Nesco Ltd (Nesco) 0 ICICI]

Research

CMP: X 624 Target: ¥ 800 (28%) Target Period: 12 months BUY
November 30, 2022

Exhibition business finally gets going! ... ” nesco

About the stock: Nesco Ltd (Nesco) is in the business of development and

management of commercial / IT-ITES Real Estate, Exhibition centre and foods m

[<})
—
business. It manages two commercial with leasable area of 1.75 msf (mn sq ft) and Particular Amount g
BEC spread over 0.6 msf. Market Capitalization 4,395 o
A f its lans, th h lined lan of ~x oA et 0 2
o s part of its gture_ plans, the company has outlined a ca_pex plan of ~ Cash & equivalent (FY22) 856 =
2400 crore to (i) build ~2.6 msf sq leasable area commercial Tower along EV 3540 ©
with a 350 keys 4-star Hotel and ii) refurbish and expand the BEC 52 week H/L (3) 686 / 502 g’
Equity capital 14.1 8

Face value 32

Update: Nesco business is finally seeing an improved outlook with pick up in

exhibition business and better occupancy at IT park .
Shareholding pattern

e Q2FY23 reported revenues were up 76.9% YoY at ¥ 142.9 crore. The Dec-21 Mar-22 Jun-22 Sep-22
exhibition revenues at ¥ 53.1 crore was up by ~25x YoY on a depressed Promoters 685 685 685 68.5
base, led by full-fledged resumption of exhibition. The IT park revenues DIl 4.3 4.4 4.3 4.1
were up 11.9% YoY at % 73.1 crore, with overall occupancy at Tower 4 is at Flls 22 20 20 21
~97% (vs. 92% in FY22), while IT Tower 3 is at ~90% (vs. 80% in FY22). Other 50 251 252 253
e EBITDA at< 100.1 crore, was up ~101% YoY driven by operating leverage, m
with margins at 70.7%, up 840 bps YoY and PAT at¥ 81.9 crore was up 86%
YoY, aided by strong operating performance. 900 20000
750 } 16000
. . . ot 12000
What should investors do? Nesco’s share price was up ~21% over the past five 450
years. 300 Ao
150 4000
o We maintain BUY rating to the company. With improved occupancies in IT oL 1,
park and recovery in exhibition business, earning recovery is likely to be 25 s 8N
sharp, going ahead. 2 § 2 g 2 g 2
Target Price and Valuation: We value Nesco at ¥ 800/share. Nesco (LHS) —— Nifty Index

Key Risks

Key Risk: (i) Any exit by key tenants

e We expect exhibition business to recover sharply to attain pre-covid run and failure to re-lease ii)Any further
rate. pandemic waves impacting the

Key triggers for future price performance:

exhibition business recovery
e Improving occupancy in the IT park segment and strategic sweet spot in Research Analyst
Goregaon micro market to provide sustained demand for current as well as

planned capex in medium to long term. Bhupendra Tiwary, CFA
bhupendra.tiwary@icicisecurities.com
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Lokesh Kashikar

Alternate Stock Idea: Besides Nesco, we like Phoenix Mills in the realty space . L
lokesh kashikar@icicisecurities.com

e A quasi play on consumption through malls

e BUY with a target price of 3 1775
Key Financial Summary

(X Crore) FY19 FY20 FY21 FY22 5 year CAGR FY17-22 FY23 FY24 2 year CAGR FY22-24
Net Sales (% crore) 360.9 431.7 291.1 337.9 1.0% 5145 610.7 34.4%
EBITDA (% crore) 232.8 278.2 185.7 219.6 0.1% 333.9 4028 35.4%
EBITDA Margin (%) 64.5 64.4 63.8 65.0 64.9 66.0
Net Profit (% crore) 180.4 233.9 172.5 189.2 1.2% 298.3 332.8 32.6%
EPS () 25.6 33.2 24.5 26.9 42.3 47.2
P/E (x) 24.4 18.8 25.5 23.2 14.7 13.2
Price / Book (x) 3.8 3.2 2.9 2.6 2.2 1.9
EV/EBITDA (x) 18.7 15.6 23.0 19.1 11.8 9.7
RoCE (%) 20.1 19.8 13.3 12.5 16.5 17.4
RoE (%) 15.4 17.2 11.3 1.1 15.1 14.6

Source: Company, ICICI Direct Research
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Key business highlight and outlook

BEC current status and expansion: With exit of MCGM, the company got
back the access to five exhibition halls and one banquet space dedicated to
BEC spanning ~6.1 lakh sq ft. The company has resumed exhibition from
August onwards and saw a strong traction which is visible in Q2FY23
revenues. We believe the order book is robust for the next couple of
quarters and pre-covid run rate of exhibition business is likely ahead. We
also highlight that while Jio convention centre has lapped up couple of
exhibition (which was originally done in Nesco), the overall demand remains
strong for exhibition needs and the current order book implies that there is
no major relative loss of revenues. On the expansion front, company intends
to demolish one of the factory shed and expand it for BEC (hall 6 with 450
car parks in the basement) for a capex of ~3125-130 crore (~10 months
would be required for completion) with net leasable area addition of ~1.5
lakh sqg feet. We expect this additional capacity to generate revenues from
FY25.

IT park status and expansion plans: NESCO is witnessing improved traction
for its IT park in terms of higher occupancies. The IT park revenues were up
11.9% YoY at X 73.1 crore, with overall occupancy at Tower 4 is at ~97%
(vs. 92% in FY22), while IT Tower 3 is at ~90% (vs. 80% in FY22). On the
expansion front, the company is currently in the approval phase for
commercial tower having ~2.6 mn sq ft of leasable area with a 350 keys
four-star hotel. The construction for the same is expected to begin by
H1FY24, which is likely to get completed over next 4.5 years (capex: ~%
2300 crore).

Hospitability plans and status: We highlight that given the huge demand for
F&B given the exhibition and presence of IT park employees., the company
has built 25,000 sq ft kitchen (NESCO Foods) that is capable of serving
~40,000 meals. The same is mandated for any exhibition in BEC, thereby
providing huge opportunity. As of now, the company has a food court and
has built four restaurants (two operational). The pick-up in revenue is likely
with increase in footfalls with pick-up in exhibitions and fairs. The company
has started a) outdoor catering services including weddings, corporate
events, seminars. The company intends to be a social gathering hub, in the
medium term and targeting annual revenue of ~% 100 crore over next 3-4
years.

Indabrator: Given its healthy order book and increased capacity of
abrasives, the segment is likely to remain steady

The balance sheet is strong with liquidity of ~% 1000 crore as of Q2FY23.

We like Nesco, given the prudent management pedigree, steady & planned
expansion across verticals funded largely through internal accruals and niche
profitable business model including foods/own events etc. Post a washout 2.5 years
for the exhibition business, we expect H2FY23 to witness full recovery to pre-covid
levels in the exhibition business. The IT Park business will also be boosted as the
occupancies have improved and further improvement over next couple of quarters.
We maintain BUY on the stock with a SoTP target price of ¥ 800/share (X 770, earlier).
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Financial summary

Exhibit 1: Profit and loss statement g crore Exhibit 2: Cash flow statement g crore

(X Crore) FY21 FY22 FY23E FY24E (X Crore) FY21 FY22 FY23E FY24E
Net Sales 291.1 337.9 514.5 610.7
Growth (%) (32.6) 16.1 52.3 18.7 Profit after Tax 172.5 189.2 298.3 332.8
Raw Material Cost 17.0 25.8 36.0 42.7 Depreciation 25.7 28.3 30.9 35.8
Employee Cost 16.0 13.4 21.6 25.6 Interest - - - -
Other Expenditure 72.4 79.1 123.0 139.5 Taxes 43.9 37.3 74.6 121
Total Operating Expenditure 105.4 118.3 180.6 207.9 Others 8.2 9.2 15.0 15.0
Cash Flow before wc changes 250.3 264.0 418.8 495.7
EBITDA 185.7 219.6 333.9 402.8 Net Increase in Current Assets (46.6) 5.6 4.3 4.8
Growth (%) (33.3) 18.3 52.1 20.6 Net Increase in Current Liabilities 40.3 (18.5) (10.5) (11.2)
Other income 64.6 44.5 55.0 63.0 Net cash flow from operating activi  199.4 213.1 338.1 371.2
Depreciation 25.7 28.3 30.9 35.8 Purchase of Fixed Assets (57.2)  (144.5) (57.9)  (290.0)
EBIT 224.5 235.7 357.9 429.9  Purchase of Investment - - - -
Interest 8.2 9.2 15.0 15.0 Sale of Investments (137.8) (36.3)  (153.0) (50.0)
PBT 216.3 226.5 372.9 444.9 Net Cash flow from Investing Activ  (195.0)  (180.8)  (211.0)  (340.0)
Tax 43.9 37.3 74.6 112.1 Interest paid (8.2) (9.2) (15.0) (15.0)
Rep. PAT 1725 1892 2983 3328  Other ; : : :
Exceptional items . _ . . Net Cash flow from Financing Activ (82) (321) (36.1) (50.2)
Adj. Net Profit 1725  189.2 2083 3328  NetCashflow (38 03 910 (130
Growth (%) (26.3) 9.7 57.7 11.5 Cash and Cash Equivalent at the beg 13.4 9.2 9.5 100.5
EPS (%) 24.5 26.9 423 472 Closing Cash & cash equivalents 9.2 9.5 100.5 81.5

Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research

Exhibit 3: Balance sheet < crore Exhibit 4: Key ratios

% Crore) FY21 FY22 FY23E FY24E FY21  FY22 FY23E  FY24E
Liabilities Per share data (%)
Equity capital 14.1 14.1 14.1 14.1 Reported EPS 24.5 26.9 42.3 47.2
Reserves & Surplus 1,515.1  1,683.6  1,960.8  2,258.4  CashEPS 28.1 30.9 46.7 52.3
Networth 1,529.2  1,697.7 19749 22725 BV pershare 217.0 2410 2803 3225
Loan Funds - R _ _ Revenue per share 41.3 48.0 73.0 86.7
Deferred Tax liability 35.9 31.4 31.4 31.4 Cash Per Share 1.3 1.4 14.3 12.4
Other financial liabilities 128.7 161.0 161.0 161.0  Operating Ratios (%)
Total Liabilities 1,693.8  1,890.1  2167.3 24648  EBITDAMargin 63.8 65.0 64.9 66.0
Assets PBT / Net Sales 74.3 67.0 725 72.9
Net Block 759.0 846.8 825.8 910.0 PAT Margin 59.2 56.0 58.0 54.5
Capital WIP 50.7 82.1 130.0 3000  Inventory days 9.3 8.1 14.0 14.0
Non-current Investments 685.5 649.3 649.3 649.3 Debtor days 311 20.1 101 1.2
Othe non-current assets 38.1 31.7 31.7 31.7 Creditor days 13.3 9.6 12.6 8.9
Loans 76.6 71.3 71.3 77.3  ReturnRatios ()

RoE 1.3 1.1 15.1 14.6
Inventories 74 75 197 234 RoCE 13.3 125 16.5 17.4
Trade Receivables 29.6 18.6 14.3 120 Rl 106 119 191 219
Cash & Bank Balances 9.2 9.5 100.5 g75 . Valuation Ratios (x)
Loans & Advances ) . . : P/E 255 233 14.7 13.2
Other current assets M1 52.0 39.8 33.6 EV/EBITDA 23.0 19.1 1.8 9.7
Total current assets 211.9 284.6 524.3 556.5 EV_ / Net Sales 14.7 12.4 11 6.4
Total Current liabilties 128.0 81.7 7.2 60.0 zglcfe:;f;‘:;z:':‘:) 29 26 22 19
Net Current Assets 83.9 202.9 453.1 496.5 Debt / EBITDA ] ) . -
Total Assets 16038 18901 21673 24648 o Debt/Equly n oy (02 02

Source: Company, ICICI Direct Research
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%
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

|/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)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst 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 and its analysts, persons reporting to analysts and their relatives are generally prohibited 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 busi 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
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.

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 ICICI 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
use would be contrary to law, regulation or which would subject ICICI Securities 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.
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