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Dilip Buildcon DIBL.NS  DBL IN    

EQUITY: ENGINEERING & CONSTRUCTION 

  

Delivery on asset sales increases confidence 

DBL’s BOT asset sale to lead to significant 
deleveraging and improved credit profile 

Action: Raise TP to INR717 (implying 15% upside) as DBL continues to 
deliver on both execution and balance sheet strengthening 
DBL has announced that it has entered into an agreement with Shrem 
Infraventures (unlisted) for the sale of its entire BOT (build operate and 
transfer) assets for an equity consideration of INR16bn (at ~1.05x P/BV). With 
the asset sale, DBL has delivered on balance sheet deleveraging as well. 
 Asset sale leads to a reduction in subsidiary debt of INR17bn, 

improving the credit metrics: The asset sales have not only reduced the 
consolidated debt but also reduced corporate guarantees. This should lead 
to improved credit metrics, resulting in lower finance costs and should boost 
our EPS estimates.  

 DBL will continue to generate EPC revenues and will get long-term 
O&M contracts: Management has highlighted that these projects will 
provide INR50bn in EPC contracts and additionally will provide INR40bn in 
low-risk and higher-margin O&M revenue for the next 15 years. Thus, our 
construction revenue estimates remain unchanged, but should benefit in the 
long run from O&M (operations and maintenance) opportunities. 

 Release of equity and reduced future commitments improve 
standalone gearing. With the exception of INR1.92bn in equity 
commitments towards Hybrid Annuity (HAM) projects for its residual 26% 
share, DBL does not have any major equity outflows over FY18/19F. 

Valuation: Trading at 13.2x FY19F EPS; raise TP to INR717 
We raise our EPS for FY18/19F by 14%/22% (Fig. 2) on account of the lower 
financial charges as the cash from the asset sale flows in over FY18/19F. We 
continue to value DBL on SOTP basis with the EPC segment valued at 15x 
FY19F EPS of INR47.3 and residual BOT stake at 1x FY18F BV to arrive at 
our new TP of INR717. Key risks are aggressive competition, a slowdown in 
state ordering, and deterioration in working capital and debt metrics. 

Year-end 31 Mar FY16 FY17F FY18F FY19F

Currency (INR) Actual Old New Old New Old New

Revenue (mn) 40,853 50,976 50,976 64,373 64,373 79,088 79,088

Reported net profit (mn) 2,208 3,609 3,609 4,569 5,219 5,311 6,474

Normalised net profit (mn) 2,208 3,609 3,609 4,569 5,219 5,311 6,474

FD normalised EPS 16.14 26.39 26.39 33.40 38.16 38.83 47.34

FD norm. EPS growth (%) 51.5 63.5 63.5 26.6 44.6 16.2 24.1

FD normalised P/E (x) 38.6 N/A 23.6 N/A 16.3 N/A 13.2

EV/EBITDA (x) 13.7 N/A 11.0 N/A 8.6 N/A 6.7

Price/book (x) 8.0 N/A 4.6 N/A 3.6 N/A 2.8

Dividend yield (%) 0.0 N/A 0.0 N/A 0.0 N/A 0.0

ROE (%) 22.8 24.8 24.8 22.0 24.7 20.6 24.0

Net debt/equity (%) 226.6 132.2 132.2 112.5 72.4 96.8 46.2

Source: Company data, Nomura estimates 
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See Appendix A-1 for analyst certification, important disclosures and the status of non-US analysts. 
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 Key data on Dilip Buildcon 
Relative performance chart 

Source: Thomson Reuters, Nomura research 

 

Notes: 
 

 
Performance 
(%) 1M 3M 12M
Absolute (INR) 22.9 41.4 173.6 M cap (USDmn) 1,332.9
Absolute (USD) 23.4 42.8 187.6 Free float (%) 24.4
Rel to MSCI India 24.6 37.7 162.1 3-mth ADT (USDmn) 3.8
  
Income statement (INRmn) 
Year-end 31 Mar FY15 FY16 FY17F FY18F FY19F
Revenue 26,241 40,853 50,976 64,373 79,088
Cost of goods sold -19,325 -30,005 -37,930 -48,280 -59,316
Gross profit 6,916 10,848 13,047 16,093 19,772
SG&A -2,077 -3,817 -4,373 -5,294 -6,171
Employee share expense -363 -873 -1,025 -1,294 -1,590
Operating profit 4,476 6,158 7,648 9,505 12,010
EBITDA 5,655 7,992 9,922 11,966 14,702
Depreciation -1,179 -1,835 -2,274 -2,462 -2,692
Amortisation  

EBIT 4,476 6,158 7,648 9,505 12,010
Net interest expense -2,587 -3,814 -4,162 -3,907 -3,578
Associates & JCEs  

Other income 60 157 114 200 200
Earnings before tax 1,949 2,501 3,601 5,799 8,632
Income tax -491 -293 9 -580 -2,158
Net profit after tax 1,458 2,208 3,609 5,219 6,474
Minority interests  

Other items  

Preferred dividends  

Normalised NPAT 1,458 2,208 3,609 5,219 6,474
Extraordinary items  

Reported NPAT 1,458 2,208 3,609 5,219 6,474
Dividends -12 -7 -12 -17 -21
Transfer to reserves 1,446 2,201 3,598 5,202 6,454
Valuations and ratios  

Reported P/E (x) 58.4 38.6 23.6 16.3 13.2
Normalised P/E (x) 58.4 38.6 23.6 16.3 13.2
FD normalised P/E (x) 58.4 38.6 23.6 16.3 13.2
Dividend yield (%) 0.0 0.0 0.0 0.0 0.0
Price/cashflow (x) 38.6 20.0 13.5 9.0 8.6
Price/book (x) 9.8 8.0 4.6 3.6 2.8
EV/EBITDA (x) 18.5 13.7 11.0 8.6 6.7
EV/EBIT (x) 23.4 17.7 14.3 10.8 8.2
Gross margin (%) 26.4 26.6 25.6 25.0 25.0
EBITDA margin (%) 21.6 19.6 19.5 18.6 18.6
EBIT margin (%) 17.1 15.1 15.0 14.8 15.2
Net margin (%) 5.6 5.4 7.1 8.1 8.2
Effective tax rate (%) 25.2 11.7 -0.2 10.0 25.0
Dividend payout (%) 0.8 0.3 0.3 0.3 0.3
ROE (%) na 22.8 24.8 24.7 24.0
ROA (pretax %) na 13.0 13.1 14.6 17.4
Growth (%)  

Revenue 55.7 24.8 26.3 22.9
EBITDA 41.3 24.1 20.6 22.9
Normalised EPS 51.5 63.5 44.6 24.1
Normalised FDEPS 51.5 63.5 44.6 24.1
Source: Company data, Nomura estimates 

Cashflow statement (INRmn) 
Year-end 31 Mar FY15 FY16 FY17F FY18F FY19F
EBITDA 5,655 7,992 9,922 11,966 14,702
Change in working capital -2,895 -5,109 -3,483 -1,700 -2,380
Other operating cashflow -557 1,381 -116 -776 -2,412
Cashflow from operations 2,203 4,265 6,323 9,490 9,910
Capital expenditure -10,416 -4,503 -4,119 -2,188 -2,308
Free cashflow -8,213 -238 2,205 7,302 7,602
Reduction in investments -959 -109 -1,797 3,735 -960
Net acquisitions 
Dec in other LT assets 
Inc in other LT liabilities 
Adjustments 3,764 391 114 200 200
CF after investing acts -5,407 44 522 11,238 6,842
Cash dividends -12 -7 -12 -17 -21
Equity issue 0 0 3,230 0 0
Debt issue 9,654 2,471 499 -3,570 -7,000
Convertible debt issue 
Others -2,562 -3,791 -4,162 -3,907 -3,578
CF from financial acts 7,081 -1,327 -445 -7,493 -10,599
Net cashflow 1,674 -1,283 77 3,745 -3,756
Beginning cash 668 2,342 1,059 1,137 4,881
Ending cash 2,342 1,059 1,137 4,881 1,125
Ending net debt 19,528 24,068 24,489 17,175 13,931
  
Balance sheet (INRmn) 
As at 31 Mar FY15 FY16 FY17F FY18F FY19F
Cash & equivalents 2,342 1,059 1,137 4,881 1,125
Marketable securities 
Accounts receivable 12,636 9,119 10,165 11,464 13,001
Inventories 9,476 15,803 16,639 18,518 21,668
Other current assets 2,653 6,904 11,960 11,509 13,419
Total current assets 27,107 32,886 39,901 46,372 49,212
LT investments 2,789 2,898 4,695 960 1,920
Fixed assets 11,890 14,204 16,825 16,551 16,168
Goodwill 0 0 0 0 0
Other intangible assets 
Other LT assets 3,765 2,850 5,072 5,895 7,242
Total assets 45,551 52,837 66,493 69,778 74,543
Short-term debt 16,407 17,976 19,301 15,731 8,731
Accounts payable 8,278 10,232 8,886 11,905 14,626
Other current liabilities 3,736 3,734 8,535 6,543 8,039
Total current liabilities 28,421 31,942 36,722 34,179 31,396
Long-term debt 5,463 7,151 6,325 6,325 6,325
Convertible debt 
Other LT liabilities 2,938 3,123 4,917 5,543 6,637
Total liabilities 36,822 42,216 47,964 46,047 44,358
Minority interest 
Preferred stock 
Common stock 1,171 1,171 1,368 1,368 1,368
Retained earnings 7,558 9,450 17,161 22,363 28,817
Proposed dividends 
Other equity and reserves 
Total shareholders' equity 8,730 10,621 18,529 23,731 30,185
Total equity & liabilities 45,551 52,837 66,493 69,778 74,543
 

Liquidity (x)
Current ratio 0.95 1.03 1.09 1.36 1.57
Interest cover 1.7 1.6 1.8 2.4 3.4
Leverage
Net debt/EBITDA (x) 3.45 3.01 2.47 1.44 0.95
Net debt/equity (%) 223.7 226.6 132.2 72.4 46.2
 

Per share
Reported EPS (INR) 10.66 16.14 26.39 38.16 47.34
Norm EPS (INR) 10.66 16.14 26.39 38.16 47.34
FD norm EPS (INR) 10.66 16.14 26.39 38.16 47.34
BVPS (INR) 63.83 77.66 135.48 173.51 220.70
DPS (INR) 0.08 0.05 0.08 0.12 0.15
Activity (days)
Days receivable 97.5 69.0 61.3 56.5
Days inventory 154.2 156.1 132.9 123.6
Days payable 112.9 92.0 78.6 81.6
Cash cycle 0.0 138.7 133.1 115.6 98.5
Source: Company data, Nomura estimates 
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DBL’s delivery on asset sales is a key 
positive 
Dilip Buildcon has announced a deal with Shrem Infraventures for the sale of all 
BOT assets for a consideration of INR16bn over FY18/19F 
Dilip Buildcon, in its filing with the Bombay Stock Exchange (BSE), has announced that 
the company has entered into an agreement with Shrem Infraventures (unlisted) for the 
sale of its entire BOT (build operate and transfer) assets for an equity consideration of 
INR16bn. The details of the transaction, as gathered from the BSE filing and 
management commentary at today’s analyst conference call are as highlighted in Fig. 1. 

Based on available details, management expects cash inflows over FY18/FY19F. These 
amounts should lead to the release of already invested equity of INR6.8bn and also save 
on INR8.4bn in further equity commitments, especially for the hybrid annuity model 
(HAM) projects, in our view. 

  
Fig. 1: DBL’s asset sales: Transaction details 
(INR mn) 

Source: Company filing, management commentary 

 

Dilip’s asset sales come at a time when peers are struggling to dispose of assets 
in an increasingly buyers’ market 
Dilip Buildcon has achieved asset sales worth INR105bn on an overall value, making this 
divestment perhaps one of the biggest for some time. This comes at a time when 
investors are increasingly concerned over the fact that companies with BOT assets were 
finding it hard to monetise their assets in what is now essentially a buyers’ market. The 
difficulty in asset sales in the industry at large can be attributed to: 1) weak traffic growth 
over the past few years; and 2) high IRR expectations by investors, which make even 
selling at book value relatively hard. 

Street was sceptical on DBL’s ability to deliver on asset sale 

While DBL had stated that it is on the verge of finalising the asset sales the commentary 
was treated with some amount of scepticism by the Street. However, the finalisation of 
the asset sale lends credibility to management guidance and commentary. 

DBL’s assets are essentially annuity assets, providing cash flow comfort for 

investors 
Since DBL’s portfolio is almost entirely made up of annuity and hybrid annuity projects, 
there is a strong cash flow visibility. This feature leads to relative de-risking of the assets, 
which had possibly enabled the sale of its assets even in a buyers’ market. We have also 
witnessed that KNR Construction (KNRC IN, Buy) had been able to divest its stake in 
annuity projects, highlighting that investors are preferring the certainty of cash flows over 
traffic growth. 

DBL’s asset sale will lead to significant deleveraging 
Management has commented that INR17bn of debt will be taken off the consolidated 
balance sheet in FY18F due to the asset sale. Further, since the company had equity 
commitments earlier for its HAM projects, the potential reduction in consolidated net debt 
is much higher than INR17bn over the net debt level in end-FY17. 

 Invested 
To be 

invested 
Total 

equity 
Operational 4,537.2        125.7          4,662.9      
Under construction 2,219.1        959.6          3,178.7      
Hybrid Annuity (HAM) 63.6             7,330.8       7,394.4      
Total equity at Book 6,819.9        8,416.1     15,236.0  
Consideration announced 16,000.0    
Implied Book: Bill 1.05         
Management Cash Flow expectations
FY18F 5,500.0      
FY19F 10,500.0    
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Furthermore, with the asset sale, equity commitment will be reduced and will be limited 
to INR1920mn as contribution for its 26% residual stake in HAM projects over FY18/19F, 
in our view. This should lead to sustained reduction in net debt at the standalone level for 
Fy18/19F. 

Lower debt leads to lower interest and guarantee costs 
A boost to our EPS estimates should entirely come from lower interest costs as a result 
of lower standalone net debt and reduced costs on bank/corporate guarantees. Further, 
we note that there could be further upside to our EPS estimates as we are not factoring 
in a lower interest rate from a potential credit rating revision due to this asset sale. 

DBL can continue to benefit from operations and maintenance (O&M) revenues for 
these projects 
DBL will likely remain involved in these projects as an O&M contractor for the 
concessionaire. We estimate that DBL can possibly earn INR2-3bn annually in O&M 
revenue from these projects for the next 15 years. These O&M revenues are annuity-like 
and should provide cash flow and margin visibility as well. 

DBL management has stated that there is a binding agreement for O&M contracts for the 
next 15 years and this should lead to INR40bn in revenue. Further, the EBITDA margins 
for O&M contracts are guided by management to be higher than EPC margins which we 
estimate at ~18.5%. 

We are not building in O&M revenues into our estimates for FY18/19F, and if O&M 
revenues materialise, we may expect a small improvement in overall EBITDA margins as 
well. 

Changes to our estimates 

We maintain our revenue and EBITDA estimates for FY18/19F as the standalone order 
book remains unchanged by the sale and we do not factor in the potential O&M revenue 
and margins, which can provide further upside. The increase in our EPS estimates by 
14%/22% is entirely owing to lower financial costs as a result of lower net debt. We 
highlight that if there is a revision in credit ratings, the financials costs may fall further 
boosting our EPS estimates even more. 

  
Fig. 2: Changes in estimates 
(INR mn, except for EPS in INR) 

Source: Nomura estimates 

Valuation: Inexpensive at 13.2x FY19F P/E 

We value DBL’s EPC and BOT businesses separately. We value the EPC business at 
15x FY19F EPS of INR47.3 to arrive at INR710/share value for the business. We value 
the BOT assets on book value of investments which is estimated at INR7/share for 
FY18F (which is derived from the INR960mn equity contribution in HAM projects 
expected in FY18F). Hence, we arrive at a target price of INR717, which implies around 
15% upside from current price levels. 

The construction sector as a whole, we believe, has re-rated significantly over the past 
two years, led by the government’s push on infrastructure. The ongoing build-up of 
opportunities in this space is likely to keep the multiples elevated, especially for 
companies which have a proven track record of profitable growth with reasonable 
leverage. DBL, in our view, given its superior financial profile and proven track record, 
will continue to trade at least in line with the sector average. 

Old New Diif (%) Old New Diif (%)
Revenue 64,373     64,373      0% 79,088  79,088      0%
EBITDA 11,966     11,966      0% 14,702  14,702      0%
EBITDA margin (%) 18.6% 18.6% -            18.6% 18.6% -             
PAT 4,569       5,219        14% 5,311    6,474        22%
EPS 33.4         38.2          14% 38.8      47.3          22%

FY18 FY19
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Fig. 3: Dilip Buildcon – Sum-of-the-parts valuation 
 

Source: Nomura estimates 

Peer comparison 
  
Fig. 4: Indian peer comparison 
 

Source: Bloomberg consensus forecasts, Nomura ratings. Note: Based on share prices as of 28 August 2017 

 
 

EPS FY19 - standalone 47.3          INR/share
Target PE 1Y fwd (X) 15.0          
Value of EPC business 710         

Book value of Subs - FY18 (INR mn) 960           INR mn
No of share (mn) 136.8        
BV of subsidiaries/share 7             INR/share

Implied Target price 717         INR/share
CMP 623
Upside 15.2%

P/E (x)

Company Rating Ticker FY17 FY18F FY19F FY17 FY18F FY19F FY17 FY18F FY19F

JMC NR JMCP IN 20.5          17.5       14.2       12.3       10.9       9.7         8.5         9.6         10.7       
Simplex NR SINF IN 28.5          19.2       14.6       8.7         7.6         6.9         5.7         7.9         9.3         
NCC Ltd NR NJCC IN 19.1          17.7       14.6       9.9         9.1         8.1         7.2         7.6         8.4         
Gayatri Projects NR GAYP IN 51.7          24.6       17.8       22.7       15.9       13.0       7.4         12.6       16.7       
Sadbhav Engg NR SADE IN NA 39.9       15.6       11.7       8.8         7.8         (0.2)       18.1       18.4       
KNR Cons Buy KNRC IN 18.5          13.9       13.1       14.2       10.6       9.1         19.3       22.1       19.2       
ITD Cem NR ITCE IN 30.4          18.9       14.9       10.5       9.1         7.7         14.1       18.7       20.1       
HCC NR HCC IN NA 30.9       11.3       15.6       15.4       12.8       2.1         4.6         8.9         
Ahluwalia 
Contracts NR AHLU IN 19.4          17.5       13.9       10.2       9.5         8.0         20.8       19.3       20.0       
J Kumar Infra NR JKIL IN 13.0          11.2       8.7         6.9         5.9         4.7         8.6         8.9         10.8       
Dilip Buildcon Buy DBL IN 23.5          16.3       13.2       11.0       8.6         6.7         24.8       24.7       24.0       
PNC Infratech Buy PNCL IN 17.2          18.1       11.9       16.3       12.0       8.1         14.2       12.0       15.9       

24.2          20.5       13.7       12.5       10.3       8.6         11.0       13.8       15.2       

ROE (%)EV/EBITDA (x)
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Fig. 5: Asia Pacific peers comparison 
 

Source: Bloomberg consensus forecasts, Nomura ratings. Note: Based on share prices as of 28 August 2017 

Investment risks 

• The revival of competition due to the recent measures initiated to revive financially 
stressed infrastructure companies: recent government initiatives to revive the 
infrastructure sector could lead to a revival of the balance sheets of some of the ailing 
construction companies. With an improvement in their balance sheets, some of these 
companies may resort to aggressive bidding for projects as in the past, driving down 
sector returns. 

• Further deterioration in working capital and net debt metrics: we expect the overdue 
receivables from Essel Infra and Topworth to realise gradually by FY19F for DBL. 
However, a delay or lack of the same could drive down FCF as well as the return ratios. 

• A slowdown in public spending on infrastructure/road projects: Over the past few years, 
both the central and state governments have shown a strong will to invest in the 
infrastructure across the country, especially roads. While we expect this to continue 
and even grow further, there is a possibility that as the general elections come closer in 
May 2019, there could be a shift in the policy focus from infrastructure spending to 
populist measures, which could lead to a slowdown and hence higher competition for a 
smaller pie. 

P/E (x)

Company Rating Ticker FY17 FY18F FY19F FY17 FY18F FY19F FY17 FY18F FY19F

Japanese companies
Taisei Buy 1801 JT         13.93      12.62      11.77        6.77        6.53        6.24      16.15      16.08      15.22 

Obayashi Buy 1802 JT         10.19        9.15        9.42        7.25        6.83        6.76      15.85      14.77      12.91 

Shimizu Buy 1803 JT         10.03      10.26        9.78        6.62        6.68        6.24      16.72      13.84      12.94 

Kajima Buy 1812 JT         10.73      10.46      10.48        5.56        5.95        5.71      18.86      16.46      14.46 

Maeda Buy 1824 JT         11.27      10.72        9.86        9.03        6.27        5.72      12.10      11.45      11.58 

Toda Neutral 1860 JT           6.02      12.11      10.76        8.19        7.24        6.57      20.70        8.50        8.90 

Penta-Ocean 
Construction Buy 1893 JT         13.76      10.78        9.82        5.26        4.79        4.30      14.70      16.10      16.50 

        10.85      10.87      10.27        6.95        6.33        5.93      16.44      13.89      13.22 

Chinese companies            -              -              -   

CRG-H 390 HK Buy         10.31        9.10        8.24        9.70        9.01        8.30        9.73        9.83      10.12 

CRG-A 601390 CH Reduce         14.73      12.84      11.53        9.75        8.86        8.05        9.84      10.08      10.35 

CRCC-H 1186 HK Buy           8.93        8.10        7.28        7.56        6.87        6.23      11.28      11.28      11.40 

CRCC-A 601186 CH Neutral         10.90        9.81        8.90        7.61        6.99        6.41      11.34      11.46      11.56 

CCCC-H 1800 HK Reduce           9.03        8.05        7.11      10.10        9.33        8.51      11.49      11.71      11.95 

CCCC-A 601800 CH Reduce         13.37      11.83      10.37      10.13        9.24        8.47      11.77      12.27      12.47 

CSCI 3311 HK Neutral           9.19        7.81        6.47        8.91        7.57        6.42      18.93      19.32      19.86 

CSCEC 601668 CH Reduce           8.87        7.85        6.97        7.06        6.32        5.94      16.61      16.43      15.97 

        10.53        9.35        8.33        7.47        6.79        6.16      12.68      12.90      13.03 

Korean companies            -              -              -   

Hyundai E&C 000720 KS Buy           8.92        7.57        7.35        3.69        3.50        3.44        8.44        9.09        8.78 

Daewoo E&C 047040 KS NR           5.10        6.04        6.44        4.23        4.57        4.83      24.01      17.63      14.27 

          7.01        6.80        6.89        3.96        4.03        4.14      16.23      13.36      11.52 

ROE (%)EV/EBITDA (x)
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