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Pratibha Industries Ltd. (PIL)

TARGET Rs.48

HOLD MEDIUM RISK PRICE Rs.42

STRENGTH: Revenue Visibility with Robust Order Book, Strong execution skills,
Superior Margins, Healthy Return Ratios WEAKNESS: Geographical Concentration
OPPORTUNITIES: Entering into Lucrative Water and Urban Infrastructure segments

THREAT: Delay in Govt. Spending, Elevated Interest Rates, Shortage of Skilled Labor
and delay in execution.

Healthy order-book position provides strong growth visibility

Pratibha Industries Ltd. (PIL) has a healthy order-book position of ~Rs.65 bn (excl. L1 orders
worth Rs.5 bn), which is ~5.1x FY11 revenues, thus providing strong revenue growth visibility
over the next few years. Despite muted order inflow in the industry in FY12, PIL has been
successful in bagging contracts worth ~Rs.33 bn in FY12 (~90% of FY11 O/B) which is highest
ever in the history of the Company. Order-book has grown at a CAGR of ~34% over the last 4
years from merelyRs.20 bn in FYO8 to ~Rs.65 bn in FY12, thus representing the credibility of
the management to constantly secure fresh orders.

Well-diversified Business Model

The Company over a period of time has well-diversified across sectors such as water
infrastructure, civil construction, tunnel, roads etc. This diversification across verticals will
not only help PIL to tap opportunities in different segments, but would also help the
Company in reducing risk of slowdown in any particular segment. Also after strong foothold
in Maharashtra, the Company has gradually diversified in various other states like Delhi,
Bihar, Rajasthan, Karnataka, UP etc, thus mitigating the regional risk.

Higher Margins likely to Sustain in Future

Better business mix, lower sub-contracting of work coupled with existence of price
escalation clause will enable the Company to maintain higher margins in future. Of the total
order-book position, ~63% is from Infrastructure segment, having comparatively higher
EBITDA margin of ~14-15%. Also strong order-backlog would enable the company to shun
away from irrational bidding, thus avoiding low-margin orders. However, on conservative
basis, we have assumed marginal decline in net margins from FY12 onwards.

New Ventures to open huge opportunities in future

With leveraging its expertise, the company historically has been foraying into newer areas,
thus opening new avenues. Recently the Company entered into areas like Metro Rail &
Micro-tunneling & has bagged contracts worth Rs.16 bn from these segments. Foray into
such niche segments would not only enable the Company to widen its reach but would also
provide first-mover advantage which in turn could open huge opportunities for the Company
in future.

OUTLOOK & VALUATION

PIL is one of the leading players in the Infrastructure segment. Healthy order-book position
of ~Rs.65 bn (~5.1 x FY11 revenue) coupled with strong execution capabilities provides
strong revenue visibility for next few vyears. Also diversification across verticals &
geographies would not only provide huge opportunities but would also act as cushion
against slowdown in any particular segment. At the CMP of Rs.42, the stock is quoting at 5.3x
and 4.7x its FY12E & FY13E EPS of Rs.7.9 and Rs.8.9 respectively. Hence considering, healthy
order-book position, its ability to win orders in such challenging economic environment
coupled with its well diversified business model, we recommend ‘HOLD’ on the stock with a
price target of Rs.48.

KEY FINANCIALS
Y/E Revenue APAT AEPS AEPS P/E ROCE ROE P/BV
Mar. (Rsmn) (Rsmn) (Rs) (% Ch.) (x) (%) (%) (x)
FY11 12681.0 714.5 7.2 6.1 5.8 19.0 19.2 0.9
FY12E 15118.4 794.8 7.9 9.4 53 16.3 15.6 0.8
FY13E 18469.8 901.1 8.9 13.4 4.7 15.6 15.2 0.7

Please refer to important disclosures at the end of the report
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INVESTMENT ARGUMENTS

Healthy order-book position provides strong growth visibility

Order-book position
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Pratibha Industries Ltd. (PIL) has a healthy order-book position of ~Rs.65 bn (excl. L1
orders worth Rs.5 bn), which is ~5.1x FY11 revenue, thus providing strong revenue growth
visibility over the next few years. Order-book has grown at a CAGR of ~34% over the last 4
years from merely Rs. 20 bn in FY08 to ~Rs.65 bn in FY12, thus representing the credibility
of the management to constantly secure fresh orders. Moreover, despite muted order
inflow in industry in FY12, PIL has been successful in bagging contracts worth ~Rs.33 bn in
FY12 (~90% of FY11 O/B) which is highest ever in the history of the Company.

The following are the details of few key projects bagged by the Company in FY12:

Projects Segment Order Value

(Rs.in bn)

Design & Con.structlon of Interceptor Sewers Water 125
along main drains — Yamuna — DJB
Construction of Tunnels/Stations — MRTS Delhi Urban Infra 4.7
Laying of cross-country pipeline — Gujarat Water Water 40
Infra Ltd.
. of resi ial buildi Mul -R I

Const. of residential building at Mulund — Runwa Buildings 36
Homes Pvt Ltd.
Const. of 58 buildings at Dombivli — Lodha Group Buildings 1.8
Residential buildings at Juhu — Rustomjee Realty S
Pyt Ltd. Buildings 1.5
Construction of 23 buildings at Kalyan — Tata S

Buil 1.4
Housing Development Co.Ltd. uildings

Source: Company

Major portion of the order-book is attributed towards water infra and civil construction,
which accounts for ~52% and 37% respectively, while the remaining comes from tunnel &
road segments. Also amongst the orders won in FY12, ~56% is from water segment while
30% was from building segment, thus implying traction in key growth segments.
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After strong foothold in Maharashtra, the Company has gradually diversified in various
other states like Delhi, Bihar, Gujarat, Rajasthan, Karnataka, UP etc, thus mitigating the
regional risk. This diversification across verticals & geographies will not only help PIL to tap
opportunities in different segments, but would also help the Company in reducing risk of
slowdown in any particular segment.

Higher Margins likely to Sustain in Future
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Better business mix, lower sub-contracting of work coupled with existence of price
escalation clause will enable the Company to maintain higher margins in future. Of the
total order-book position, ~63% is from Infrastructure segment, having comparatively
higher EBITDA margin of ~14-15%. Also ~90% of the contracts have in-built price escalation
clause, which is linked to WPI Index, which in turn would partly mitigate the risk of adverse
fluctuations in commodity prices. Moreover strong order-backlog would enable the
company to shun away from irrational bidding, thus avoiding low-margin orders.

Over the last few years, Operating margins have improved from ~12% to 13.5% while Net

margins have remained stable at 5.5%. However, considering the high interest rate
scenario, we have assumed marginal decline in net margins from FY12 onwards.
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New Ventures to open huge opportunities in future

While leveraging its expertise, the company historically has been foraying into newer

areas, thus opening new avenues. Recently the Company has entered into areas like Metro

Rail & Micro-tunneling. The following is the brief description of the contracts bagged by

the Company:

1. Construction of Interceptor Sewers — Delhi Jal Board — Rs.12.5 bn

Scope of the order includes design & construction of interceptor sewers covering 3
major drains (i.e. Najafgarh, Supplementary & Shahadra) in Delhi for the abatement
of pollution in Yamuna River. The project work entails micro-tunneling, civil &
structural work and would also include complete design & installation of the
interceptor sewers, interceptor chambers & sewerage pumping stations. The project
is scheduled to be completed in 3 years & also includes an O&M spanning over 11
years. This initiative is first-of-its-kind to be undertaken in India & if successful can
have a total outlay of Rs.300-400 bn by the government which could be huge
opportunities for players like PIL.

2. Design and Construction of Tunnel & Stations - DMRC - Rs.4.7 bn
Scope of work includes design, engineering & construction of 2 sections of
underground twin tunnels for the Metro phase 3 project of Delhi Metro Rail Corp.
(DMRC). One section is from Janpath to Mandi House & the second section is from
Janpath to Central Secretariat, including the construction of one station at Janpath
& extension of a station at Mandi House. The project is scheduled to be completed
in 36 months.

Foray into such niche segments would not only enable the Company to widen its reach but
would also provide first-mover advantage which in turn could open huge opportunities for

the Company in future.

BOT projects to enhance value

PIL has two BOT projects under its kitty i.e. Bhopal-Sanchi Road BOT project & DMRC’s
Multi-level car parking project. Intense competition coupled with lack of experience has
kept PIL away from Road BOT projects. Going ahead, management is likely to focus on its
core competencies & would remain cautious while bidding for Road BOT projects.

The following are the few details of BOT projects which are bagged by the Company in last
2 years.

Particulars (Rs.in mn) Bhopal-Sanchi Road BOT DMRC (Multi-level Car
Project Parking Project)

Revenue Annuity Leasing of commercial space

& Parking Fees

Authority NHAI DMRC

Length (in kms) 54 —

Equity Stake (%) 51 100

Project Cost 1450 1644

D:E 85:15 80:20

Avg. Cost of Debt (%) 12.5 135

Concession Period 15Yrs 30 Yrs

Construction Period 24 months 18 months

EPC 100%

Revenues (Commencement) FY14 FY13

Expected Revenues 130 350

Source: Company
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Apart from Road BOT project, the Company has also secured Multi-level Car Parking
project in 2010 wherein it has constructed four levels of car parking and two levels of
commercial space above New Delhi Railway Station cum Airport Terminal of Airport
Express Line. It has a concession period of 30 years & construction cost of “Rs.1.6 bn. The
Company would receive revenues through lease rentals of commercial property & car-
parking charges.

The total commercial space is ~0.2 mn sq.ft. which management expects to lease out by
FY13 at an expected lease rentals of ~Rs.150-170/sq.ft./month. Also it would get revenue
sharing from Car parking project which has the total car parking capacity of ~1000
cars/day. However we have not factored in any contribution from these projects in our
earnings estimates.

Strong Clientele base

Superior quality, cost effectiveness coupled with timely execution of projects has led to
strong relationship with the existing clients, thus enabling the Company to get repeat
orders from them. The Company caters to both, government and private sector and has
set high standards in meeting the special needs and demands of every project. Also of the
total order-book position, ~80% comes from government and hence, the risk of
cancellation of orders is highly mitigated. The following are few of the important clients of
PIL.

Government MCGM, Delhi Jal Board, AAl, Pune Municipal Corp, Gujarat Water
Infrastructure Ltd, MMRDA etc.

Private Rustomjee Realty, Tata Houing Development Ltd., Raymond,
Nirmal life-style, Runwal Homes Ltd, Lodha Group etc.

PIL set to capitalize on back of huge Gross-block additions in past 4 years

Gross Block
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Source: Company

The Gross block of the company has increased at a CAGR of ~95% over the last 4 years
from merely Rs.246 mn in FYO7 to ~Rs.3586 mn in FY11, thus strengthening its fleet size
which not only enables the Company to be cost effective but also helps in timely
completion of its projects. Also going ahead, with foray into new segments like micro-
tunneling & metro-rail, the Company is likely to incur capex of ~Rs.2 bn by FY13. With huge
gross block additions over the past, the Company is now all set to capitalize on the huge
opportunities without any major capex in next 2-3 years.
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Revenues & PAT to grow at a CAGR of ~21% & 12% over FY11-13E

Revenues Net Profit
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Source: Company, Sushil Finance Research Estimates

Over the last 3 years, Revenues & PAT have witnessed an impressive growth of ~31% &
28% respectively. Despite of slowdown witnessed in 2008-09, the Company grew
remarkably by ~70% & ~31% in FYO8 and FY09. However going ahead we expect the
Revenues & PAT to grow at a CAGR of ~21% & 12% over FY11-13E.

Lower order-inflows, execution delays, policy logjams coupled with high interest rates
have been the major concerns for the infrastructure companies over the last 1 year which
in turn has resulted into lower growth visibility over the next 1-2 years. The below diagram
depicts the quarterly net profit growth (yoy) of various companies over the last 4 quarters,
wherein PIL is one of the companies to report the growth over the last 4 quarters.

Profit Growth (YoY)(Last 4 Quarters)
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RISKS and CONCERNS
Pipe Division — ‘a drag’
PIL has HSAW pipe division in Wada in Maharashtra with a total capacity of ~90,000 MTPA
which was constructed in order to cater to in-house & external demand. However due to
excess capacity across the country coupled with softening demand for its product, the

operation of this division has become unviable. Hence management is evaluating various
options for exiting the business.

Adverse fluctuations in commodity prices

Steel and Cement are the major raw materials which are required by the construction
companies. Hence any sharp spike in the commodity prices could impact the margins of
the company.

Highly Concentrated Order-book Position

Maharashtra & Delhi accounts for ~63% of the total order-book position. Hence any
slowdown in this region could adversely impact the order-inflows of the Company.
However the Company has now started venturing into newer geographies which in turn
would mitigate this risk.

Increase in Interest rates

Increasing working capital requirement on back of new order wins is likely to increase its
debt over the next few years. Hence any increase in interest rates could negatively impact
the earnings of the company.

PEER COMPARISON

Company Price P/E P/BV OPM (%) NPM (%) ROE

Pratibha Industries 42 4.7 0.7 13.4 4.9 15.2%
IVRCL 40 7.7 0.5 9.0 2.1 6.5%
NCC 45 8.8 0.5 9.6 2.2 5.1%
Simplex Infra 210 7.8 0.8 9.6 2.2 11.0%
CCCL 14 7.4 0.4 5.8 14 6.4%
Supreme Infra 200 3.6 0.7 15.7 5.9 23.1%
Unity Infra 41 2.7 0.4 13.1 4.8 14.3%
Average 6.3 0.5 10.5 3.1 11.1%

Source: Bloomberg, Sushil Finance Research Estimates (Based on FY13E earnings)

OUTLOOK & VALUATION

PIL is one of the leading players in the Infrastructure segment. Healthy order-book
position of ~Rs.65 bn (~5.1 x FY11 revenue) coupled with strong execution capabilities
provides strong revenue visibility for next few years. Also diversification across verticals &
geographies would not only provide huge opportunities but would also act as cushion
against slowdown in any particular segment. At the CMP of Rs.42, the stock is quoting at
5.3x and 4.7x its FY12E & FY13E EPS of Rs.7.9 and Rs.8.9 respectively. Hence considering,
healthy order-book position, its ability to win orders in such challenging economic
environment coupled with its well diversified business model, we recommend ‘HOLD’ on
the stock with a price target of Rs.48.
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PROFIT & LOSS STATEMENT (Consol.) (Rs.mn) BALANCE SHEET STATEMENT (Consol.) (Rs.mn)
Y/E Mar FY10 FY11  FY12E  FY13E  Ason 31 Mar. FY10 FY11 FY12E FY13E
Net Sales 10071.6 12681.0 15118.4 18469.8 Equity Share Capital 166.9 198.8 202.1 202.1
. Reserves 2586.9 4485.8 5332.7 6139.3
Raw Material Cost 4304.8 6006.0 7196.4 8828.6
Net worth 2753.8 4684.6 5534.8 6341.4
Personnel Cost 538.5 684.7 854.2 1089.7 Deferred tax liability 131.1 184.0 194.7 219.8
Capital Employed 7232.8 9407.0 13418.7 15450.3
SG&A Cost 969.7 1176.4 1368.2 1653.0
Net block 2890.6 31584 5898.4 7383.4
EBITDA 1366.6  1720.6  2041.0 24750  (wp 113.6 5448 5400  300.0
Depreciation 140.4 170.2 210.0 255.0  Investments 51.4 14 14 1.4
Sundry debtors 1943.9 1895.3 2402.4 3036.1
Interest 522.3 641.2 832.0 1053.5
Inventories 3236.7 3792.0 4282.5 5373.4
Other Income 62.7 58.9 75.0 85.0  Cashand bank 658.1 12815 14357  1016.2
PBT 766.6 968.0 1074.0 1251.5 Loans and advances 2022.8 3418.3 4142.0 4706.0
Current liabilities 4103.1 5467.6 6183.4 7400.9
Tax 201.2 253.5 279.2 350.4
Net Current assets 4176.3 5701.8 6978.9 7765.4
RPAT 5654 7145  794.8  901.1  fotal Assets 7232.8  9407.0 13418.7 15450.3
FINANCIAL RATIO STATEMENT CASH FLOW STATEMENT (Rs.mn)
Y/E Mar. FY10 FY11 FY12E FY13E Y/E Mar. FY10 FY11l FY12E FY13E
Growth (%) Profit before tax &
766. . 1074. 1251.
Total Sales 25.0 25.9 19.2 22.2 Extraordinary Items 66.6 968.0 WA 2l
EBITDA 49.1 25.9 18.6 213 - 1390 1488 510.0 2550
APAT 264 264 11.2 134  -cprecation ' ' ' '
Profitability (%) .
. Chg. in W/Cap. (1598.8) (902.1) (1122.9) (1206.1)
EBITDA Margin 13.6 13.6 135 13.4
Net Profit Margin 5.6 5.6 5.3 4.9 .
CF from Operating (825.6) 144 (106.7) (25.0)
ROCE 20.7 19.0 16.3 15.6
ROE 22.6 19.2 15.6 15.2 s
Chg. in Fixed Assets (1485.8) (416.6) (2950.0) (1740.0)
Per Share Data (Rs.)
AEPS 6.8 7.2 7.9 8.9 .
Chg. in Investments (50.5) 50.0 0.0 0.0
CEPS 9.3 9.4 10.0 11.7
BVPS 33.0 47.1 54.8 62.8 3
i CF from Investing (1042.4) (797.8) (2945.2) (1500.0)
Valuation
PER (x) 6.2 5.8 5.3 4.7 .
Chg. in Debt 1863.4 40.5 3300.7 1200.0
PEG (x) 0.0 1.0 0.6 0.4
P/BV (x) 1.3 0.9 0.8 0.7 . .
Chg. in Share Capital 0.0 31.9 33 0.0
EV/EBITDA (x) 5.7 5.1 5.8 5.3
EV/Net Sales (x 0.8 0.7 0.8 0.7
/ ) Dividend (58.5) (90.9) (94.5) (94.5)
Turnover
Debtor D 61 55 58 60
eptor bays CF from Financing 1804.6  1406.8 32062 11055
Creditor Days 92 83 86 88
Gearing Rati
earing Ratio Cash at the End of 658.1 12815 14357  1016.2
D/E 1.6 0.9 1.4 1.4  theYear
Source: Company, Sushil Finance Research Estimates
8
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Rating Scale

This is a guide to the rating system used by our Institutional Research Team. Our rating system
comprises of six rating categories, with a corresponding risk rating.

Risk Rating

Risk Description Predictability of Earnings / Dividends; Price Volatility

Low Risk High predictability / Low volatility
Medium Risk Moderate predictability / volatility
High Risk Low predictability / High volatility

Total Expected Return Matrix

B T T

Over 15 % Over 20% Over 25%
Accumulate 10% to15% 15% to 20% 20% to 25%
Hold 0% to 10 % 0% to 15% 0% to 20%
Sell Negative Returns Negative Returns Negative Returns
Neutral Not Applicable Not Applicable Not Applicable
Not Rated Not Applicable Not Applicable Not Applicable

Please Note
® Recommendations with “Neutral” Rating imply reversal of our earlier opinion (i.e. Book Profits / Losses).

® ** |ndicates that the stock is illiquid With a view to combat the higher acquisition cost for illiquid stocks, we
have enhanced our return criteria for such stocks by five percentage points.

® Stock Review Reports: These are Soft coverage’s on companies where Management access is difficult or Market
capitalization is below Rs. 2000 mn. Views and recommendation on such companies may not necessarily be
based on management meeting but may be based on the publicly available information and/or attending
Company AGMs. Hence Stock Reviews may be just one-time coverage’s with an occasional Update, wherever
possible.

Additional information with respect to any securities referred to herein will be available upon request.

This report is prepared for the exclusive use of Sushil Group clients only and should not be reproduced, re-
circulated, published in any media, website or otherwise, in any form or manner, in part or as a whole,
without the express consent in writing of Sushil Financial Services Private Limited. Any unauthorized use,
disclosure or public dissemination of information contained herein is prohibited. This report is to be used only
by the original recipient to whom it is sent.

This is for private circulation only and the said document does not constitute an offer to buy or sell any
securities mentioned herein. While utmost care has been taken in preparing the above, we claim no
responsibility for its accuracy. We shall not be liable for any direct or indirect losses arising from the use
thereof and the investors are requested to use the information contained herein at their own risk.

This report has been prepared for information purposes only and is not a solicitation, or an offer, to buy or sell
any security. It does not purport to be a complete description of the securities, markets or developments
referred to in the material. The information, on which the report is based, has been obtained from sources,
which we believe to be reliable, but we have not independently verified such information and we do not
guarantee that it is accurate or complete. All expressions of opinion are subject to change without notice.

Sushil Financial Services Private Limited and its connected companies, and their respective directors, officers
and employees (to be collectively known as SFSPL), may, from time to time, have a long or short position in
the securities mentioned and may sell or buy such securities. SFSPL may act upon or make use of information
contained herein prior to the publication thereof.



