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Healthy cash flow generation, debt reduction... di i

About the stock: Sobha Ltd (Sobha) is a leading real estate player with ongoing OBHA

real estate projects with ~12.3 mn square feet (msf) of unsold saleable area and o
ongoing contractual projects aggregating to 4.8 msf in various stages of g
construction. As on Q1FY23, Sobha has delivered ~121+ msf of developable area. m :Q.
e Sobha has a real estate presence in 11 cities, viz. Bengaluru, Gurugram, Particular Amount (% crore) >
Chennai, Pune, Coimbatore, Thrissur, Kozhikode, Kochi, Trivandrum, Gift Market Capitalization 6,247 S
City and Mysore Total Debt (FY22) 2,533 g—
Cash and Inv. (FY22) 178 o
EV 8,601 ©
Q2FY23 Results: Sobha reported a steady operating performance with the key 52 week H/L R) 1045/ 480
highlight being healthy cash flows and debt reduction. Equity capital 4.8
Face value (%) 10.0

e Sales booking value at% 1164 crore (up ~13% YoY) with volume down 0.9%
YoY at 1.34 msf and sustained momentum in Bengaluru

Shareholding pattern

¢ On the financial front, reported revenues were down 14.4% YoY at % 667.3 Dec-21 Mar-22 Jun-22 Sep-22
crore, owing lower revenue recognition in the real estate segment, which Promoters 520 520 520  52.0
was down 28.5% at ¥ 444 crore. PAT was down 70% at ¥ 19.2 crore owing Dl 122 131 128 137

to lower revenues and profitability Flis 181 162 150 156
Other 17.8 18.8 20.2 18.8

e Sobha has managed to reduce its net debt position by ¥ 221 crore QoQ to

% 1888 crore (net D/E: 0.77x), aided by strong operating cash flows m -

-
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What should investors do? Sobha’s share price has grown at ~4% CAGR over the 333 w 16000 %
past five years given the debt and relatively muted sales momentum 600 " 12000 n;
—

e The consistency in sales volumes, collections and debt reduction is a ggg 8000 =]
positive surprise. We upgrade from HOLD to BUY rating 150 i 4000 T

. . 0 - T T T T T - 0 r—

Target Price and Valuation: We value Sobha at ¥ 750/share. 9295 8 Y IS
H 9 5 = e a e @
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Key triggers for future price performance: Sobha (LHS) —— Nifty Index o
@

e Robust ongoing & completed project with Z 5864 crore of potential cash flow Key Risks =
- ) S

e Huge captive land bank providing enough ammunition to expand overall Key Risk: (i) Slower debt reduction; S
residential sales volumes trajectory (i) Any weakness in sales n
momentum G

e  Further improvement in leverage =

Research Analyst

Bhupendra Tiwary, CFA
Alternate Stock Idea: Besides Sobha, we like Brigade Enterprise in the realty space. bhupendra.tiwary@icicisecurities.com

e A play on Bengaluru residential and commercial real estate Lokesh Kashikar
lokesh kashikar@icicisecurities.com

e BUY with a target price of ¥ 620

Key Financial Summary

X crore FY20 FY21 FY22 5 yr CAGR FY17-22 FY23E FY24E 2 yr CAGR FY22-24E
Net Sales 3753.9 2109.8 2730.9 4.1% 3025.9 3512.4 13.4%
EBITDA 1115.2 675.1 889.2 16.2% 530.3 682.8 -12.4%
EBITDA Margin (%) 29.7 32.0 32.6 17.5 19.4
PAT 281.7 62.2 116.8 -6.2% 202.0 323.8 66.5%
EPSR) 29.7 6.6 12.3 21.3 34.2
P/E (x) 23.3 105.4 56.1 32.5 20.3
EV/EBITDA (x) 8.8 14.2 10.3 16.8 13.4
RoNW (%) 11.6 2.6 4.7 1.6 11.2
RoCE (%) 20.0 12.3 17.9 10.6 13.2

Source: Company, ICICI Direct Research * FY23/FY24 margins are ex-IND AS
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Key business highlight and outlook

e Sales Performance: Sobha continued to report a robust sales performance
during Q2FY23 wherein the company sold 1.34 mn sq ft for ¥ 1,164 crore
(vs 1.36 mn sq ft for ¥ 1,145 crore in Q1FY23) largely aided by healthy
product demand and highest ever sales price realisation of ¥ 8,709 / sq ft
achieved during Q2FY23. This is despite interest rate hikes and increase in
unit prices. Additionally, sales volume has been in the range of 1.3 mn sq ft
for the past four to five quarters showing sustained demand post the Covid
impacted period. Bangalore, for a second consecutive quarter, has achieved
14+ mn sq ft of sale, contributing ~77.6% to sale volumes in Q2FY23 mainly
aided by a strong presence in the micro market. Bangalore is followed by
the Kerala, NCR and Ahmedabad region, which contributed 9.6%, 5.3% and
2.4%, respectively. Going forward, the company expects sales momentum
to continue with improving demand and newer launches with pre sales likely
to reach 3-3.5 mn sq ft during H2FY23 (vs. ~2.7 mn sq ft of pre-sales
registered in H1FY23)

* Real estate projects: Real estate revenue during Q2FY23 declined 28.5%
YoY and was at T 444 crore. Additionally, the company registered highest
ever cash inflow of ¥ 1,335 crore (up 46% YoY) aided by marked
improvement in construction activities while Sobha generated net operating
cash flow of ¥ 361 crore (up 104% YoY). Going forward, its balance
receivable from sold ongoing project inventory and completed projects was
at T 5,353 crore sufficient to cover 97% of the balance cost to complete the
ongoing projects offered for sale. Also, its unsold completed inventory was
at 0.19 mn sq ft, which is one of the lowest in the real estate sector

¢ Contracts portfolio: Sobha has delivered 57.23 mn sq ft of area since
inception across 26 cities via its contracts division. Currently, contractual
projects of 4.83 mn sq ft area are in various stages of construction, which is
mainly aided by securing a new project under non-Infosys contracts division
(in Q2FY23; development of office towers in Karle SEZ HUB spanning across
~1.74 mn sq ft area having an estimated value of contracts to the tune of
¥ 140 crore). Overall, contractual projects are mainly spread across
Bangalore (3.86 mn sq ft), Nagpur (0.41 mn sq ft), Sonepat (0.49 mn sq ft),
and Pune (0.07 mn sq ft) regions. During Q2FY23, contractual and
manufacturing vertical revenue was at ¥ 223 crore (up 41% YoY).
Collections, have been healthy at ¥ 253 crore, in line with higher site activity

o Realisation and margin: Average price realisation during Q2FY23 remained
elevated at X 8,709/sq ft (up 3.3% YoY). This is largely attributed to a better
product mix, improved sales in better regions, strong demand continuation,
healthy brand positioning and reduced discounts. However, margin was at
the moderated level of 15% during Q2FY23 owing to recognition of lower
margins in legacy contracts. Going forward, the management expects
margins to improve from here on with higher realisation and optimisation
of cost structure. Currently, margin in real estate is at 25% +

¢ Completed, new launches: Sobha completed projects of total 0.8 mn sq ft
saleable area in Q2FY23, which includes a) partial completion in Sobha HRC
Pristine, Sobha Dream Acres, Sobha Forest Edge in Bangalore, b) Sobha
meadows (Plot development) in Mysore and c) partial completion in Sobha
Gardenia in Chennai. Further, the company has launched three projects
during Q2FY23 with saleable area of 0.9 mn sq ft, which includes a) ‘Sobha
Insignia” in Bangalore, b) ‘Sobha Brooklyn — Town Park’ in Bangalore, c)
‘Sobha Meadows — Whispering Hill' in Trivandrum. Overall, a total of 2.90
mn sq ft of new residential projects were launched during H1FY23.
Additionally, the company has an inventory (ongoing) of ~12.3 mn sq ft and
a pan India launch pipeline (forthcoming) of 10.9 mn sq ft (to get launched
over the next few years; adequate for addressing the residential demand).
During H2FY23, the company is looking to launch projects with saleable
area of 4 mn sq ft. Currently, 113 projects of Sobha are registered under
RERA while all projects have received approvals

ICICI Securities | Retail Research 2
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o Diversification: Sobha entered Trivandrum city during Q2FY23 by launching
a project namely ‘Sobha Meadows — Whispering Hill’. Additionally, the
company is likely to expand its operations geographically to Hyderabad city,
which will make it the twelfth city for the real estate division’ operation

e Prices: As per the management, price hikes in future would be more on an
opportunistic basis despite healthy consumer demand as commodity prices
have softened, to some extent

o Debt: Sobha has managed to reduce its net debt position by ¥ 221 crore on
a QoQ basis while its net debt at the end of September 2022 was at ¥ 1,888
crore (net D/E: 0.77x). Also, the cost of debt has marginally increased to
8.57% during Q2FY23 (vs. 8.40% at FY22-end), despite 190 basis points rise
in repo rates in 2022. Going forward, the company’s strong focus remains
on reducing its debt with higher sales and better cash flow generation

ICICI Securities | Retail Research 3
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Exhibit 1: Sales volume, value, realisation trend

Particulars Q2FY22 Q3FY22 QY22 7 QIFv23 Q2FY23'y YoY  QoQ

Bengaluru Il |

Sales Volume (Sq ft) 7,98,353 9,58,814 9,32,215 I 10,60,172 10,37,368 | 29.9%  -2.2%

Average Realisation (3/sq ft) 7,050 1,524 1,58 8,090 8,751 | 24.2% 8.2%

Sale Value (% crore) 563 721 705 | 858 908 : 61.4% 5.9%
|

Coimbatore 1 :

Sales Volume (Sq ft) 16,970 14,770 4872 | 12,507 18,746 | 10.5%  49.9%

Average Realisation (3/sq ft) 5,480 6,635 7,389 : 7,836 7,308 1 33.4% -6.7%

Sale Value (3 crore) 9.3 9.8 3.6 I 9.8 13.7 1 47.3% 39.8%
I |

Pune 1 I

Sales Volume (Sq ft) 79,572 43,890 17,589 | 18,182 18,704 : -76.5% 2.9%

Average Realisation (/sq ft) 9,639 10,025 1,314 | 10,835 11,869 | 23.1% 9.5%

Sale Value (3 crore) 76.7 44.0 199 | 19.7 222 1-111%  12.7%
: I
I |

NCR I I

Sales Volume (Sq ft) 1,89,522 1,91,774 234123 | 1,68,901 71,458 I 62.3% -57.7%

Average Realisation (3/sq ft) 9,629 10,392 11,451 1| 10,941 11,755 : 22.1% 7.4%

Sale Value (% crore) 182.5 199.3 268.1 | 184.8 84.0 I -54.0% -54.5%
: I

Chennai . |

Sales Volume (Sq ft) 43,484 16,915 41,084 | 34,367 30,132 1-30.7% -12.3%

Average Realisation (3/sq ft) 5112 4,611 4,235 4,103 4,978 1.13.8%  21.3%

Sale Value (% crore) 25.1 1.8 174 | 14.1 15.0 : -40.2% 6.4%
|

Gift City 1 :

Sales Volume (Sq ft) 52,553 45,731 42,1M I 61,280 31,581 |-39.9% -48.5%

Average Realisation (I/sq ft) 5,785 6,428 6,359 : 6,984 7,821 1352% 12.0%

Sale Value (% crore) 30.4 29.4 21.2 I 42.8 247 1-18.8% -42.3%
! :

Kerala 1 :

Sales Volume (Sq ft) 1,68,409 50,783 69,825 | 3,302 1,28,839 |-23.5% 3801.8%

Average Realisation (3/sq ft) 8,521 7,030 9,853 | NA 1414 |-12.3% NA

Sale Value (3 crore) 143.5 3.7 68.8 I 16.6 96.3 1-32.9% 480.1%
: I

Total I 1

Sales Volume (Sq ft) 13,48,863 13,22,683 13,42,479 | 13,58, 13,36,828 | 0.9% -1.6%

Average Realisation (3/sq ft) 7,638 1,789 8,265 | 8,431 8,709 I 14.0% 3.3%

Sale Value (X crore) 1,030 1,047 1,10 N 1,146 _ _ 1164 13.0% 1.6%

Source: Company, ICICI Direct Research

Exhibit 2: Assumptions

Comments
Volume sold in msf FY18 FY19 FY20 FY21 FY22E FY23E FY24
Total 3.3 3.4 4.0 4.0 4.9 5.5 5.8

Source: Company, ICICI Direct Research
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Exhibit 3: Valuations

Particulars NAV
Zcrore I /share
Completed and Ongoing projects - incl. new phases 3140.6 331.3
New Launches 1170.1 123.4
Commercial assets 316.5 33.4
Other Land Bank (developable value: PV of post tax OCF ) 4310 454.6
Real Estate Business value 8937.2 942.7
Less:
Net debt (FY24) 2193 231.3
Real Estate equity value 6744.6 711.5
RE Value 6744.6 711.5
Construction Business (5x FY24E EV/EBITDA) 375 39.5
Total SoTP Valuation 7119 751
Rounded TP 750

Source: Company, ICICI Direct Research
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Financial summary

ICICI Direct Research

Exhibit 4: Profit and loss statement Z crore Exhibit 5: Cash flow statement g crore

X Crore)

Net Sales 2,

Growth (%)
Other income

Total revenue 2,

Raw Material Expense
Land cost

Employee benefit expenses
Other Expenses
EBITDA

Growth (%)

Interest

Depreciation

Other income

PBT

Taxes

Minoriy Interest

PAT after MI

PAT Growth rate
Adjusted EPS (Diluted)

FY21
109.8

80.6
190.4
928.2
254.4
1771
329.3
675.1

601.2
79.4
80.6
75.1
12.9

62.2
(71.9)
6.5

FY22
2,730.9
29.4
90.7
2,821.6
1,239.8
196.0
229.5
372.4
889.2
31.7
749.7
72.1
90.7
158.1
41.3

116.8
87.7
121

FY23E
3,025.9
10.8
90.7
3,116.6
1,856.8
202.0
241.9
391.0
530.3

(40.4)
271.0
73.9
90.7
270.1
68.1

202.0
73.0
21.0

FY24E
3,512.4
16.1
95.2
3,607.7
2,151.4
234.5
267.7
410.6
682.8
28.8
269.8
75.3
95.2
432.9
109.1

323.8
60.3
33.6

(X Crore)

Praofit after Tax

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
Dividend

Interest paid

Inc / (Dec) in Loans

Net CF from Financing activities

Net Cash flow
Opening Cash
Closing Cash/ Cash Equivalent

FY21
62.2
79.4
601.2
(88.2)
667.5
(59.2)
51.3
671.6
(44.3)
(91.7)
(66.4)
(310.6)
(75.1)
(452.1)

121.8
88.4
204.2

FY22
116.8
121
749.7
(32.0)
947.9
(390.3)
262.6
820.2
46.1
38.2
(0.0)
(33.2)
(291.6)
(559.4)
(884.2)

(25.9)
204.2
178.3

FY23E
202.0
73.9
271.0
(158.8)
462.2
915.6
(696.7)
681.1
(190.0)
(99.3)

(57.3)
(271.0)
(30.0)
(364.3)

211.5
178.3
395.8

FY24E
323.8
75.3
269.8
(204.3)
573.7
(94.4)
(273.2)
206.1
(25.0)
70.2

(91.9)
(269.8)
(100.0)
(461.7)

(185.4)
395.8
210.4

Source: Company, ICICI Direct Research

Source: Company, ICICI Direct Research

Exhibit 6: Balance sheet < crore Exhibit 7: Key ratios

(X Crore)
Liabilities
Equity Capital

Reserve and Surplus 2,
Total Shareholders funds 2,

Minority Interest

Total Debt 3,

Deferred Tax Liability
Total Liabilities
Assets

Gross Block 1,

Less Acc. Dep

Net Block

Goodwill on Consolidation
Capital WIP

Investments

Inventory 1,

Sundry Debtors

Loans & Advances 2,

Cash & Bank Balances

Total Current Assets 10,
Creditors 5

Provisions

Net Current Assets 4,

Total Assets

FY21

94.8
332.9
421.1

038.6
34.2
5,501

187.2
353.8
833.4

70.1

114.3
124.6
236.1
628.2
204.2

307.4
680.6

29.0
483.5
5,501

FY22

94.8
2,415.7
2,510.5

2,533.0
15.1
5,059

1,220.4
425.9
794.5

22.7

114.9
1,421.1
406.9
2,466.3
178.3

10,593.5
6,318.4
33.0
4,121.2
5,059

FY23E

94.8
2,560.4
2,655.2

2,503.0
15.1
5173

1,250.4
499.8
750.6

22.7
160.0

114.9
6,664.6
331.6
2,388.4
395.8

9,895.3
5,635.4
19.3
4,125.7
5173

FY24E

94.8
2,792.3
2,881.1

2,403.0
15.1
5,305

1,275.4
575.1
700.3

22.7
160.0

114.9
6,730.1
384.9
2,364.0
210.4

9,804.3
5,359.1
22.4
4,308.0
5,305

Source: Company, ICICI Direct Research
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FY21 FY22 FY23E FY24E
Per Share Data (%)
EPS - Diluted 6.5 12.1 21.0 33.6
Cash EPS 14.9 19.9 29.1 42.1
Book Value 252.1 260.7 275.7 299.8
Dividend per share 1.9 3.5 6.0 9.7
Operating Ratios (%)
EBITDA / Net Sales 320 32.6 17.5 19.4
PAT / Net Sales 2.9 4.3 6.7 9.2
Inventory Days 1,232.6 992.7 803.9 699.4
Debtor Days 40.9 54.4 40.0 40.0
Return Ratios (%)
RoNW 2.6 4.7 1.6 11.2
RoCE 12.3 17.9 10.6 13.2
RolC 11.4 16.7 9.9 12.3
Valuation Ratios (x)
EV / EBITDA 13.4 9.7 15.7 12.4
P/E (Diluted) 98.5 52.5 30.3 18.9
EV / Net Sales 4.3 3.1 2.8 2.4
Market Cap / Sales 3.0 2.3 2.1 1.8
Price to Book Value 2.5 2.4 2.3 2.1
Dividend yield 0.3 0.5 1.0 1.5
Solvency Ratios (x)
Net Debt / Equity 1.2 0.9 0.8 0.8
Debt / EBITDA 4.5 2.8 4.7 35
Current Ratio 1.7 1.6 1.7 1.8
Quick Ratio 0.5 0.5 0.5 0.5
Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavours 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%
ICICI direct u,\x::} INO 1 ‘
In.cu«vvrvu'o‘::rul Fingertips | BHQE{ER \ ;
ICICI Securities Ltd. FISTARMINE ¥ 1
‘ @l‘;‘awst»\-.wa'd 2012 A/
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, Bhupendra Tiwary, CFA, MBA, Lokesh Kashikar, MMS, 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 is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
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capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.
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interest in the securities or derivatives of any companies that the analysts cover.
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Our proprietary trading and investment busil may make i decisions that are inconsistent with the recommendations expressed 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, and 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
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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.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned in the report in the past

twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICIC| Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of one percent or more or other material
conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

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
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ICICI Securities | Retail Research 8



