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We recently visited the Udaipur-Chittorgarh and Chittorgarh-Gulabpura
projects being implemented by HGINFRA. Strong on-ground execution of
these road projects underpins the company’s FY19 revenue growth
guidance in excess of 40% (FY18 revenue of Rs13.9bn). Having mobilized
resources (Rs3bn IPO, employee base more than tripled to 3,374nos and
R3.7bn invested in new equipment) in the past 2 years, HG is well
positioned to capitalize on opportunities in the booming road infra sector.
The company, however, has a disciplined and focused approach; it targets
large government-funded EPC projects in select states. Revenue visibility
is strong, with a well-diversified, robust order book of Rs53bn (3.5x TTM
revenue). At CMP, the stock is trading at 17.5x FY18 standalone earnings.
NOT RATED.

On-ground execution supports revenue growth guidance in excess of 40%:
We came back with positive impressions from our recent site visits to the Udaipur-
Chittorgarh and Chittorgarh-Gulabpura projects being implemented by HGINFRA. It
has achieved 26%/34% physical completion, respectively, and the projects will be
comfortably completed well within timelines. With execution beginning on other
projects too, the company expects revenue growth of ~40% (FY18 revenue of
Rs13.9bn) in FY19 and EBIDTA margin of around mid-teens (14.9% in FY18).

Timely mobilization of resources for the large opportunity in road sector:
HGINFRA has invested more than Rs3.7bn over the past 2 years on purchase of
construction equipment to strengthen its execution capability and accelerate project
progress. The company recently raised funds through an IPO to ensure it is well
capitalized in a capital-intensive sector. Importantly, it also strengthened its
employee base to 3,700+ employees in Jun’18 to cater to its robust order book.

Focused approach — government-funded road EPC in select geographies:
Building on its core competency of project execution, HGINFRA has focused on
large ticket EPC projects funded by government/large private clients with a better
payment track record. It is, however, open to evaluating HAM projects selectively,
but at any point the proportion of HAM projects in the order book is not expected to
exceed 25%. It has also cautiously diversified geographically to areas providing
scale, ensuring that its margins are not negatively impacted.

Diversified, robust order book gives comfort on revenue visibility: The order
backlog as of Q1FY19 was Rs53bn (3.5x TTM revenue) which strengthens revenue
visibility. The order book is well diversified (~40% of the orders coming from
Rajasthan, 22% from UP, 26% from Maharashtra and 11% from Haryana) to avoid
large dependency on any particular state.

Valuations: At CMP, stock is trading at 17.5x FY18 standalone EPS. NOT RATED.

Financial Summary

Y/E Mar (Rs mn) FY14 FY15 FY16 FY17 FY18
Net sales 4,447 3,352 7,124 10,560 13,927
EBITDA margin (%) 114 13.1 11.0 11.8 14.9
Adjusted net profit 172 92 302 534 843
Free Cash flow 343 116 (315) (589) (2,611)
EPS (Rs) 11.3 6.0 16.7 29.6 12.9
growth (%) 27.3 (46.3) 227.3 77.0 57.7
P/E (x) 20.1 37.4 13.5 7.6 17.5
P/B (X) 43 41 3.3 2.3 2.7
EV/EBITDA (X) 30.5 35.2 20.1 131 7.9
RoE (%) 23.1 11.2 29.1 35.7 23.5

Source: Company, SSLe
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H.G. Infra Engineering (HGINFRA) is an infrastructure construction, development and
management company with extensive experience in road projects, including highways,
bridges, and flyovers. Its business operations include providing EPC services on a fixed-sum
turnkey basis, and undertaking civil construction and related infrastructure projects on an item
rate and lumpsum basis, primarily in the roads and highways sector. The company is pre-
qualified to bid independently on an annual basis for bids by NHAI and MoRTH of contract
value up to Rs11.2bn / Rs16.8bn in EPC/HAM projects based on the technical and financial
capacity.

On-ground execution reinforces revenue growth guidance in excess of 40%: The company’s
pace of project execution can be gauged from the progress on the Udaipur-Chittorgarh (“Sec 1)
and Chittorgarh-Gulabpura (“Sec 2”) projects. It has achieved 26%/34% physical completion
respectively in Sec1/2, and is comfortably placed to complete the balance portions ahead of Sep’19
/Nov'19 timelines. Both the stretches together will have four toll plazas of which two (one each in
Sec 1 and Sec 2) will be constructed by HGINFRA. In Sec 1, complete work for the 49km portion is
being done by HGINFRA,; in the other 15km it is executing only the top layering work and the
balance earthwork, and GSB works is being performed by another contractor. For the existing four
lanes, it assesses the strength and quality of the existing stretch and undertakes the necessary
repair, and bitumen/concrete layering work. The company also outsources petty works such as
earthing and dumping to third-party contractors, restricting its work to niche areas of crushing,
grading, compacting, and layering work. To manage both stretches comfortably and avoid
disruption, it has set up three camps that house hot mix plants, site management and monitoring
teams, raw materials store, worker accommaodation, etc. The top management also spends most of
the time at the camp sites to monitor the site progress themselves. Given the pace of execution at
other projects, the company expects to outperform the 20-25% annual growth of India’s road
building sector in FY19 with projected annual revenue growth in excess of 40% (FY18 revenue of
Rs13.9bn) and EBIDTA margin of around mid-teens (14.9% in FY18).

Details of projects in site visit

Particulars Udaipur-Chittorgarh Chittorgarh-Gulabpura
Nature of Work Six Laning Six Laning
Project Length (km) 64 75
Appointed Date July 2017 Nov 2017
Construction Period 730 days 730 days
Project Cost (Rs mn) 4,834 7,117

Role Joint Venture Sub-contractor
Client Tata Projects IRB Infrastructre
Flyovers (nos) 1 4
Vehicular Under-Pass (nos) 6 6
Pedestrian Under-Pass (nos) 12 9

Cattle Under-Pass (nos) 6 0
Financial Progress as on date 25.30% ~30%
Physical Progress as on date 25.96% 34.00%
Total Staff deployed 309

P&M Deployment 240 79

Source: Company, SSL
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Revenue growth robust with a 5-yr CAGR of ~34% Gradual uptick in margins lead to PAT CAGR of ~44%
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Timely mobilization of resources for the large opportunity in road sector: Anticipating the
huge upcoming opportunity in India’s road sector, HGINFRA has invested more than Rs3.7bn over
the past 2 years in purchase of construction equipment to strengthen its execution capability and
accelerate project progress. The company recently raised funds through an IPO (refer Exhibit
below). HGINFRA has ensured that it is well capitalized in a capital-intensive sector. Its fleet of
modern construction equipment for large-scale execution totals 1,441 as of 30 Jun’18. Importantly,
it has also enhanced employee strength significantly in the past couple of years (employee count
increased >3x to 3,734 in Jun’18 from 1,070 in Mar'l6) in order to have seamless access to
skilled/un-skilled manpower. It recently completed SAP implementation to streamline business
processes and flow of information so that it can exercise better control over its resources. Thus,
HGINFRA has mobilized all the required resources to benefit from the large-scale awarding
opportunity and, thereafter, timely execution of projects.

Details of IPO proceeds deployment Employee base increased 3.5x

IPO Proceeds Funds yet to be 4,000

Objective earmarked deployed
(~Rs mn) (~Rs mn)
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Source: Company, SSL

Focused approach — government-funded road EPC in select geographies: HGINFRA has
steered clear of taking aggressive bets and has a disciplined approach in project selection. Building
on its core competency of project execution, HGINFRA has focused on large ticket (pre-qualified to
bid for Rs16.8bn of HAM projects and Rs11.2bn of EPC contracts) EPC projects funded by
government/large private clients with a better payment track record. However, it is open to
evaluating HAM projects selectively, but at any point the proportion of HAM projects in the order
book is not expected to exceed 25%. It is also in talks with some investors for pumping in equity in
these HAM projects. Currently, it has only 1 HAM project in Haryana worth Rs6.1bn, whose
financial closure has been achieved from Tata Cleantech Capital and land >75% has been
acquired. HGINFRA has been cautious in geographical diversification — only after establishing and
delivering in its home state of Rajasthan has it broadened its presence significantly across a few
other states such as UP, Haryana, Maharashtra, and it is still enjoying the cluster benefits.
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OB/Sales of 3.5x gives comfort to revenue visibility Major focus to still remain on EPC Projects
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Diversified robust order book gives comfort on revenue visibility: The order backlog as of
Q1FY19 was Rs53bn — 3.5x TTM revenue. The OB is well diversified across geographies with
~40% of the orders coming from Rajasthan, 22% from UP, 26% from Maharashtra and 11% from
Haryana. The company has also received an order (six laning of Hapur-Moradabad) from IRB of
Rs11.7bn, of which the appointed date is expected by December. Apart from geographical
diversification, it is also planning to enter other infra segments such as water supply, airports,
runways, etc. With a strong B/S, proceeds of the recent IPO and internal accruals (gearing of 0.8x),
the company is well placed to tap more orders, which will keep the revenue growth momentum
intact. It expects to end the year with an order book of Rs60bn.

Gradual shift in geographical presence Comfortable leverage levels to reduce further
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Major Projects under execution

Project Cost

Project Length

Name of Work Appointed Date (Rs mn) (km) Role Client/Party
Six Ir—_.mlng of Gulabpura- Chittorgarh Nov 2017 7,117 75 Sub-contractor IRB Infrastructre
Section-2
Six laning of Chittorgarh- Udaipur Section . .
of NH-76 Section-1 Jul 2017 4,834 64 Joint Venture Tata Projects
Rehabilitation & Up-gradation from Two
lane with paved shoulder of Nagpur-Katol- Jun 2017 3,142 40 Contractor MoRTH
Warud State Highway
Rehabilitation & Up-gradation to two lane
with paved shoulders/ 4 lane of Nandurbar Jun 2017 2,981 40 Contractor MoRTH
- Prakasha- Sahada-Khetia State Highway
Rehabilitation & Up-gradation from Two
lane with paved shoulder of Amarvati- Jun 2017 2,945 43 Contractor MoRTH
Nandgaon-Morshi-warud- Pandhurna

Source: Company, SSL
Major Projects completed
Name of Work Project Cost Project Length Role Client

(Rs mn) (km)

Four laning of Warora-Chandrapur-Ballarpur-Bamni 2,638 64 Su-CEniEEE ITNL
section
Four laning of Jaipur-Tonk-Deoli Section (P-I1) 3,620 51 Sub-contractor IRB Infrastructure
2nd Renewal Coat on pavement of 6 lane divided 1,423 90 Sub-contractor GVK
carriageway of Jaipur-Kishangarh Section
Widening and strengthening of NH-96 (New NH
No.330)- Faizabad-Allahbad section L7l 46 Contractor NHAI
Agra-Inner Ring Road (Phase-l)- Kuberpur to 3,069 Caiasian NHAI

Fatehabad Road

Source: Company, SSL
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Site visit pictures

Existing toll plaza to be expanded to 18 lanes Repair work on existing four loan concrete road
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Financials
Income Statement Balance Sheet
Y/EMar (Rs mn) FY15 FY16 FY17 FY18 Y/EMar (Rs mn) FY15 FY16 FY17 FY18
Net sales 3,352 7,124 10,560 13,927 Cash & Bank balances 14 269 483 2,289
growth (%) (24.6) 112.5 48.2 31.9 Other Current assets 982 2,282 2,984 6,896
Operating expenses 2,913 6,344 9,316 11,847 Investments 1 0 0 0
EBITDA 439 781 1,244 2,081
growth (%) (13.2) 77.7 59.4 67.2 Net fixed assets 836 1,210 2,051 4,205
Depreciation &amortisation 171 183 256 539 Goodw ill & intangible assets
EBIT 268 597 988 1,542 Other non-current assets 417 233 204 1,454
Other income 25 24 34 47 Total assets 2,250 3,994 5721 14,844
Interest paid 158 160 189 401
Extraordinary/Exceptional it 0 0 0 0 Current liabilities 561 1,538 1,924 5,329
PBT 135 461 834 1,188 Borrowings 750 1,227 2,037 4,058
Tax 43 159 300 345 Other non-current liabilities 94 1 0 48
Effective tax rate (%) 31.6 34.6 35.9 29.0 Total liabilities 1,405 2,766 3,960 9,436
Net profit 92 302 534 843
Minority interest Share capital 153 180 180 652
Reported Net profit 92 302 534 843 Reserves & surplus 692 1,048 1,581 4,757
Non-recurring items 0 0 0 0 Shareholders' funds 844 1,228 1,761 5,409
Adjusted Net profit 92 302 534 843 Minority interest
growth (%) (46.3) 227.3 77.0 57.7 Total equity & liabilities 2,250 3,994 5721 14,844
Key Fnancials ratios Cash How Statement
Y/EMar FY15 FY16 FY17 FY18 Y/EMar (Rs mn) FY15 FY16 FY17 FY18
Profitability and return ratios (%) Pre-tax profit 135 461 834 1,188
EBITDAM 131 11.0 11.8 14.9 Depreciation 112 112 112 112
EBITM 8.0 8.4 9.4 11.1 Chg in working capital (55) (451) (479) (1,669)
NPM 2.8 4.2 5.1 6.1 Total tax paid (64) (149) (246) (345)
RoE 11.2 29.1 35.7 23.5 Other operating activities 148 369 324 790
RoCE 12.4 19.6 21.0 16.9 Operating CF 277 343 544 76
RolC 5.8 15.6 194 16.0
Capital expenditure (175) (609) (1,086) (2,687)
Per share data (Rs) Chg in investments (0) 1 - -
O/s shares (mn) 15.3 18.0 18.0 65.2 Other investing activities 14 (49) (48) -
EPS 6.0 16.7 29.6 12.9 Investing CF (161) (658) (1,134) (2,687)
FDEPS 6.0 16.7 29.6 12.9 FCF 116 (315) (589) (2,611)
CEPS 17.3 26.9 43.9 21.2
BV 554 68.1 97.7 83.0 Equity raised/(repaid) - 28 - 3,166
DPS 0.0 0.0 0.0 0.0 Debt raised/(repaid) 28 477 809 2,022
Dividend (incl. tax) - - - -
Valuation ratios (x) Other financing activities - - - -
PIE 374 135 7.6 17.5 Financing CF 28 504 809 5,187
P/BV 4.1 33 2.3 2.7
EV/EBITDA 35.2 20.1 13.1 7.9 Netchgincash & bank bal 144 190 220 2,576
EV/Sales 4.6 2.2 15 1.2 Closing cash & bank bal 14 269 483 2,289
Other key ratios
D/E (x) 0.9 1.0 1.2 0.8
DSO (days) 46 62 57 77
Du Pont Analysis - ROE
NPM (%) 2.8 4.2 5.1 6.1
Asset turnover (x) 15 2.3 2.2 14
Equity multiplier(x) 2.7 3.0 33 2.9
RoE (%) 11.2 29.1 35.7 235

Source: Company, SSLe
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KEY TO INVESTMENT RATINGS
Guide to the expected return over the next 12 months. 1=BUY (expected to give absolute returns of 15 or more percentage points);
2=HOLD (expected to give absolute returns between -10 and 15 percentage points); 3=SELL (expected to give absolute returns
less then -10 percentage points)

DISCLOSURES & DISCLAIMERS

Analyst Certification

The views expressed in this research report (“Report”) accurately reflect the personal views of the research analysts (“Analysts”) employed by
SBICAP Securities Limited (SSL) about any and all of the subject issuer(s) or company(ies) or securities. This report has been prepared based
upon information available to the public and sources, believed to be reliable. I/We also certify that no part of my/our compensation was, is, or will be
directly or indirectly related to the specific recommendation(s) or view(s) in this report.

The Analysts engaged in preparation of this Report or his/her relative:-

(a) do not have any financial interests in the subject company mentioned in this Report; (b) do not own 1% or more of the equity securities of the
subject company mentioned in the report as of the last day of the month preceding the publication of the research report; and (c) do not have any
material conflict of interest at the time of publication of the Report.

The Analysts engaged in preparation of this Report:-

(a) have not received any compensation from the subject company in the past twelve months; (b) have not managed or co-managed public offering
of securities for the subject company in the past twelve months; (c) have not received any compensation for investment banking or merchant
banking or brokerage services from the subject company in the past twelve months; (d) have not received any compensation for products or
services other than investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (e) have
not received any compensation or other benefits from the subjectcompany or third party in connection with the Report; (f) have not served as an
officer, director or employee of the subject company; and (g) are not engaged in market-making activity for the subject company.

Name Qualification Designation Sector
Santosh Hiredesai B.E, PGDM Lead Analyst Aviation, Construction, Power
Mayank Goel CA, B.Com (H) Associate Construction, Aviation, Power
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Other Disclosures

SBICAP Securities Limited (“SSL”), a full service Stock Broking company, is engaged in diversified financial services business including equity broking, DP services,
distribution of Mutual Funds, insurance products and other financial products. SSL is a member of the National Stock Exchange of India (NSE) Limited and BSE Limited.
SSL is also a Depository Participant registered with the NSDL and CDSL. SSL is a large broking house catering to retail, HNI and institutional clients. It operates through
its branches and authorised persons spread across the country and the clients are provided online trading through internet and offline trading through branches, and call
and trade facility. SSL is a wholly owned subsidiary of SBI Capital Markets Limited (“SBICAP”), which is engaged in investment banking, project advisory and financial
services activities and is registered with the Securities and Exchange Board of India as a “Category I” Merchant Banker. SBICAP is a wholly owned subsidiary of State
Bank of India. Hence, State Bank of India and all its subsidiaries, including, SBICAP and banking subsidiaries, are treated and referred to as Associates of SSL.

We hereby declare that our activities were neither suspended nor have we materially defaulted with any stock exchange authority with whom we are registered in the last
five years. However SEBI, Exchanges and Depositories have conducted routine inspections, and based on their observations have issued advice letters or levied minor
penalty for certain procedural lapses. We have not been debarred from doing business by any Stock Exchange/SEBI or any other authorities, nor has our certificate of
registration been cancelled by SEBI at any point of time.

SSL or its Associates, may: (a) from time to time, have long or short positions in, and buy or sell the securities of the company mentioned in the Report or (b) be engaged
in any other in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the
company discussed herein or act as an advisor or lender/borrower to such company or may have any other potential conflict of interests with respect to any
recommendation and other related information and opinions.

SSL does not have actual/beneficial ownership of one per cent or more securities of the subject company at the end of the month immediately preceding the date of
publication of the Report. However, since Associates of SSL are engaged in the financial services business, they might have in their normal course of business financial
interests or actual/beneficial ownership of one per cent or more in various companies including the subject company mentioned herein this Report.

SSL or its Associates might have managed or co-managed public offering of securities for the subject company in the past twelve months and might have received
compensation from the companies mentioned in the Report during the period preceding twelve months from the date of this Report 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.

Compensation paid to Analysts of SSL is not based on any specific merchant banking, investment banking or brokerage service transaction.
SSL or its Associate did not receive any compensation or any benefit from the subject company or third party in connection with preparation of this Report.

This Report is for the personal information of the authorised recipient(s) and is not for public distribution and should not be reproduced, transmitted or redistributed to any
other person or in any form without SSL’s prior permission. The information provided in the Report is from publicly available data, which we believe, are reliable. While
reasonable endeavors have been made to present reliable data in the Report so far as it relates to current and historical information, but SSL does not guarantee the
accuracy or completeness of the data in the Report. Accordingly, SSL or any of its Associates including directors and employees thereof shall not be in any way
responsible or liable for any loss or damage that may arise to any person from any inadvertent error in the information contained, views and opinions expressed in this
Report or in connection with the use of this Report.

Please ensure that you have read “Risk Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities and Exchange Board of India
before investing in Indian securities market.

The projections and forecasts described in this Report should be carefully evaluated as these :

1.  Are based upon a number of estimates and assumptions and are inherently subject to significant uncertainties and contingencies.

2. Can be expected that some of the estimates on which these were based, will not materialise or will vary significantly from actual results, and such variances may
increase over time.

3.  Are not prepared with a view towards compliance with published guidelines or generally accepted accounting principles. No independent accountants have
expressed an opinion or any other form of assurance on these.

4. Should not be regarded, by mere inclusion in this report, as a representation or warranty by or on behalf of SSL the authors of this report, or any other person, that
these or their underlying assumptions will be achieved.

This Report is for information purposes only and SSL or its Associates accept no liabilities for any loss or damage of any kind arising out of the use of this report. Though
disseminated to recipients simultaneously, not all recipients may receive this report at the same time. SSL will not treat recipients as clients by virtue of their receiving
this report. It should not be construed as an offer to sell or solicitation of an offer to buy, purchase or subscribe to any securities this report shall not form the basis of or
be relied upon in connection with any contract or commitment, whatsoever. This report does not solicit any action based on the material contained herein.

It does not constitute a personal recommendation and does not take into account the specific investment objectives, financial situation/circumstances and the particular
needs of any specific person who may receive this document. The securities discussed in this Report may not be suitable for all the investors. SSL does not provide
legal, accounting or tax advice to its clients and you should independently evaluate the suitability of this Report and all investors are strongly advised to seek professional
consultation regarding any potential investment.

Certain transactions including those involving futures, options, and other derivatives as well as non-investment grade securities give rise to substantial risk and are not
suitable for all investors. 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.

The price, value and income of the investments referred to in this Report may fluctuate and investors may realise losses on any investments. Past performance is not a
guide for future performance. Actual results may differ materially from those set forth in projections. SSL has reviewed the Report and, the current or historical
information included here is believed to be reliable, the accuracy and completeness of which is not guaranteed. SSL does not have any obligation to update the
information discussed in this Report.

The opinions expressed in this report are subject to change without notice and SSL or its Associates have no obligation to tell the clients when opinions or information in
this report change. This Report has not been approved and will not or may not be reviewed or approved by any statutory or regulatory authority in India, United Kingdom
or Singapore or by any Stock Exchange in India, United Kingdom or Singapore. This report may not be all inclusive and may not contain all the information that the
recipient may consider material.

The securities described herein may not be eligible for sale in all jurisdictions or to all categories of investors. The countries in which the companies mentioned in this
Report are organised may have restrictions on investments, voting rights or dealings in securities by nationals of other countries. Distributing
/taking/sending/dispatching/transmitting this document in certain foreign jurisdictions may be restricted by law, and persons into whose possession this document comes
should inform themselves about, and observe, any such restrictions. Failure to comply with this restriction may constitute a violation of laws in that jurisdiction.

Legal Entity Disclosure

Singapore: This Report is distributed in Singapore by SBICAP (Singapore) Limited (Registration No. 201026168R), an Associate of SSL incorporated in Singapore.
SBICAP (Singapore) Limited is regulated by the Monetary Authority of Singapore as a holder of a Capital Markets Services License and an Exempt Financial Adviser in
Singapore. SBICAP (Singapore) Limited’s services are available solely to persons who qualify as Institutional Investors or Accredited Investors (other than individuals) as
defined in section 4A(1) of the Securities and Futures Act, Chapter 289 of Singapore (the “SFA”) and this Report is not intended to be distributed directly or indirectly to
any other class of persons. Persons in Singapore should contact SBICAP (Singapore) Limited in respect of any matters arising from, or in connection with this report via
email at singapore.sales@sbicap.sg or by call at +65 6709 8651.

United Kingdom: SBICAP (UK) Limited, a fellow subsidiary of SSL, incorporated in United Kingdom is authorised and regulated by the Financial Conduct Authority. This
marketing communication is being solely issued to and directed at persons (i) fall within one of the categories of “Investment Professionals” as defined in Article 19(5) of
the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the “Financial Promotion Order”), (ii) fall within any of the categories of
persons described in Article 49 of the Financial Promotion Order (“High net worth companies, unincorporated associations etc.”) or (iii) any other person to whom it may
otherwise lawfully be made available (together “Relevant Persons”) by SSL. The materials are exempt from the general restriction on the communication of invitations or
inducements to enter into investment activity on the basis that they are only being made to Relevant Persons and have therefore not been approved by an authorised
person as would otherwise be required by section 21 of the Financial Services and Markets Act 2000 (“FSMA”).
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