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Power Mech Projects

Reuters: POMP.BO; Bloomberg: POWM IN
Order book stays healthy; working capital stretched

Power Mech Projects (PMP) posted 2QFY20 consolidated revenue of Rs5.3bn, flat YoY and
in-line with our estimate. O&M segment posted healthy growth (up 22% YoY to Rs1.7bn),
ETC segment was flattish (up 4% YoY to Rs1.8bn) while civil segment sales fell 30% YoY to
Rs1.5bn. International projects formed 16% of total sales (vs. 24% YoY), while non-power
sector accounted for 30% of total sales (vs. 28% YoY). EBITDA was flat YoY to Rs689mn,
leading to a margin of 12.9%, up 10bps YoY and in-line with our estimate. Aided by lower tax
rate at 17.8% (due to shift to new tax regime), PAT was up 24% YoY at Rs351mn, 9% above
our estimate. Order inflow in 2QFY20/1HFY20 was Rs5.9bn/Rs13.4bn, while PMP targets
FY20 inflow in excess of Rs40bn implying orders in excess of Rs25bn in 2HFY20 (bidding
done for projects worth Rs110bn). Order book stood at Rs72bn, up 15% YoY, but it includes
two projects worth Rs21bn from Andhra Pradesh government which are likely to get
cancelled. Excluding the two AP projects, executable order book stands at Rs51bn as on
1HFY20, which is likely to rise to Rs65bn at end-FY20. PMP aims for a revenue growth in
excess of 10% in FY20 along with sustaining the current level of EBITDA margin. We have
tweaked our earnings estimates and maintained Buy rating on PMP with a revised target
price of Rs1,020 (from Rs1,195 earlier) based on 7x September 2021E earnings.

ETC segment update: ETC revenues grew 4% YoY to Rs1.8bn (34% of total sales). Order inflow in
1HFY20 fell by 25% YoY to Rs5.5bn (on a high base) while the order book grew marginally by 2% YoY to
Rs24.2bn (3.3x FY19 sales). PMP is exploring FGD opportunities where its scope of work is 25% of
contract value with execution cycle of 15-18 months. It will prefer clients such as GE and L&T where
orders are on negotiated basis. Besides, PMP continues to expand its international presence (large order
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book in Bangladesh & Nigeria) as well as non-power sector. It aims for Rs8bn-Rs9bn sales in FY20. Key Data

Civil and Electricals segment update: Revenue for the Civil segment declined by 30% YoY to Rs1.5bn  Current Shares O/S (mn) 14.7

(28% of total sales). Order inflow stood at Rs3.6bn in 1HFY20 while order book was up 21% YoY to Mkt Cap (Rsbn/US$mn) 9.8/136

Rs33.2bn. However, Rs12.3bn irrigation project and Rs8.7bn school project in Andhra Pradesh are likely P ’

to get cancelled post change in state government. PMP is yet to commence work on these two projects 52 Wk H/L (Rs) 1,175/625

and has net receivables of only Rs50mn. In Electricals segment, revenue stood at Rs338mn while order .

book is healthy at Rs3.7bn (3.6x FY19 sales). PMP targets revenue of Rs7.5bn in Civil and Rs2.5bn i~ Daily Volume (3M NSE Avg.) 16,702

Electrical segment for FY20. It expects healthy inflows from railway sector.

0&M segment update: O&M revenue grew by 22% YoY to Rs1.7bn (32% of total sales). Order inflow  Price Performance (%)

rose by 19% YoY to Rs4.3bn in 1HFY20 while the order backlog was up 15% YoY at Rs11bn (1.9x FY19

sales). PMP is L1 in GMDC Gujarat order worth Rs7.5bn. In addition, it expects to win projects worth 1™ 6M 1Yr

R52.5.bn-R331?n in ZHF?(ZO. It aims fc?r Rs6br1 sales ir‘1 FY20.‘ . . Power Mech Projects  (5.2)  (26.2) (27.8)

Working capital position: Net working capital deteriorated in 1HFY20 owing to delay in payments from

two projects namely Kaleshwaram irrigation project of Telangana and AMTZ project of Andhra Pradesh. Nifty Index 1.9 4.2 11.3

Debtor days elongated to 85 in 1HFY20 (annualised) versus 64 YoY. This has led to an increase in ex- Source: Bloomberg

cash net working capital cycle to 179 days in 1HFY20 (annualised) versus 128 YoY. However, PMP

expects it to normalise to 128-130 days in FY20 due to likely collection of receivables. Retention money

stood at Rs3.3bn (vs. Rs3.2bn YoY) while gross debt rose to Rs4.1bn (vs. Rs3.3bn in FY19).

Outlook: Driven by strong order book, we expect 15% revenue CAGR over FY19-FY22E while earnings

CAGR is likely to be 25% aided by lower tax rate. Healthy RoCE and operating margin profile will aid the

valuation. Significant improvement in net working capital cycle is key to re-rating of PMP.

Y/E March (Rsmn) 2QFY19 1QFY20 2QFY20 YoY (%) QoQ (%) 1HFY19 1HFY20 YoY (%)
Net revenues 5,345 4,912 5,331 0.3 85 9,964 10,244 28
Raw material costs 3,527 3,488 3,776 7.0 8.3 6,457 7,263 12.5
Staff costs 1,054 725 788 (25.2) 8.7 2,068 1,513 (26.8)
Other expenses 79 57 79 0.7) 394 147 135 (7.7)
Total expenditure 4,660 4,269 4,643 (0.4) 8.8 8,672 8,912 2.8
EBITDA 685 643 689 0.6 7.1 1,292 1,332 3.0
EBITDA margin (%) 12.8 13.1 12.9 - - 13.0 13.0 -
Interest costs 133 141 192 44.5 35.7 248 333 34.0
Depreciation 124 103 99 (19.8) (3.9 229 202 (11.7)
Other income 38 19 23 (39.1) 22.2 66 42 (36.8)
Share of profit from JV - 12 2 - - (1) 14 -
PBT 466 429 423 (9.3) (1.4) 880 852 (3.2
Tax 131 149 75 (42.4) (49.4) 240 224 (6.6)
Minority interest 51 4 (3) NA NA 113 ]

PAT 284 284 351 23.6 23.6 528 635 20.3
PAT margin (%) 53 58 6.6 - - 53 6.2 -
EPS (Rs) 19.3 19.3 23.9 23.6 23.6 35.9 43.2 20.3

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.



NIRMAL BANG Institutional Equities

Exhibit 1: Financial summary (consolidated)

Y/E March (Rsmn) FY18 FY19 FY20E FY21E FY22E
Net revenues 15478 22,613 25,066 29,131 34,445
EBITDA 2,023 2,908 3,267 3817 4,543
Net profit 794 1216 1,557 1,903 2,375
EPS (Rs) 54.0 827 105.8 129.4 1615
EPS growth (%) 22.8 53.1 28.0 223 24.8
EBITDA margin (%) 13.1 12.9 13.0 13.1 13.2
PIE (x) 12.1 79 6.2 5.1 4.1
P/BV (x) 14 12 1.0 0.8 0.7
EV/EBITDA (x) 57 42 37 3.0 24
Dividend yield (%) 0.2 0.2 0.5 0.8 0.8
RoCE (%) 17.8 229 227 23.4 24.6
RoE (%) 12.0 16.0 174 17.9 18.8

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: Revenue and margin trend
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Exhibit 3: Trend in ETC segment’s revenues and current order book
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Exhibit 4: Trend in O&M service segment’s revenues and current order book
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Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 5: Trend in civil & electrical works segment’s revenues and current order book
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Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 6: Segment-wise order book break-up
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Source: Company, Nirmal Bang Institutional Equities Research
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Exhibit 7: Actual performance versus our estimates

2QFY20 (Rsmn) Actual Our estimate Deviation (%)
Revenues 5,331 5,402 (1.3)
EBITDA 689 692 (0.5)
PAT 351 322 9.0

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 8: Change in our estimates

(Rsmn) Old New Deviation (%)

Y/E March FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Revenues 26,352 30,916 33,811 25,066 29,131 34,445 (4.9) (5.8) 1.9
EBITDA 3,455 4,085 4,472 3,267 3,817 4,543 (5.5) (6.6) 1.6
PAT 1,508 1,855 2,346 1,557 1,903 2,375 3.2 2.6 1.3

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 9: P/E charts
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Financial statement (consolidated)

Exhibit 10: Income statement

Institutional Equities

Exhibit 11: Cash flow

YIE March (Rsmn) FY18 FY19 FY20E FY21E FY22E Y/E March (Rsmn) FY18 FY19 FY20E FY21E FY22E
Net sales 15478 22613 25066 29,131 34,445 EBIT 1,594 2,450 2,838 3,356 4,050
% growth 15.7 46.1 10.8 16.2 18.2  (Inc.)/dec. in working capital (1,290) (1,646) (1,483) (1,235) (1,824)
Raw material costs 10,024 15446 17271 20,013 23,595 Cash flow from operations 304 804 1,356 2121 2,225
Staff costs 3,122 3,932 4111 4777 5,649  Otherincome 67 141 89 94 99
Other overheads 310 327 418 523 658  Depreciation 428 458 429 461 493
Total expenditure 13456 19,705 21,799 25314 29,902  Tax paid (-) (439) (655) (605) (741) (924)
EBITDA 2,023 2,908 3,267 3817 4,543  Minority interest (116) (200) (80) (100) (124)
% growth 21.9 43.7 12.4 16.8 19.0  Net cash from operations 244 548 1,188 1,835 1,769
EBITDA margin (%) 13.1 12.9 13.0 13.1 13.2  Capital expenditure (-) (330) (305) (400) (400) (400)
Other income 67 141 89 94 99  Net cash after capex (85) 243 788 1,435 1,369
Interest costs 359 551 685 706 725  Interest paid (-) (359) (551) (685) (706) (725)
Depreciation 428 458 429 461 493  Dividends paid (-) (18) (18) (53) (88) (88)
Profit before tax 1,303 2,040 2,242 2,744 3,424 Inc./(dec.) in short-term borrowing 820 361 300 100 100
Tax 392 624 605 741 924 Inc./(dec.) in long-term borrowing 122 263 - -
Minority interest (116) (200) (80) (100) (124)  Inc./(dec.) in total borrowings 942 624 300 100 100
PAT 794 1,216 1,557 1,903 2,375  Inc./(dec.) in investments 8 (319) - -
% growth 22.8 53.1 28.0 22.3 24.8  Minority interest 117 (57) - -
PAT margin (%) 5.1 54 6.2 6.5 6.9  Cash from financial activities 690 (320) (438) (694) (713)
EPS (Rs) 54.0 82.7 105.8 129.4 161.5  Others (5) 10 - -
% growth 22.8 53.1 28.0 22.3 24.8  Opening cash balance 347 948 881 1,231 1,972
Source: Company, Nirmal Bang Institutional Equities Research Closing cash balance 948 881 1231 1972 2,628
Change in cash balance 600 (67) 350 742 656
Exhibit 12: Balance sheet Source: Company, Nirmal Bang Institutional Equities Research
Y/E March (Rsmn) FY18 FY19 FY20E FY21E FY22E
Share capital 147 147 147 147 147 Exhibit 13: Key ratios
Reserves 6,838 8,047 9,550 11,365 13,653  Y/E March FY18 FY19 FY20E FY21E FY22E
Net worth 6,985 8,194 9,697 11512 13,800  Per share (Rs)
Minority interest 138 81 81 81 81 EPS 540 82.7 105.8 1294 161.5
Short-term loans 2462 2,824 3124 3224 3,324  Book value 474.8 557.0 659.2 7826 938.1
Long-term loans 277 540 540 540 540  Valuation (x)
Total loans 2739 3364 3664 3764 3864 PE 121 79 62 51 4.1
Deferred tax liability (25) (56) (56) (56) (56) PV 14 12 1.0 0.8 0.7
Total liabilities 9,837 11582 13386 15301 17,688 CV/EBITDA 5.7 42 57 30 24
Net block 1996 1873 1854 1793 1699 CVisales o705 05 04 03
Capital work-in-progress 87 60 50 50 50 222’:‘ ratios (%) 178 29 997 234 16
Inv ' ' ' ' '
s m owm m w m *
’ ’ ' RolC 19.2 254 255 27.0 29.2
Debtors 3,086 3,891 4670 5268 6,134 Profitability ratios (%)
Cash 948 881 1231 1972 2628 EgiTpA margin 134 129 130 131 132
Other current assets 9228 11,268 12458 14,129 16,534 EBIT margin 103 10.8 113 15 118
Total current assets 13733 16967 19,595 22,725 26,806  PAT margin 5.1 54 6.2 65 6.9
Creditors 3075 4430 4874 5538 6,400  Turnover ratios
Other current liabilities & provisions 2909 3,208 3559 4,049 4788  Total asset turnover ratio (x) 1.6 20 1.9 1.9 1.9
Total current liabilities 5983 7,638 8433 9,587 11,188  Debtor days 73 63 68 66 65
Net current assets 7,750 9329 11,162 13,138 15618  Inventory days 1 15 18 17 16
Total assets 9,837 11,582 13386 15301 17,688  Creditor days 112 105 103 101 99
Source: Company, Nirmal Bang Institutional Equities Research s°"’e“°¥ ratios (x)
Debt-equity 04 04 0.4 0.3 0.3
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Rating track
Date Rating Market price (Rs) Target price (Rs)
23 September 2015 Buy 575 809
26 November 2015 Buy 622 809
16 February 2016 Buy 561 846
12 April 2016 Buy 590 846
6 June 2016 Buy 593 790
12 July 2016 Buy 557 790
15 September 2016 Buy 475 790
13 October 2016 Buy 475 790
9 December 2016 Buy 456 780
19 January 2017 Buy 430 780
14 February 2017 Buy 453 780
20 February 2017 Buy 448 760
7 April 2017 Buy 533 760
6 July 2017 Buy 595 760
23 August 2017 Buy 527 700
9 October 2017 Buy 559 700
23 November 2017 Buy 770 950
9 January 2018 Buy 866 950
21 February 2018 Buy 900 1,100
6 April 2018 Buy 876 1,100
31 May 2018 Buy 964 1,250
10 July 2018 Buy 976 1,250
14 August 2018 Buy 935 1,250
9 October 2018 Buy 846 1,250
21 November 2018 Buy 930 1,295
9 January 2019 Buy 930 1,295
15 February 2019 Buy 832 1,320
9 April 2019 Buy 939 1,335
29 May 2019 Buy 1,056 1,360
9 July 2019 Buy 984 1,360
6 August 2019 Buy 883 1,300
23 September 2019 Buy 743 1,195
7 October 2019 Buy 660 1,195
19 November 2019 Buy 656 1,020
Rating track graph
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DISCLOSURES

Research Reports that are published by Nirmal Bang Securities Private Limited (hereinafter referred to as “NBSPL”) are
for private circulation only. NBSPL is a registered Research Analyst under SEBI (Research Analyst) Regulations, 2014
having Registration no. INHO00001766. NBSPL is also a registered Stock Broker with National Stock Exchange of India
Limited, BSE Limited, Metropolitan Stock Exchange of India Limited, Multi Commodity Exchange of India Limited,
National Commodity and Derivative Exchange Limited and Indian Commodity Exchange Limited in cash and Equity and
Commodities derivatives segments.

NBSPL 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.

NBSPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing /
dealing in securities Market. NBSPL, its associates or analyst or his relatives do not hold any financial interest (Except
Investment) in the subject company. NBSPL 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. NBSPL or its associates or Analyst or
his relatives may or may 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.

NBSPL 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. NBSPL 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. NBSPL / analyst has not been
engaged in market making activity of the subject company.

Analyst Certification: I, Chirag Muchhala, the research analyst and Rahulkumar Mishra, Research Associate the authors
of these reports, hereby certify that the views expressed in this research report accurately reflects my/our personal views
about the subject securities, issuers, products, sectors or industries. It is also certified that no part of the compensation of
the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views in this
research. The analyst(s) 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%
DISCLAIMER

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. NBSPL 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 NBSPL 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. NBSPL 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 NBSPL & 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. NBSPL 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. NBSPL 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. NBSPL reserves its absolute discretion and right to make or refrain from making modifications and alterations to
this statement from time to time. Nevertheless, NBSPL 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 NBSPL 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 NBSPL, 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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