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Leasing to stressed sector softens IT Park’s growth

NESCO’s reported revenue declined by 47% YoY and 7% QoQ in 2QFY21. The decline in revenue on
YoY basis was due to a decline in Bombay Exhibition Center (BEC) and Hospitality segment’s revenue
by 99.6% and 49.4% YoY in 2QFY21 as the BEC was converted into a COVID Care Center by the
Municipal Corporation of Greater Mumbai (MCGM). The IT Park revenue increased by 7% YoY but
declined by 15% QoQ. The decline on QoQ basis was because of reversal of rent pertaining to rent-free
period in 2QFY21 and ~90,000 sq. ft. space in Tower 4 given up by a tenant.

NESCO reported EBITDA of Rs356mn, down 56% YoY and 28% QoQ while EBITDA margin contracted
by 1,164bps YoY to 55.4%.

Apart from the decline in revenue (because of reversal of the IT Park revenue owing to extended rent-
free period and surrender of space by a tenant), the decline in EBITDA was led by a rise in other
expenses by 58% QoQ on account of property tax charges for Tower 4 being recognized from 2QFY21.
We have maintained our Buy rating on the stock with a target price (TP) of Rs759.

Consolidated revenue declines by 47% YoY; NESCO IT Park revenue increases by 7% YoY: NESCO reported
revenue of Rs642mn, down 47% YoY and 7% QoQ. NESCO IT Park revenue stood at Rs553mn, up 7% YoY but
down 15% QoQ. The YoY increase in IT Park revenue was driven by fresh leasing in IT Tower 4 (1.20mn sq. ft.),
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which began its operations in FY20. On a QoQ basis, NESCO IT Park revenue declined by 15% because: (1) The Key Data

company had given rent-free period to some of its tenants in Tower 4. The impact of this rent-free period was

accounted in 2QFY21. (2) One of the large tenants in Tower 4 (WeWork), who was also one of the highest paying Current Shares O/S (mn) 705
tenants, surrendered ~90,000 sq. ft. of area because of the hardships experienced by it. As per our earlier Mkt Cap (Rsbn/US$mn) 35.8/480.1
discussions with the management, WeWork was occupying ~0.2msf area in Tower 4. The straight line impact of

revenue was ~Rs160mn for 2QFY21. 52 Wk H /L (Rs) 817/380
The occupancy in Tower 4 stands at ~75% and that in Tower 3 at ~90% as one of the tenants has shifted from Tower Daily Vol. (3M NSE Avg.) 190,218
3 to Tower 4. The collections from IT parks stand at ~80%.

NESCO derived ~86% of the consolidated revenue from IT Parks compared to 93.9% and 43.1% in 1QFY21 and . 0

2QFY20, respectively. This was because the BEC was given as a quarantine center for COVID care to the MCGM  Price Performance (%)

and hence only marginal revenue was booked for the same. Also, the Hospitality segment was functioning at 1M 6M 1Yr
minimum capacity, serving meals to COVID patients quarantined at the BEC on request of the MCGM.

BEC reports revenue of only Rs2mn and EBIT loss of Rs33mn in 2QFY21: BEC revenue at Rs2mn declined by NESCO 0.7) 24.7 (15.7)
99.6% YoY in 2QFY21. This was in line with our expectation of BEC generating no revenue during the quarter. Nifty Index 6.4 38.0 65
The decline in revenue was because the MCGM converted the BEC into a 1,200-bed and 200 ICU bed COVID Care

Center with doctors and hygiene teams online. Source: Bloomberg

As per the management, depending on the improvement of the COVID situation, it hopes to see some

exhibitions/events resume in 4QFY21.

The management is confident about the strengths and future viability of the BEC business and has decided to

continue with the plans of adding ~0.15mn sq. ft. area to the BEC by the end of FY21. The capex expected to be

incurred for the same is ~Rs1,000mn, which will be funded by internal accruals. The proposed new hall will be a

multipurpose hall for exhibitions, musical events, sporting events, corporate programs and more.

Hospitality revenue declines sharply by 49.4% YoY: Hospitality segment revenue declined by 49.4% YoY to

Rs45mn in 2QFY21. The Hospitality segment revenue comprised 7% of the consolidated revenue in 2QFY21

compared to 2.7% and 7.3% in 1QFY21 and 2QF Y20, respectively.

We expected marginal revenue (Rs17mn) from the Hospitality segment as majority of employees of the IT Park

tenants were working from home and the BEC was converted into a quarantine center. However, the Hospitality

segment reported revenue of Rs45mn in 2QFY21, down 49% YoY but up 137% QoQ because the kitchen was

providing ~1,000 meals daily to COVID warriors and patients on the request of the MCGM.

Y/E Mar (Rs mn) 2QFY21 1QFY21 QoQ (%) 2QFY20 YoY (%) 2QFY21E Var (%)
Net sales 642 693 (7.4) 1,206 (46.8) 695 (7.6)
Cost of goods (29) (16) 85.3 (64) (54.6) (12) 150.1
Employee benefits expenses (38) (42) (9.7) (49) (22.4) (44) (13.7)
Other Expenses (219) (139) 57.8 (284) (22.9) (150) 454
EBITDA 356 497 (28.4) 809 (56.0) 488 (27.1)
EBITDAM (%) 55.4% 71.6% - 67.1% - 70.3% -
Depreciation and amortization (66) (65) 1.0 (75) (11.6) (67) (1.0)
EBIT 290 431 (32.8) 735 (60.5) 422 (31.3)
EBITM (%) 45.1% 62.2% - 60.9% - 60.7% -
Other income 139 220 (37.2) 140 (1.0) 225 (38.4)
Interest expenses (22) (14) 54.2 (14) 59.6 (14) 54.2
Extraordinary/Exceptional - - - - - -
Profit before tax 406 638 (36.3) 861 (52.8) 632 (35.7)
Tax expense (82) (124) (34.2) (121) (32.5) (159) (48.6)
Effective tax rate (%) 20% 19% - 14% - 25% -
PAT 325 513 (36.7) 740 (56.1) 473 (31.4)
NPM (%) 50.6% 74.0% - 61.3% - 68.1% -

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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EBITDA declines by 56% YoY and margin contracts by 1,164bps: NESCO reported EBITDA of
Rs356mn, down 56% YoY and 28% QoQ while EBITDA margin contracted by 1,164bps YoY to 55.4%.

Apart from the decline in revenue (because of reversing of IT Park revenue owing to extended rent-free
period and surrender of space by a tenant), the decline in EBITDA was led by a rise in other expenses by
58% QoQ on account of property tax charges for Tower 4 being recognized from 2QFY21.

The combined effect of rise in property tax and decline in revenue led to margin contraction. This also led to a
decline in EBIT margin for the IT Park segment to 72% in 2QFY21 compared to 85% in 1QFY21 and 86% in
2QFY20.

High cash balance increases comfort on the stock: The company had net cash balance of Rs7.53bn as
on 2QFY21 (Rs6.85bn as on 4QFY20, Rs5.9bn as on 2QFY20) on the balance sheet, which gives us a high
comfort level on the stock.

Maintain Buy with a TP of Rs759: Our TP of Rs759 for NESCO is NAV based using SOTP method. Our
valuation is driven by the restructuring of the NESCO IT Park, increase in rentable space of the BEC and the
expected increase in rental rates. Our optimism is supported by a healthy balance sheet, consistently
positive free cash flow and the management’s growth-oriented focus (with expansion of the flagship
business over the next 20 years).

Exhibit 1: Quarterly segment wise revenue and EBIT performance:
All amounts in INR mn

Segment Revenues 2QFY21 1QFY21 QoQ(%) 2QFY20 YoY(%) 2QFY21E Var(%)
NESCO IT Park 553 651 (15.0) 519 6.5 653 (15.3)
Bombay Exhibition Centre 2 1 113.8 516 (99.6) - NA
Indabrator 42 23 87.3 83 (49.0) 25 70.2
NESCO Hospitality 45 19 137.3 88 (49.4) 17 163.7
Total 642 693 (7.4) 1,206 (46.8) 695 (7.6)
Segment EBIT 2QFY21 1QFY21 2QFY20 QoQ(%) YoY(%)
NESCO IT Park 401 553 446 (27.6) (10.1)
Bombay Exhibition Centre (33) (34) 409 (4.9) (108.0)
Indabrator 2) )] 4 42.8 (148.7)
NESCO Hospitality (1) (21) 16 (93.7) (108.0)
Total 365 497 876 (26.6) (58.3)

Source: Company, Nirmal Bang Institutional Equities Research
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Consolidated financials

Exhibit 2: Income statement Exhibit 3: Cash flow

Y/E March (Rsmn) FY19 FY20 FY21E FY22E FY23E Y/E March (Rsmn) FY19 FY20 FY21E FY22E FY23E
Net sales 3,609 4,317 2,923 4,207 5022 Profit after tax 1,804 2339 1270 1970 2417
Growth YoY (%) 124 196 (323 439 194 Depreciation 119 224 436 438 441
COGS 228 176 119 172 205 Finance costs 47 60 60 60 60
Operating Costs 565 79 623 749 833 Otherincome (317)  (425)  (447)  (469)  (493)
Other Expenses 489 640 433 624 745 Working capital changes 69 146 24 (178) 137
EBITDA 2328 278 1,747 2662 3,238 Qperating cash flow 1,722 2344 1344 1822 2,562
EBITDA growth (%) 6.5 195  (37.2) 524 21.7  Capital expenditure (1459)  (359) (3,150) (4,050) (2,217)
EBITDA margin (%) 64.5 64.4 59.8 63.3 645 Net cash after capex 263 1,985 (1,806) (2,228) 345
Depreciation 119 224 436 438 441 (Purchase)/sale of investments 9  (985) 1,647 2469 7
EBIT 2,209 2,558 1,311 2224 2,798  Pproceeds/repayment of borrowing - - - - .
EBIT (%) 61.2 59.2 44.9 52.9 55.7 Finance costs 47 (60) (60) (60) (60)
Interest expense 47 60 60 60 60 Dividend & dividend distribution tax ~ (195)  (467)  (114)  (177)  (218)
Other income 317 425 447 469 493 Other (39) (425) 336 0) .
Earnings before tax 2,479 2,923 1,698 2,632 3,230 Cash flow from financing (282) (953) 161 (238) (278)
Tax- total 675 584 427 663 813 Total cash generation (29) 47 2 4 60
Rate of tax (%) 27.2 20.0 25.2 25.2 252 Qpening cash balance 116 87 134 136 140
Net profit 1804 2339 1270 1970  2M17  Closing cash & bank balance 87 134 136 140 200
% growth 1.0 26  (457) 55.1 227 Source: Company, Nirmal Bang Institutional Equities Research
EPS (FD) 26 33 18 28 34
% growth 7 1.07 29.67 (45.7)7 55.1 7 22.7 Exhibit 5: Key ratios

Source: Company, Nirmal Bang Institutional Equities Research YIE March (Rsmn) FY19 FY20 FY2E  FY22E  FY23E

Exhibit 4: Balance sheet Profitability and return ratios

Y/E March (Rsmn) FY19 FY20 FY21E FY22E FY23E EBITDA margin (%) 64.5 64.4 59.8 63.3 64.5
Share capital 141 141 141 141 141 EBIT margin (%) 61.2 59.2 449 52.9 55.7
Reserves and surplus 11,564 13434 14589 16,381 18,581 Net profit margin (%) 50.0 54.2 435 46.8 481
Net worth 11,705 13,575 14,730 16,522 18,722 RoE (%) 15.4 17.2 8.6 11.9 129
Loans - - - - - RoCE (%) 17.6 17.0 8.1 12.3 13.8
Other financial liabilities 534 979 999 1,009 1,019 Working capital & liquidity ratios

Provisions 35 38 48 48 49 Receivables (days) 18 14 14 16 16
Deferred tax liability 179 260 260 260 260 Inventory (days) 138 169 169 169 169
Other non-current liabilities 128 236 223 223 232 Payables (days) 172 302 302 250 220

Total capital employed 12,581 15,088 16,258 18,061 20,282  Current ratio (x) 6.4 74 6.6 5.0 48
Property, plant and equipment 7,220 7,778 10,155 13,767 15,643  Valuation ratios

Investments - - - - - EVisales (x) 9.9 8.3 123 8.5 71
Loans 36 44 44 44 44 EV/EBITDA (x) 154 12.9 205 135 111
Other non-current assets 3N 844 844 844 844 PIE (x) 19.9 154 28.3 18.2 14.9

Total non-current assets 7,647 8,666 11,043 14,655 16431  P/BV(x) 3.1 26 24 22 19

Trade payables 108 146 99 118 124 Source: Company, Nirmal Bang Institutional Equities Research

Other financial liabilities 386 381 381 254 392

Other current liabilities 406 477 453 475 499

Provisions (current) 7 5 5 6 6

Total current liabilities 906 1,009 938 852 1,020

Inventories 90 86 58 84 100

Investments 5,312 6,722 5,522 3,522 4,022

Trade receivables 180 160 109 184 220

Cash and bank balance 87 134 136 140 200

Current tax assets (net) 78 - - - -

Other current assets 93 328 328 328 328

Total current assets 5,840 7,431 6,153 4,258 4,871

Net current assets 4,934 6,422 5,215 3,406 3,850

Total capital employed 12,581 15,088 16,258 18,061 20,282

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track
Date Rating Market price (Rs) Target price (Rs)
30 January 2018 Buy 613 794
14 February 2018 Buy 595 794
18 May 2018 Buy 560 794
9 August 2018 Buy 502 768
14 November 2018 Buy 461 764
15 February 2019 Buy 442 764
27 May 2019 Buy 485 764
29 July 2019 Buy 540 782
7 August 2019 Buy 537 782
13 November 2019 Buy 605 937
16 January 2020 Buy "7 937
10 February 2020 Buy 770 937
17 March 2020 Buy 538 937
24 March 2020 Buy 404 931
12 May 2020 Buy 413 769
20 May 2020 Buy 393 769
21 May 2020 Buy 395 769
17 August 2020 Buy 518 769
23 September 2020 Buy 556 759
13 November 2020 Buy 510 759
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INHO00001436. NBEPL is also
a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have
different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or
its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject
company at the end of the month immediately preceding the date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an
officer, director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject
company.

Analyst Certification: |, Amit Agarwal, research analyst the author of this report, hereby certify that the views expressed in this
research report accurately reflects my personal views about the subject securities, issuers, products, sectors or industries. It is also
certified that no part of the compensation of the analyst was, is, or will be directly or indirectly related to the inclusion of specific
recommendations or views in this research. The analyst is principally responsible for the preparation of this research report and has
taken reasonable care to achieve and maintain independence and objectivity in making any recommendations.
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Disclaimer

Stock Ratings Absolute Returns
BUY >15%

ACCUMULATE -5% t015%

SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain
from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs
of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated
to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their
receiving this report. 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 NBEPL & its group companies to registration or
licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate,
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its
affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained
in this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to
this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report
should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and
alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and
would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice
is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of
securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in
international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the
investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept any liability
whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it
may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special
or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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