which
project debt of 5 BOTs is Rs. 3014 crore), NCD at ACL level Rs. 250 crore and standalone debt of Rs. 862
crore. The standalone debt increased from Rs. 486 crore in Q4FY2022 to Rs. 862 crore on account of
delay in collections which generally happens during H1 of fiscal year. It received Rs. 100 crore during early
July 2022. The standalone working capital debt stood at Rs. 674 crores which is expected to decrease to
Rs. 400-450 crore by the Q2FY2023 end.

¢ International orders: The company is focusing on African regions. It has an independent vertical for
overseas projects which are funded by World Bank. International orders are fixed price contracts with
better margins and the company benefits from dollar appreciation.

¢ Capex: It incurred Rs. 15 crores capex during Q1IFY2023 and expects to incur Rs. 120-150 crore in FY2023.

¢ Balance sheet items: The debtors stand at Rs. 1000 crore as against advances of Rs. 442 crores, payables
at Rs. 847 crores, Unbilled revenues (work-in-progress) at Rs. 1200 crore, Inventory Rs. 120 crores and
retention money at Rs. 183 crores.
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Results (Consolidated) Rs cr
Particulars Q1FY2023 Q1FY2022 Y-0-Y % Q4FY2022
Net Revenue 1878.6 1283.2 46.4% 1957.3 -4.0%
Other income 374 270 38.4% 99.7 -62.5%
Total income 1915.9 131041 46.2% 2057.0 -6.9%
Total expenses 1394.6 886.3 57.3% 1424.4 -2.1%
Operating profit 484.0 396.8 22.0% 532.9 -9.2%
Depreciation 841 63.0 33.5% 171 -28.2%
Interest 250.0 240.2 41% 259.3 -3.6%
Exceptional items 0.0 0.0 0.0
Profit Before Tax 187.3 120.7 55.2% 256.2 -26.9%
Taxes 58.3 45.0 29.5% 353 65.1%
PAT before MI/JV 129.0 757 70.4% 220.9 -41.6%
Minority Interest/JV Inc. -5.6 -4.5 23.2% -5.0 10.6%
Reported PAT 134.6 80.2 67.7% 225.9 -40.4%
Adjusted PAT 134.6 80.2 67.7% 225.9 -40.4%
No. of equity shares 281 281 0.0% 281 0.0%
EPS (Rs.) 4.8 29 67.7% 8.0 -40.4%
bps bps
OPM (%) 25.8% 30.9% -516 27.2% -147
NPM (%) 7.2% 6.3% 91 11.5% -438
Tax rate (%) 311% 37.3% -616 13.8% 1735

Source: Company; Sharekhan Research
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Outlook and Valuation
B Sector View — Roads to remain one of the key focus areas in the 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 during the same period. Huge investments along
with favorable government policies are expected to provide strong growth opportunities for industry players.
Road construction and award activities are expected to gather pace over the next two quarters with NHAI
targeting to award Rs. 2.25 lakh crore projects in FY2022 and road ministry aiming for Rs. 15 lakh crore
project construction over the next two years.

B Company outlook — Strong revenue growth and order inflow outlook

The company has received over Rs. 2,700 crore in order inflows from April 1, 2022, till date. Current Order book
at Rs. 15,355 crore, provide healthy revenue visibility going ahead. The company expects to bag another Rs.
6000 crores to Rs. 8,000 crore order inflows for balance fiscal year. It expects standalone revenue to grow
by 15-20% y-o-y for FY2023 while OPM are expected to be in the range of 9-10%. The company expects to
complete the transaction of the five-asset deal with Galaxy Investments by September 2022. The company
would also complete a stake sale in Chennai ORR project by September 2022 and is in discussions for exit in
Jaora Nayagaon project. Consolidated debt is expected to reduce significantly post completion of the five-
asset sale deal, which includes increased debt for HAM projects.

B Valuation — Retain Buy with a revised PT of Rs. 100

Ashoka has picked up its EPC execution although its operating margins are expected to remain muted owing
to increased costs and accretion of new projects at lower margins to penetrate new business verticals. The
company continues to maintain a strong order book position which along with healthy order intake expected
would continue to provide healthy revenue visibility. It would also be de-leveraging its consolidated balance
sheet significantly with the completion of asset sale deals in H2FY2023. At the CMP, EPC business is valued
at just a little over 2x its P/E on FY2024E earnings, even after valuing its HAM project investments at 0.5x
its P/B and realty assets at P/B (current market value is 2x). We expect the company to be re-rated as it
completes the SBI-Macquarie exit and a couple of other asset deals in FY2023. Hence, we retain Buy on the
stock with a revised price target (PT) of Rs. 100.
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Peer Comparison

P/E (x) EV/EBITDA (x) P/BV (x) RoE (%)
FY23E| FY24E| FY23E| FY24E| FY23E| FY24E| FY23E| FY24E

PNC Infratech* 12.3 1.2 6.9 6.3 17 1.5 14.9 14.2
Ashoka Buildcon 4.3 37 27 25 1.2 0.9 31.2 28.0
KNR Constructions* 18.4 16.6 10.3 9.4 2.8 24 16.7 15.8

Source: Sharekhan Research
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About company

Ashoka is a leading EPC company with over four decades of experience. Apart from road EPC, other business
verticals include roads BOT (annuity/hybrid annuity), power distribution, and city gas distribution. The
company has constructed 10,000+ lane kms and is present in 18 states. The company has 23 operational
plus under-construction BOT projects. The company employs over 4,000 employees and has an equipment
bank of 2,500 numbers.

Investment theme

We believe massive infrastructure investment, particularly in roads and railways, provides an opportunity for
strong order inflow for Ashoka, considering its presence in both road, railways, and power segments. Ashoka
provides a unique opportunity to play in the road construction sector (both as a developer and EPC player).
Further, with its strong order book position and asset monetization on the anvil, the company is expected to
report strong net earnings growth along with an improved balance sheet.

Key Risks

+ Delay in execution of hybrid annuity projects can negatively affect the financials and valuation multiple
of the company.

¢ Weak economic environment leading to lower traffic growth and lower project awards.

¢ Inability to monetize assets.

Additional Data

Key management personnel

Mr. Ashok Katariya Chairman

Mr. Satish Parakh Managing Director
Mr. Sanjay Londhe CEO (Projects)

Mr. Ashish Katariya MD of ACL

Mr. Paresh Mehta Chief Financial Officer

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 PARAKH SHOBHA 13.55
2 Katariya Ashok M 10.61
3 KATARIYA ASHISH ASHOK 9.32
4 HDFC Asset Management Co. Ltd. 9.24
5 Reliance Capital Trustee Co. Ltd. 763
6 KATARIYA ASHA ASHOK m
7 Parakh Satish D 4.02
8 KATARIYA ASTHA ASHISH 3.99
9 ICICI Prudential Asset Management Co. 3.58
10 L&T Mutual Fund Tustee Ltd./India 3.03

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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Understanding the Sharekhan 3R Matrix

Right Sector
Positive

Neutral

Negative

Right Quality

Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

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: Ms. Priya Sonavane; 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, The Ruby, 18th Floor, 29 Senapati Bapat Marg, Dadar (West), Mumbai—400028,
Maharashtra, INDIA, Tel: 022-67502000 / Fax: 022-24327343. Sharekhan Ltd.: SEBI Regn. Nos.: BSE / NSE / MSEI (CASH / F&O
/ CD) / MCX - Commodity: INZO00171337; 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.
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