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Execution slackens; order flow a key monitorable

Poor project execution due to the extended monsoons is expected to contain
revenue growth at ~15% YoY for our infrastructure universe in Q2FY20.
EBITDA margins should hold firm, but earnings are forecast to decline 8%
YoY on higher interest, depreciation and taxes (post expiry of sec-801A
benefits). PNCL and HGIEL are likely to buck the trend with stronger
earnings. DBL, KNRC and PNCL saw order inflows in Q2 vs. nil wins for other
coverage stocks. We continue to prefer PNCL, HGIEL, KNRC and ASBL.
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Heavy rains dampen execution: \We expect moderate revenue growth of ~15%
YoY for our coverage stocks in Q2 as a strong, extended monsoon season has
hampered the pace of project execution. PNCL is likely to clock robust
revenue growth of ~70% YoY led by a high executable order backlog and low
base. EBITDA margins for our coverage look to be stable, barring a 300bps
YoY drop forecast for KNRC as its share of lucrative irrigation projects ebbs.

Order flow muted: Order inflows failed to revive after elections as expected,
due to land acquisition issues and delayed disbursals amid a change of guard at
various state governments. We believe NHAI awarding could pick up from
Nov'19 post elections in Haryana and Maharashtra, and expect ~5,000km to
be awarded in FY20 vs. NHAI's target of ~6,000km. The book-to-bill ratio for

road developers remains strong at 2.1-3.1x as on Sep’19 despite muted orders.

Higher effective tax rate to mar earnings: The discontinuation of section 80IA
benefits will raise tax rates for most road developers. We expect PNCL and
HGIEL to buck the trend with YoY earnings growth of 96% (low base) and 33%
(corporate tax cut benefits) respectively, while other players under our

coverage are headed for declines.

Gradual award of appointed dates a key positive: As at end-Sep”19, ADs for
only 13 of the 46 HAM projects won by our coverage universe were pending
from NHAI (vs. 19 as at end-Jun19), leading to a better executable order
backlog for most companies. Our management interactions suggest the balance

dates could be awarded in Q3 (9 projects) / Q4 (4 projects).

Stay selective: Execution visibility on the existing order backlog remains intact,

albeit with some lag due to delayed ADs, even as India’s road sector holds immense

opportunities. We stay selective and prefer PNCL, HGIEL, KNRC and ASBL.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda

Important disclosures, including any required research certifications, are provided at the end of this report.

RECOMMENDATION SNAPSHOT

Ticker Price  Target Rating
ASBLIN 98 185 BUY
DBLIN 376 610 BUY
HGINFRAIN 268 395 BUY
KNRC IN 208 360 BUY
PNCLIN 170 250 BUY
SADE IN 131 175 BUY

Price & Target in Rupees | Price as of 10 Oct 2019

ORDER BACKLOG as on Sep'19E*

Ticker Backlog Book-to-  Executable

(Rs bn) bill (x) (%)
ASBLIN 82.3 21 72.8
DBLIN 209.2 2.3 69.5
HGINFRAIN 52.3 25 52.7
KNRC IN 65.5 31 63.6
PNCLIN 120.0 29 83.4
SADE IN 94.0 27 72.4

Source: Company, BOBCAPS Research |

*Includes L1 projects
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FIG1- BOBCAPS INFRASTRUCTURE (ROADS) UNIVERSE: STANDALONE Q2FY20 ESTIMATES

Company Sales % change EBITDA % change EBITDA Margin (%) PBT Adjusted PAT % change EPS (Rs)
@m0 | e e me | % e e mmo | ™ %R | e pe rvo | maoe e mao |esoe e e | Y %R | o po o
ASBL 8,060 7,644 8,768 5.4 810 1,017 1,037 1,095 (1.9 @0 12.6 13.6 12.5 694 899 957 531 621 647 14.5) (17.9) 1.9 22 2.3
DBL 18,058 16,237 22,880 1.2 [@4R)] 3,259 2,815 4,121 15.8 (20.9) 18.0 17.3 18.0 800 954 1,607 600 832 1,252 27.9) (521 4.4 6.1 9.2
HGIEL 4,763 4,291 5,261 1.0 9.9 707 623 795 13.5 11.0) 14.9 14.5 151 420 379 527 326 246 344 32.8 52 5.0 3.8 53
KNRC 4,625 4163 4,646 n1 (0.9) 785 831 900 (5.6) (12.8) 17.0 20.0 19.4 365 453 589 300 450 477 (33.3) (37.0 21 32 34
PNCL 9,500 5,586 13,218 701 (28.1) 1,31 746 1,796 757 (27.0) 13.8 134 13.6 896 448 1,447 688 351 1,001 95.9 (31.3) 2.7 14 39
SADE 6,468 6,906 8,376 (6.3) (22.8) 784 833 1,046 (6.0) (251 121 121 12.5 281 383 534 210 383 395 451 (46.7) 12 22 2.3
Total 51474 44,828 63149 | 148  (185) | 7,863 6,886 9753 | 142  (19.4) | 153 154 154 | 3456 3515 5660 | 2,656 2,883 4016 | (7.9)  (355) 25 27 39
Source: Company, BOBCAPS Research

FIG 2 - QUARTERLY ORDER BACKLOG
Company Order backlog (incl. L1 projects) Book-to-bill ratio (TTM revenues; x)
(Rs mn) Q2FY20E Q2FY19 QIFY20 Q2FY20E Q2FY19 QIFY20
ASBL 82,318 97,637 90,378 2.1 37 24
DBL 2,09,243 2,39,351 1,90,290 23 2.8 2.1
HGIEL 52,304 48,822 57,103 2.5 29 2.7
KNRC 65,545 58,065 65,188 31 29 32
PNCL 1,19,970 119,525 118,850 29 49 3.2
SADE 94,039 137,432 1,08,097 2.7 39 31
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FIG 3 - KEY MONITORABLES DURING THE QUARTER

Company Comments

= Expect moderate revenue growth of 5.4% YoY due to onset of heavy monsoon. Significant contribution to the revenue
is expected from TOT EPC and under-construction HAM projects. Construction revenue to grow 6.4% YoY to Rs
7.6bn with higher contribution from roads at ~85% (~53% last year, ~82% in Q1) and balance from Power T&D. Order

Ashoka Buildcon inflows remained nil during the quarter
(ASBL) = Operating margins to decline ~100bps YoY (+10bps QoQ) to 12.6% due to favourable revenue mix last year
" Management expects decline in gross debt by ~Rs 1bn QoQ to ~Rs Sbn and stable interest cost QoQ

= Traffic across projects expected to fall due to slowdown in economy and heavy rainfall. On like-to-like basis, we expect

traffic to decline ~5% YoY

* Led by award of ADs, revenue projected to grow 11.2% YoY. ADs for remaining NHAI HAM projects of Bellary-
Byrapura and Nidgatta-Mysore expected by end-Oct19. So far, ADs received for 10 of 12 HAM projects

Dilip Buildcon = Wona Rs 21.2bn mining contract for overburden removal in Madhya Pradesh for a period of 1,552 days

DBL
( ) = Three projects completed ahead of schedule in FY20 YTD, entitling DBL to early completion bonus of Rs 913mn - of

this, Rs 379mn received in Q1 and remainder expected in Q2, pushing up EBITDA margin to ~18% (+70bps YoY)

= Effective tax rate (ETR) expected at ~25% post discontinuance of section 80IA benefits

= Expect moderate revenue growth of 11% YoY due to onset of heavy monsoon which hit Maharashtra project execution.

Strong execution is expected from Gurgaon-Soha HAM project and private EPC road projects

HG Infra Engineering Order inflows nil during the quarter

(HGIEL) = Management expects gross debt reduction of Rs 200mn-250mn QoQ to Rs 3.25bn-3.3bn. Finance cost likely to
remain flattish sequentially. Capex for the quarter guided at Rs 150mn-200mn

= With the change in corporate tax rate, ad). PAT to increase 33% YoY

= Expect modest revenue growth of 11% YoY due to monsoon-led execution slowdown (apart from three under-

construction HAM projects where execution remained strong)
= EBITDA margins to contract ~300bps YoY to ~17% as the share of high-margin irrigation projects dwindles

= Order inflows remained strong at ~Rs 17bn, largely from the irrigation segment (Rs 8.5bn contract for Palamuru

Rangareddy Lift Irrigation Scheme — Pkg-10 awarded in Q2 and expected to contribute ~Rs 300mn to revenue)

KNR Constructions = Recent termination of NHAI HAM project Meensurutti-Chidambaram (EPC cost of Rs 3.5bn) due to land acquisition

issues will not impact our earnings estimates. Equity invested stands at Rs 83.5mn, likely to be written off

(KNRC)
= Management expects decline in gross debt by ~Rs 1770mn QoQ to ~Rs 3.2bn (promoter contribution at ~Rs 2.05bn),
while interest cost likely to remain stable sequentially
= ETR to remain high at ~18% (0.6% last year) post discontinuance of section 80IA benefits, affecting earnings
= Claims of ~Rs 570mn associated with an old irrigation project from Orissa received in Q2; net receipt pegged at
~Rs 250mn (booked under exceptional income) and hence reported PAT to rise ~22% YoY
= Robust execution momentum to continue backed by award of ADs in six of seven HAM projects. Strong execution
expected in third-party EPC projects of Mumbai-Nagpur Super Expressway and Purvanchal Expressway
PNC Infratech = Margins forecast to remain unchanged sequentially
(PNCL) * Rs1.5bn arbitration award received during Q2 for Garh Mukteshwar-Moradabad road EPC project; net proceeds of

Rs 973mn booked under exceptional income to drive reported PAT up 370% YoY
= Won Rs10.6bn road EPC contract for construction of Lucknow Ring Road in Uttar Pradesh, to be completed in 36 months

= Traffic growth forecast to remain strong, albeit on a lower base
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Company Comments

= Expect 6.3% YoY decline in Q2 revenue due to delayed ADs (pending for two NHAI and 1 KSHIP HAM project) and
hence a low executable order backlog

= No order inflows during the quarter

Sadbhav Engineering = Discontinuance of section 80IA benefits to elevate the tax burden (new tax rate), likely leading to earnings decline of
(SADE) 45% YoY in Q2 (ETR nil last year)

= Terminated Bhimasar-Bhuj NHAI HAM project due to right-of -way issues (EPC cost of Rs 7.6bn), which depleted
the order backlog

= Key highlight is the conclusion of 100% stake sale in nine operational assets of SIPL (69.6% subsidiary of SADE) to
IndInfravit at EV of Rs 66.1bn. Deal likely to be concluded by mid-Nov'19

Source: Company, BOBCAPS Research

FIG 4 - QUARTERLY EBITDA MARGIN TREND
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Disclaimer

Recommendations and Absolute returns (%) over 12 months

BUY - Expected return >+15%
ADD - Expected return from >+5% to +15%
REDUCE - Expected return from -5% to +5%

SELL - Expected return <-5%

Note: Recommendation structure changed with effect from 1January 2018 (Hold rating discontinued and replaced by Add / Reduce)

Rating distribution

As of 30 September 2019, out of 77 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 47 have BUY ratings, 15 are rated ADD, 6 are
rated REDUCE and 9 are rated SELL. None of these companies have been investment banking clients in the last 12 months.

Analyst certification

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views about the
subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific

recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOBCAPS.

General disclaimers

BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited
and BSE Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries

engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.

BOBCAPSs activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INHOO0000040 valid till
03 February 2020. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZO00159332 dated
20 November 2017.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of
any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory

board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the
opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of

interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS's clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this

material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Obpinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed in

this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose
of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies discussed
in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment

banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.
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For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of

the equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the

Risk disclosure document before entering into any derivative transactions.

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed

in Canada or used by private customers in the United Kingdom.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS's prior written consent.

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014
The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.

BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company. BOBCAPS or its research analyst(s) or his/her
relatives do not have actual/beneficial ownership of one per cent or more securities in the subject company at the end of the month immediately preceding the date of

publication of this report.

The research analyst(s) has not received any compensation from the subject company in the past 12 months. Compensation of the research analyst(s) is not based on

any specific merchant banking, investment banking or brokerage service transactions.

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.

The research analyst(s) has not served as an officer, director or employee of the subject company.

BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS’s associates may have financial interest in the subject company. BOBCAPS's associates may hold actual / beneficial ownership of one per cent or more

securities in the subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject

company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in respect
of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a merger or
specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking or merchant banking or

brokerage services from the subject company in the past 12 months.

EQUITY RESEARCH 6 11 October 2019



