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PSP Projects
FY20 off to a rousing start

Strong revenue growth and healthy Q1 inflows enabled PSP Projects to
deliver on several fronts, making the start to FY20 truly promising.
With an augmented order backlog, sufficient scope remains for a
further execution ramp-up. With the steadily rising contribution from
projects other than the Surat Diamond Bourse (SDB) and with
execution at the recent orders commencing, the concentration risk
from a single order is being diluted. Strong fundamentals, a net-cash
position and best-in-class working capital are some levers that enable
PSP to deliver industry-leading return ratios, making it an interesting
proposition.

On augmented OB, further scale-up expected. Strong, ~%7.6bn, Q1
inflows exceeded revenue, enabling the company to close Q1 with a ~¥34bn
OB, providing ample assurance of ~3x TTM sales. Management sees bright
prospects in terms of inflows and has already bid for projects of ~I25bn-
30bn. Post-Q1, inflows were ~%0.9bn, taking total ytd inflows to ~%8.5bn.

~3/4-month SDB delay expected. Management booked ~%0.9bn in Q1
FY20, and has booked ~%5.1bn till Q1. Despite having completed RCC
works, and having commenced facade & MEP works already, the project is
likely to see a ~3/4-month delay on account of client-specific reasons.
Management targets ~X7bn-7.5bn from the project in FY20.

Guidance largely retained. Management yet targets ~Z13bn-14bn revenue
in FY20, and has maintained EBITDA-margin guidance of ~12-14%. With
strong Q1 inflows, it has slightly raised its inflow guidance (~%¥16bn-17bn
now). It doesn’t foresee any material capex on account of equipment freed
up at the SDB.

Valuation. At the CMP, the stock trades at 19x TTM EPS of 326. We
believe the strong order backlog, continuous focus on execution, healthy
balance sheet and return ratios would help it enjoy a premium multiple. We
do not have a rating on the stock. Risk. Failure to maintain prudence.

Key financials (YE Mar) FY15 FY16 FY17 FY18 FY19P
Sales X m) 2,805 4,580 4,008 7,298 10,440
Net profit (Z m) 141 249 416 644 902
EPS %) 4.9 8.7 14.4 17.9 25.1
Growth (%) 39.6 774 66.9 23.8 40.2
PE (x) 43.0 243 14.5 25.1 18.3
EV /EBITDA (x) 242 13.8 8.4 13.8 9.8
PBV (x) 12.9 92 56 53 45
RoE (%) 34.4 443 48.2 31.4 26.8
RoCE (%) 33.8 443 50.7 43.8 41.3
Net debt / equity () -1.3 -0.9 -0.4 0.7 0.5

Source: Company  Note: P-Provisional
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Quick Glance - Financials and Valuations (standalone)

Fig 1 —Income statement (X m)

Fig 2 - Balance sheet (X m)

Year-end: Mar FY15 FY16 FY17 FY18 FY19P Year-end: Mar FY15 FY16 FY17 FY18 FY19P
Order backlog 4,877 3,381 7,292 25590 29,780  Share capital 8 32 288 360 360
Average order size 198 192 351 1,105 429 Networth* 469 656 1,071 3,027 3,714
Net revenues ¥ m) 2,805 4580 4,008 7,298 10,440  Debt 334 452 677 216 267

Growth (%) 33.3 63.3 -125 82.1 43.0  Minority interest -
Direct costs 2,489 4032 3208 6,113 8839  DTL/(Assets) -5 -12 -15 -18 -49
SG&A 92 155 140 171 111 Capital employed 798 1,097 1,733 3,225 3,932
EBITDA 224 393 659 1,014 1,489  Nettangible assets 332 508 503 763 1,021

EBITDA margins (%) 8.0 8.6 16.5 13.9 14.3  Netintangible assets 0 4 5 7 10
Depreciation 52 71 76 112 242 Goodwill - -
Other income 65 97 134 184 230  CWIP (tang. & intang.) 2 - - 18 -
Interest expenses 25 34 75 87 92  Investments (strategic) 8 51 76 77 77
PBT 213 386 642 999 1,385 Investments (financial) 118 130 141 151 -

Effective tax rate (%) 33.9 354 35.2 35.6 34.9  Current assets (ex cash) 550 638 1,389 2,587 3,931
+ Associates / (minorities) - - - - - Cash 848 938 1,018 2,232 2,217
Net income 141 249 416 644 902  Current liabilities 1,060 1,172 1,399 2,611 3,325
Adjusted income 141 249 416 644 902  Working capital 511 -534 -10 24 606
WANS 29 29 29 36 36  Capital deployed 798 1,097 1,733 3,225 3,932

FDEPS (% /sh) 49 8.7 14.4 17.9 25.1 Contingent liabilities 8 32 288 360 -
Fig 3 — Cash-flow statement (T m) Fig 4 — Ratio analysis
Year-end: Mar FY1S FY16 FY17 FY18 FY19P  Year-end: Mar FY15_ FY16  FY17__ FY18_ FY19P
PBT + Net interest expense 172 323 584 902 1,247 P/E (x) 430 243 145 251 18.3
+ Non-cash items 52 7 76 112 242 EV /EBITDA (x) 242 138 84 138 9.8
Oper. profit before WC chg. 224 393 659 1,014 1,489 EV/ Sales (x) 1.9 1.2 14 1.9 14
- Incr. / (decr.) in WC -157 -23 524 -14 630 P/B (x) 12.9 9.2 56 53 45
Others including taxes 72 137 226 355 483 ROE (%) 344 443 482 314 268
Operating cash-flow 309 280 91 673 376 RoCE (%) 338 443 507 438 413
- Capex (tang. + intangibles) 201 248 71 392 486 Sales / FA (x) 8.4 8.9 79 93 101
Free cash-flow 108 32  -163 281 -110 DPS (% /sh) * 0.6 1.7 25 5.0 5.0
Acquisitions - - - - Dividend yield (%)* 03 08 1.2 1.1 1.1
- Dividend (incl. buyback & taxes) 19 58 108 217 Dividend payout (%) - incl. DDT* 137 231 260 168 240
+ Equity raised - 1,419 Net debt / equity (x) 13 09 04 07 -05
+ Debt raised 72 111 222 -464 20 Receivables (days) 31 8 49 58 50
- Fin. investments 37 54 36 11 -151 Inventory (days) 5 3 3 17 26
-Net interest expense + Misc. (40) (59) (57) (98)  (140) Payables (days) 82 55 63 61 55
Net cash-flow 164 90 80 1,214 -15 CFO:PAT % 2200 1124 -220 1045 417
Source: Company  Note: P — provisional Source: Company  * Dividend for FY17 proposed after IPO; considered in ratio analysis
Fig 5 — Price movement Fig 6 — Govt. residential share up on recent PMAY wins*
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*Of Q1 FY20-end OB of ~Z34bn
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J Result / concall highlights

Income statement

During Q1 FY20, PSP Projects posted strong, ~31% y/y, revenue
growth to ~33bn, despite the pace of execution slightly dampened by
the monsoon and the general elections (labour shortages). Excl. the
SDB project, revenue growth was even stronger (up ~50% y/y, ~6%
q/q). This indicates gradually less dependence on SDB in the
company’s revenue mix.

Gross profits grew (~31% y/y) exactly in line with the revenue
growth, but due to higher employee expenses (up ~38% y/y, ~18%
q/q) EBITDA growth (~29% y/y) lagged revenue growth. This
resulted in slightly lower margins, down ~17bps y/y, ~86bps q/q, to
~13.9%, yet in line with its guided-to range of ~12-14%.

Largely led by growth in operating profits but partly constrained by
higher depreciation and finance costs, Q1’s ~%0.3bn earnings were up
~21% y/y. Lower other income, too, had a role to play.

Fig 7 — Financial highlights - contribution from projects other than SDB’s rising...

(m) Q1FY19 Q2FY19 Q3FY19 Q4FY19 Q1FY20 % YIY % Q/Q
Sales 2,347 2,099 2,611 3,383 3,073 30.9 9.2
EBITDA 330 294 367 499 427 29.4 -14.4

EBITDA margins (%) 14.1 14.0 14.1 14.7 189  -17bps -86bps
Interest 15 23 23 32 28 89.2 -13.3
Depreciation 48 58 62 74 59 222 -20.7
Other income 61 54 48 66 52 -14.7 -21.7
PBT 328 267 331 459 392 19.6 -14.5
Tax 117 92 116 158 137 16.9 -13.1
PAT 211 176 215 301 255 21.1 -15.3

Source: Company

Order backlog / inflows / scope

With robust inflows of ~%7.6bn, the company closed Q1 on a sturdy
note. Post-Q1, it acquired orders of a further ~%0.9bn, taking the total
FY20 ytd inflow tally to ~%8.5bn. Having acquired in Q1 ~61% of
FY20 earlier guided-to inflow, management raised its FY20 inflow
guidance to ~¥16bn-17bn. Some of the prominent inflows are:

*  An EWS housing project at Bhiwandi, Maharashtra. A ~I6bn
Pradhan Mantri Awas Yojana project, executable in three years.

*  RCC works for the proposed Phoenix Mall from SGH Realty, of
~%0.9bn. Pegged to be the largest mall in Gujarat.

*  Finishing and ancillary works of Sardardham building (~%0.4bn)
in Ahmedabad.

* A 100-bed hospital project from The Maruti-Suzuki Foundation,
of ~%0.8bn (a post Q1-order).

With the strong inflows exceeding revenues, the Q1 FY20 backlog
grew to ~334bn, providing ample assurance of ~3x TTM revenues.
The backlog, excl. the SDB project, was ~%23bn (BtB of ~3.1x TTM
revenues, excl. SDB revenues).

Management said it has bid for orders of ~%25bn-30bn. Major orders
are projects from Vedanta, A tower project by the Gujarat Industrial
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Development Corporation in GIFT city, Prestige Estates (in Pune), an
IT Park (Hyderabad, an estimated opportunity of ~3I4bn), Varanasi
Development Corporation, an astronomy building in Science city
Gujarat (an opportunity of ~%2bn) and others.

*  The Vedanta project. Earlier pegged at ~%18bn, the project has
now been split, management said, and only work of ~%5.5bn-6bn
is up for grabs. It is already in discussion with the client and
hopes for a closure shortly.

*  The Jamnagar project by Nayara Energy. Management said it
has had no response from the client and is awaiting a reply.
Given the time being taken, it is less optimistic about the project.

Fig 8 — Q1 inflows of ~Z7.6bn; YTD inflows @ ~%8.5bn Fig 9 — ~%34bn OB, gives ample assurance of ~3x TTM sales
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The Surat Diamond Bourse

The company booked ~%0.9bn revenue in Q1 from the SDB project.
With this, it has booked total revenue of ~%5.1bn from the project
already.

*  For FY20, it sees ~X¥7bn-7.5bn from the project, with the balance
in FY21.

* It said that till eatly Aug’19 (Q2) it has incrementally done work
worth ~%0.8bn.

Despite having completed RCC works, and commenced the MEP &
facade works, the project is likely to be delayed by ~3/4 months
owing to delays in selecting finishing materials by the client.

®  The client has yet to select all finishing materials, expected in a
while, resulting in some delay.

*  Nevertheless, management is confident of booking the targeted
revenues from the project.

*  Management said lift installation works have also commenced.

Management had earlier said that it has been given in-principal
approval for interior works, but no further progress has been made on
this.

Balance sheet

B Management said it incurred ~340m capex in Q1 FY20. As such, it

doesn’t see any material capex in FY20. Earlier, it said it would utilise
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the equipment freed from the SDB project (RCC works completed) to
meet requirements for any future order wins.

It utilised its CC and FD/OD limits to the extent of ~¥350m. Against
this, it had cash of ~¥600m (excl. cash kept against FD/OD), thereby
retaining its net-cash status. It said that, with the greater scale of
operations expected in coming months, it sees utilisation to further
rise to ~X400m-500m.

It pegs a receivables cycle of ~35-40 days and inventory levels similar
to Q4 FY19 levels (of ~26 days).

Guidance

Despite strong inflows early in the year, management maintained its
FY20 revenue guidance of ~%13bn-14bn. Of this, ~X¥7bn-7.5bn is
expected to come from the SDB project.

It retained its previously guided-to EBITDA margin of ~12-14%, the
exact figure depending on the job-mix across its projects.

Having acquired strong inflows in Q1 FY20, management looks at
inflows of ~¥16bn-17bn. It, however, didn’t discount the possibility of
over-shooting its guidance, and expects orders of ~%10bn in the
coming month or two.

Other highlights

The Livermore project. Management has put on the block the
projects, at ~$1.45m. It expects the sale to go through in the coming
month or two.
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J valuation

At the CMP, the stock trades at 19x TTM EPS of %26. The augmented
order backlog providing ample opportunities for a further scale-up,
coupled with a well-managed balance sheet and industry-leading return
ratios affords the company a valuation premium.

Fig 10 — PE band
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Source: Bloomberg, Anand Rathi Research

Risks
B Slow pace of execution.

B Failure to maintain prudence.
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