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Highlighted Companies

KNR Constructions Ltd

REDUCE, TP Rs235, Rs260 close

We believe KNC Constructions trades at
an expensive valuation (standalone 8.9x
FY25F EV/EBITDA vs. five-year median of
7.3x), considering the slim order book and
likely weak order inflow in FY24F.

NCC Ltd

REDUCE, TP Rs107, Rs171 close

We believe NCC trades at an expensive
valuation (standalone 7.9x FY25F
EV/EBITDA vs. five-year median of 6.1x).
PNC Infratech Ltd

HOLD, TP Rs337, Rs349 close

PNC Infratech trades at 6.6x EV/EBITDA
FY25F (standalone), a tad above the five-
year median (5.5x). We value its EPC
business at 6x FY25F EV/EBITDA.

Summary Valuation Metrics

P/E (x) Mar24-F Mar25-F
KNR Constructions Ltd 13.05 13.28
NCC Ltd 13.9 12.39
PNC Infratech Ltd 18.8 15.72
P/BV (x) Mar24-F Mar25-F
KNR Constructions Ltd 2.22 1.91
NCC Ltd 1.55 1.39
PNC Infratech Ltd 1.89 1.69
Dividend Yield Mar24-F Mar25-F
KNR Constructions Ltd 0.24% 0.24%
NCC Ltd 0.4% 0.46%

PNC Infratech Ltd 0.22% 0.24%
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Construction
3QFY24 results preview

m We expect ~10% yoy growth in 3QFY24F EPC sales of companies in our
coverage, barring NCC where we expect a higher 37% yoy sales growth.

= We have a REDUCE rating on NCC and KNR Constructions and a HOLD
rating on PNC Infratech.

3QFY24F results expectations

We expect ~10% yoy growth in EPC sales in 3QFY24F for Dilip Buildcon (DBL), PNC
Infratech & KNR Constructions. We expect a higher 37% yoy sales growth for NCC, driven
by its strong order book (highest among peers). For toll-based assets, we forecast ~5%
goq rise in revenue. We factor in steady EPC EBITDA margin for the companies in our
coverage universe, similar to that in 2QFY24.

Infra execution: Likely speed bump in FY25F (post general elections)
The government’s capex on the infrastructure sector via (a) budgetary support, and (b)
investment in public sector undertakings (PSUs) by way of internal and extra budgetary
resources (IEBR) grew at a 15% CAGR (FY16-23). Project execution in the years of general
elections fell by an average 5% yoy in four prior instances. This was independent of whether
there was a change in the government or not. The next general elections are scheduled in
May 2024. We expect a strong execution in FY24F, followed by a dip in growth in FY25F.

Slow award of orders in 2HFY24F is an area of concern

The average OB-to-sales ratio was at 2.5x, a tad lower than that in Mar 2023 (2.8x). Order
inflow (Rs252bn) in 1HFY24 was lower than the run-rate in FY23 (Rs531bn). 24% of the
latest OB must be funded by private road developers, just like in FY19. Order inflow in
1HFY24 accounted for 21% of the order book. We factor in a 10% average EPC sales
CAGR (FY23-25F), like the FY20-23 CAGR. When compared to the Mar 2023 OB-to-sales
ratio, the latest OB-to-sales ratio is lower for PNC Infratech (PNC), KNR Constructions
(KNR), DBL & IRB Infrastructure and higher for NCC.

Stock ratings: REDUCE NCC, KNR and HOLD PNC Infratech

NCC, PNC Infratech and KNR Constructions are trading at a premium to their five-year
average EV/EBITDA, while DBL is trading at close to its average. We have a REDUCE
rating on NCC and KNR Constructions, valuing their EPC business at 6x/7x FY25F
EV/EBITDA, respectively. We have a HOLD rating on PNC Infratech, valuing its EPC
business at 6x EV/EBITDA. Strong order inflow in FY24F vs. our estimate is the upside risk
to REDUCE/HOLD ratings.

Figure 1: 3QFY24F earnings estimates for companies under our coverage

(Rs m) Revenue yoy % qoq % EBITDA yoy % qog % Adj. PAT yoy % qoq %
IRB Infra 19,267 27 10 8,189 10 3 1,186 (16) 24
IRB InvT 2,676 8 5 2,221 31 4 943 30 7
Dilip Buildcon 26,075 10 7 3,311 33 13 1,038 216 25
PNC Infratech 17,637 8 4 2,328 12 2 1,434 11 3
NCC 45,438 37 1 4,544 30 (5) 1,928 29 (28)
KNR Construction 9,455 14 0 1,749 12 5 1,928 24 6
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3QFY24 results preview

Figure 2: 3QFY24F estimates for companies under our coverage

Company 3QFY24F 3QFY23 yoy % 2QFY24 goq %| Comments
IRB Infra (Consolidated)
Sales (Rs m) 19,267 15,141 27.3 17,450 10.4

EPC segment Sales (Rs m) 13,066 10,165 28.5 12,862 1.6 We estimate 29% yoy rise in EPC sales. We estimate

BOT segment Sales (Rs m) 6,201 5,537 12.0 5,883 5.4 | 12% yoy rise in BOT Sales driven by traffic and tariff
EBITDA (Rs m) 8,189 7,444 10.0 7,946 3.1 hikes.
EBITDA margin % 42.5 49.2 45.5
Adj. PAT (Rs m) 1,186 1,419 (16.4) 957 23.9
IRB InvIT (Consolidated)
Sales (Rs m) 2,676 2,470 8.3 2,540 5.4 We expect 8% yoy rise in sales driven by traffic growth
EBITDA (Rs m) 2,221 1,697 30.9 2,136 4.0 | and tariff hikes.
EBITDA margin % 83.0 68.7 84.1
Adj. PAT (Rs m) 943 723 30.4 885 6.6
Dilip Buildcon (Standalone) We expect 10% yoy rise in sales and 12.7% EBITDA
Sales (Rs m) 26,075 23,788 9.6 24,270 74 margin. This is a tad higher than the 12.1% EBITDA
EBITDA (Rs m) 3,311 2,497 32.6 2,935 12.8 . \ .

- margin in 2QFY24 and close to management's guidance

EBITDA margin % 12.7 105 12.1 of 13-14% EBITDA margin for FY24F.
Adj. PAT (Rs m) 1,038 329 215.5 833 24.6
PNC Infratech (Standalone)
Sales (Rs m) 17,637 16,270 8.4 16,930 4.2
EBITDA (Rs m) 2,328 2,081 11.9 2,276 2.3 n\:\;fgie:p;f;igf:g’ ﬁgf,ﬁ'?iﬁ[ow‘h and 13.2% EBITDA
EBITDA margin % 13.2 12.8 13.4 ' '
Adj. PAT (Rs m) 1,434 1,294 10.8 1,398 2.6
NCC (Standalone)
Sales (Rs m) 45,438 33,127 37.2 44,826 1.4 We expect 37% yoy rise in sales as NCC has a high
EBITDA (Rs m) 4,544 3,488 30.3 4,779 (4.9)| order book-to-sales ratio of 4x in Sep 2023 and steady
EBITDA margin % 10.0 10.5 10.7 EBITDA margin of 10%, similar to historic level.
Adj. PAT (Rs m) 1,928 1,499 28.6 2,684 (28.2)
KNR Constructions (Standalone)
Sales (Rs m) 9,455 8,302 13.9 9,415 0.4 o o
corDA o) 1 S i20  sse 52| eSO e g s 1%
EBITDA margin % 18.5 18.8 17.7 '
Adj. PAT (Rs m) 1,058 856 23.6 999 5.9

Strong order inflow witnessed in FY21-23 may see a slowdown
in FY24F >

The average OB-to-sales ratio for companies under our coverage is 2.5x (latest),
lower than that in Mar 2023 (2.8x). Order inflow (Rs252bn) in 1HFY?24 was lower
than the run-rate in FY23 (Rs531bn).

When compared to the Mar 2023 construction OB-to-sales ratio, the latest number
is lower for PNC Infratech, KNR Constructions, DBL and IRB Infrastructure. NCC’s
OB-to-sales is similar to that in Mar 2023. NCC has the highest OB-to-sales ratio
while IRB Infrastructure and KNR Constructions’ OB-to-sales ratios are low.

Figure 3: Order inflow (construction projects) over FY19-1HFY24 for EPC companies in
our coverage

Order inflow
(Rs bn) FY18 FY19 FY20 FY21 FY22 FY23 1HFY24
Dilip Buildcon 141 64 69 175 72 99 36
NCC 220 207 (64) 186 99 242 199
PNC Infratech 37 80 12 79 92 129 13
IRB Infra 90 6 (12) 68 70 25 -
KNR Constructions 5 38 35 48 52 36 5

Total 493 396 39 557 385 531 252
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Figure 4: OB-to-sales and sales growth of EPC companies in our coverage

Order book/ Sales (x) yoy Sales growth (%)

FY18 FY19 FY20 Fy21 FY22 FY23 Latest FY19 FY20 FY21 FY22 FY23 1HFY24
Dilip Buildcon 3.1 2.3 2.1 3.0 2.8 2.5 2.3 18 (&) 3 2 12 3
NCC 4.3 3.4 3.2 5.2 4.0 3.8 4.0 60 (32) (12) 39 34 40
PNC Infratech 4.1 4.0 1.8 2.4 2.4 29 2.4 71 55 3 26 13 8
IRB Infra 3.9 2.4 0.9 2.0 2.7 2.3 1.8 19 11 (25) 13 3) 21
KNR Constructions 1.2 1.9 2.4 2.6 2.8 2.4 1.9 11 5 20 22 14 10
Average 3.3 2.8 2.1 3.0 2.9 2.8 2.5 36 8 (&) 20 14 16

Figure 5: Order inflow in 1HFY24 accounted for 21% of the order book

(Rs bn) Order flow Order book

1HFY24 (A) Latest (B) A/B (%)
Dilip Buildcon 36 240 15
NCC 199 618 32
PNC Infratech 13 178 7
IRB Infra - 76 -
KNR Constructions 5 75 6
Total 252 1,186 21

24% of the latest OB must be funded by private road
developers, similar to that in FY19 (24%) »

Figure 6: Percentage of OBs to be funded by companies in our coverage
Order book - FY19 Order book - latest
(Rs bn) Total  %to be funded by company Total %to be funded by company
Dilip Buildcon 212 30 240 28
NCC 412 - 618 13
PNC Infratech 122 34 178 33
IRB Infra 111 85 76 65
KNR Constructions 40 40 75 35
Total 897 24 1,186 24

Stocks trading at a premium to five-year average EV/EBITDA »

NCC, PNC Infratech and KNR Constructions are trading at a premium to their five-
year average EV/EBITDA, while DBL is trading at close to its average.

Figure 7: Valuations of main third-party construction companies

EV/ EBITDA (x) for EPC segment Premium (%) of current FY24F multiple vs.
5-year average Current FY25F 5-year average
Dilip Buildcon 5.7 5.3 7
NCC 6.3 7.9 25
PNC Infratech 5.7 6.6 16
KNR Constructions 7.3 8.9 22

Average 6.3 7.2 15




Equities

Construction and Materials | India
Construction | January 04, 2024

DISCLAIMER

This report (including the views and opinions expressed therein, and the information comprised therein) has been prepared by Incred Research
Services Private Ltd.(formerly known as Earnest Innovation Partners Private Limited) (hereinafter referred to as “IRSPL”). IRSPL is registered with
SEBI as a Research Analyst vide Registration No. INHO00011024. Pursuant to a trademark agreement, IRSPL has adopted “Incred Equities” as its
trademark for use in this report.

The term “IRSPL” shall, unless the context otherwise requires, mean IRSPL and its affiliates, subsidiaries and related companies. This report is not
directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication,
availability or use would be contrary to law, regulation or which would subject IRSPL and its affiliates/group companies to registration or licensing
requirements within such jurisdictions.

This report is being supplied to you strictly on the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated,
stored or reproduced in any form by any means; or (i) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any
purpose without the prior written consent of IRSPL.

The information contained in this report is prepared from data believed to be correct and reliable at the time of issue of this report.

IRSPL is not required to issue regular reports on the subject matter of this report at any frequency and it may cease to do so or change the periodicity
of reports at any time. IRSPL is not under any obligation to update this report in the event of a material change to the information contained in this
report. IRSPL has not any and will not accept any, obligation to (i) check or ensure that the contents of this report remain current, reliable or relevant;
(ii) ensure that the content of this report constitutes all the information a prospective investor may require; (iii) ensure the adequacy, accuracy,
completeness, reliability or fairness of any views, opinions and information, and accordingly, IRSPL and its affiliates/group companies (and their
respective directors, associates, connected persons and/or employees) shall not be liable in any manner whatsoever for any consequences (including
but not limited to any direct, indirect or consequential losses, loss of profits and damages) of any reliance thereon or usage thereof.
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made to ensure that statements of facts made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other
subjective judgments contained in this report are based on assumptions considered to be reasonable as of the date of the document in which they are
contained and must not be construed as a representation that the matters referred to therein will occur. Past performance is not a reliable indicator of
future performance. The value of investments may go down as well as up and those investing may, depending on the investments in question, lose
more than the initial investment. No report shall constitute an offer or an invitation by or on behalf of IRSPL and its affiliates/group companies to any
person to buy or sell any investments.

The opinions expressed are based on information which are believed to be accurate and complete and obtained through reliable public or other non-
confidential sources at the time made. (Information barriers and other arrangements may be established where necessary to prevent conflicts of
interests arising. However, the analyst(s) may receive compensation that is based on his/their coverage of company(ies) in the performance of his/their
duties or the performance of his/their recommendations. In reviewing this report, an investor should be aware that any or all of the foregoing, among
other things, may give rise to real or potential conflicts of interest. Additional information is, subject to the duties of confidentiality, available on request.
The report is not a “prospectus” as defined under Indian Law, including the Companies Act, 2013, and is not, and shall not be, approved by, or filed or
registered with, any Indian regulator, including any Registrar of Companies in India, SEBI, any Indian stock exchange, or the Reserve Bank of India.
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