
SECTOR UPDATE  

 

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. 

 

 

INFRASTRUCTURE      25 September 2019 
 

 

Corporate tax cut an earnings booster; HG Infra to gain the most 
 

The corporate tax reduction announced last week will bump up standalone EPS by 

2-13% for our infrastructure universe over FY20-FY22, with HGIEL benefiting 

the most. EPS accretion could be lower should developers choose to cede some of 

the advantage towards more competitive project bids. The tax cut proves timely 

for the sector as most companies were heading for a full tax regime by FY21, upon 

expiry of 80IA exemptions. Also, attendant benefits of enhanced cash flows and 

lower working capital should pump up IRRs of operational assets by 50-100bps.  

 

Jiten Rushi 
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KEY RECOMMENDATIONS 

Ticker Price* Target Rating 

ASBL IN 110 185 BUY 

DBL IN 438 610 BUY 

HGINFRA IN 197 395 BUY 

KNRC IN 231 360 BUY 

PNCL IN 190 250 BUY 

SADE IN 139 175 BUY 

Price & Target in Rupees I *CMP as on 24-Sep. 

HGINFRA = HGIEL 
 

 

 

ORDER BACKLOG as of Jun’19 

Ticker 
OB 

(Rs bn) 

Book-to-

bill (x) 

Executable 

(%) 

ASBL IN 90.4 2.4 75.3 

DBL IN 190.3 2.1 75.5 

HGINFRA IN 57.1 2.7 56.6 

KNRC IN 65.2 3.2 71.1 

PNCL IN 118.9 3.2 92.1 

SADE IN 108.1 3.1 74.2 

Source: Company, BOBCAPS Research 

 

  

EPS boost of 2-14% from tax cut: Within our coverage universe, HG Infra 

(HGIEL) falls under the full tax bracket (35% incl. cess) and hence is expected 

to see the biggest 13% earnings upside. However, we cut our TP on the stock to 

Rs 395 vs. Rs 405 on sector headwinds and rollover. For the rest of our 

coverage, a winding down of orders carrying 80IA benefits would have put most 

players under the full/higher tax regime by FY21 (barring KNR Constructions 

which has a Rs 7bn backlog qualifying for 80IA). Now, they will shift instead to 

the new tax rate of 25.2%, resulting in better cash flows and controlled leverage.  

We estimate a 2-13% boost to standalone earnings for our coverage companies 

over FY20-FY22 and a 50-100bps rise in IRR for their operational assets 

(BOT) housed in SPVs, thus raising the latter’s appeal for financial investors.  

Competitive bidding could erode EPS benefit: While existing contracts are 

unlikely to be renegotiated, the tax cut advantage could be ceded by 

contractors/developers in order to make bids for future projects more 

competitive. While we await management commentary on this front, we believe 

delayed order placement by NHAI will keep competition stiff, resulting in 

aggressive bidding and some erosion of the anticipated EPS upside.  

Targets revised; PNCL remains top pick: Order awarding for NHAI’s Rs 600bn 

bid pipeline could pick up from Oct-Nov’19, per our company checks. Led by 

near-term headwinds of delayed ordering and tardy award of appointed dates, we 

cut the one-year forward P/E multiple across our coverage by 1-2x. Baking in the 

tax cut and rolling over to Sep’21 valuations, we have new targets for Dilip Buildcon 

(Rs 610 vs. Rs 600), HGIEL (Rs 395 vs. Rs 405), KNRC (Rs 360 vs. Rs 350) 

and Sadbhav Engg (Rs 175 vs. Rs 180). Our long-term positive stance on the 

sector holds; reiterate PNC Infra, KNRC, HGIEL, Ashoka Buildcon as top picks. 
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FIG 1 – EPS BENEFIT FROM TAX RATE CUT (STANDALONE) 

Company 

(Rs mn) 

FY19 

Effective tax 

rate (%) 

FY20E FY21E FY22E 

Comments Old rate 

(%) 

New 

rate* (%) 

Revised 

EPS (Rs) 

% EPS 

upgrade 

Old rate 

(%) 

New 

rate* (%) 

Revised 

EPS (Rs) 

% EPS 

upgrade  

Old rate 

(%) 

New 

rate* (%) 

Revised 

EPS (Rs) 

% EPS 

upgrade 

ASBL 28.2 33.0 25.2 11.5 9.2 33.0 25.2 13.0 8.9 33.0 25.2 13.72 7.4 

 ASBL will pay full tax as per the new income tax rate 

 Of 6 NHAI HAM projects, 5 have achieved FC and 3 
are awarded AD. Management expects AD for Tumkur-
Shivamoga (Pkg I & II) by Oct’19 as 3H-stage land 
acquisition stands at ~70%. For Tumkur-Shivamoga (Pkg 
IV), CA is expected to be signed by Dec’19 as only 50% 
land in 3H stage is acquired so far 

 NHAI is now signing CA only after 80% physical land 
acquisition, per management  

 Tax rate cut will boost IRR of operational assets by 50-
100bps 

DBL 5.0 30.0 25.2 42.1 7.6 33.0 25.2 52.4 8.5 33.0 25.2 63.8 5.8 

 After taking MAT credit into consideration, DBL’s 
management expects ETR of ~22%/23%/23% for 
FY20/FY21/FY22 post rate cut 

 AD for NHAI HAM project of Bellary-Byrapura 
expected by end-Sep’19 and Nidgatta-Myosre in Oct 

 FY20 revenue guidance stands at over Rs 100bn 

HGIEL 29.0 35.0 25.1 28.0 12.8 35.0 25.2 34.2 11.2 35.0 25.2 41.2 11.5 

 HGIEL to benefit the most being under full tax regime 

 Execution on Delhi-Vadodara Pkg 4 (EPC cost of ~Rs 
10bn) to start from mid-Oct’19 

 For HAM projects of Rewari-Ateli Mandi and Narnaul 
Bypass-Ateli Mendi, land acquisition in 3H stage stands 
at ~75%. SPVs have received in-principle sanctions from 
banks, and the company will submit documents to NHAI 
for FC within a week (award of FC likely in a month after 
submission). AD for Rewari-Ateli Mandi expected by 
end-Oct’19 and for Narnaul Bypass-Ateli Mendi by mid-
Nov’19 

 According to management, awarding should pick up from 
Nov’19 and peak during Jan-Feb’20 
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Company 

(Rs mn) 

FY19 

Effective tax 

rate (%) 

FY20E FY21E FY22E 

Comments Old rate 

(%) 

New 

rate* (%) 

Revised 

EPS (Rs) 

% EPS 

upgrade 

Old rate 

(%) 

New 

rate* (%) 

Revised 

EPS (Rs) 

% EPS 

upgrade  

Old rate 

(%) 

New 

rate* (%) 

Revised 

EPS (Rs) 

% EPS 

upgrade 

KNRC 10.0 20.0 18.0 14.6 2.6 28.5 25.2 20.3 1.9 33.5 25.2 20.2 10.5 

 With outstanding order backlog of ~Rs 7bn carrying the 
80IA benefit, KNRC’s ETR would remain low at ~18% in 
FY20 post rate cut 

 According to management, there could be some spillover 
of the order backlog with 80IA benefits in FY21, which 
can either result in lower ETR, i.e. below 25%, or a 
normalised tax rate 

 Recent termination of NHAI HAM project 
Meensurutti-Chidambaram (EPC cost of Rs 3.5bn) will 
not have any impact on our earnings estimates. Equity 
invested in this project so far stands at  
Rs 83.5mn which is likely to be written off 

PNCL 24.0 30.0 25.4 14.4 6.0 32.0 25.2 18.2 7.7 32.0 25.2 19.3 5.2 

 PNCL will pay full tax as per the new income tax rate 

 As per management, clarity on utilisation of accumulated 
MAT credit is awaited and hence, its impact is not 
ascertainable 

 Outstanding MAT credit in the standalone balance sheet 
was Rs 1.7bn as on Jun’19 

 Tax rate cut will boost IRRs of operational assets by 50-
100bps 

SADE 27.7 28.0 25.3 9.5 4.0 32.0 25.2 12.5 10.7 32.0 25.2 15.2 10.9 

 SADE will pay full tax as per the new income tax rate  

 Management expects a valuation report for the proposed 
merger of SADE and Sadbhav Infrastructure (SIPL) in a 
months’ time 

 Stake sale of 9 operational BOT assets of SIPL to 
IndInfravit Trust is expected to conclude mid-Nov’19 

Source: Company, BOBCAPS Research I *Not adjusted for MAT credit | Note: AD – Appointed Date, CA – Concession Agreement, FC – Financial Closure, ETR – Effective Tax Rate, MAT – Minimum Alternate Tax 
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FIG 2 – KEY FINANCIALS (STANDALONE) 

Company Revenue (Rs bn) CAGR (%) EBITDA (Rs bn) CAGR (%) PBT (Rs bn) CAGR (%) EBITDA margins (%) PBT margins (%) 

YE Mar FY20E FY21E FY22E FY16-19 FY19-22E FY20E FY21E FY22E FY16-19 FY19-22E FY20E FY21E FY22E FY16-19 FY19-22E FY20E FY21E FY22E FY20E FY21E FY22E 

ASBL 44.3 50.6 55.9 25.3 13.5 5.6 6.3 6.7 27.6 9.2 4.3 4.9 5.1 29.7 3.5 12.6 12.5 12.0 9.8 9.6 9.2 

DBL 100.5 112.7 126.6 30.7 11.6 17.7 19.8 22.2 26.1 11.4 7.7 9.6 11.7 47.4 13.4 17.6 17.5 17.5 7.7 8.5 9.2 

HGIEL 24.7 29.7 34.6 41.3 19.8 3.7 4.4 5.2 57.2 19.4 2.4 3.0 3.6 60.4 23.6 14.9 14.9 14.9 9.8 10.1 10.4 

KNRC 25.2 34.0 35.6 33.3 18.5 4.3 5.9 5.9 40.8 11.4 2.5 3.8 3.8 30.5 11.5 17.0 17.3 16.6 9.9 11.2 10.7 

PNCL 48.2 60.7 64.9 15.1 28.3 6.6 8.4 9.0 17.5 27.7 4.9 6.2 6.6 16.4 29.4 13.8 13.8 13.8 10.3 10.3 10.2 

SADE 34.5 40.4 46.4 3.7 9.4 4.2 4.8 5.5 8.5 9.0 2.2 2.9 3.5 8.9 10.5 12.2 12.0 12.0 6.3 7.1 7.5 

Source: Company, BOBCAPS Research 

FIG 3 – VALUATION SUMMARY (STANDALONE) 

Company 

YE Mar  

M Cap 

(Rs bn) 
Price* (Rs) 

Target 

Price 

(Rs) 

Rating 
Upside 

(%) 

P/E (x) Value of 

Assets 

(Rs) 

Implied P/E (x)** EV/EBITDA (x)** P/BV (x) 

FY20E FY21E FY22E FY20E FY21E FY21E FY20E FY21E FY22E FY20E FY22E FY21E 

ASBL 30.9 110 185 BUY 68.3 9.5 8.5 8.0 74 3.3 3.0 2.8 4.2 3.6 3.4 1.2 1.1 1.0 

DBL 59.9 438 610 BUY 39.2 10.4 8.4 6.9 87 8.4 6.7 5.5 4.7 4.1 3.4 1.6 1.3 1.1 

HGIEL 12.8 197 395 BUY 101.0 7.0 5.7 4.8 17 6.4 5.2 4.4 3.9 2.9 2.2 1.5 1.2 1.0 

KNRC 32.4 231 360 BUY 56.1 15.8 11.4 11.4 76 10.6 7.6 7.6 6.2 4.1 3.6 2.0 1.7 1.5 

PNCL 48.8 190 250 BUY 31.4 13.2 10.5 9.8 44 10.2 8.1 7.6 6.9 5.4 4.7 1.9 1.6 1.4 

SADE 23.8 139 175 BUY 26.3 14.6 11.0 9.1 55 8.8 6.6 5.5 7.3 6.1 5.2 1.1 1.0 0.9 

Source: Company, BOBCAPS Research I * As on 24-Sep; **Ex-investment in SPVs 
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Stock performance 

FIG 4 – ASHOKA BUILDCON  FIG 5 – DILIP BUILDCON  FIG 6 – HG INFRA ENGINEERING 

  

 

 

 

FIG 7 – KNR CONSTRUCTIONS  FIG 8 – PNC INFRATECH  FIG 9 – SADBHAV ENGINEERING 

  

 

 
Source: NSE 
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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 1 January 2018 (Hold rating discontinued and replaced by Add / Reduce) 

Rating distribution 

As of 31 August 2019, out of 77 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 47 have BUY ratings, 14 are rated ADD, 7 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 I 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, wealth management and portfolio management, among others.  

BOBCAPS’s 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.: INH000000040 valid till  

03 February 2020. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 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. 

Opinions 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. 
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