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Much ado about nothing

In last few days Dilip Buildcon stock has corrected by more than 25%. There have been
some concerns raised by investors. Through this note, we have tried to address some
of these concerns.

Concern 1: The Company pays very little Tax.

Road construction companies are entitled to get tax benefits under 80-IA for all
projects awarded fill April, 2017. For this period companies were required to pay only
MAT and could claim MAT credit subsequently.

DBL is paying the differential tax between the full tax liabilities adjusted for the MAT
credit. As on date DBL has ~INR 400 cr tax credit in the books which will entitle it to pay
lower taxes for the coming few years and subsequent to this DBL will become a full
taxpaying company.

The tax provision of last few years for all road construction companies was nil due fo
Sec 80-IA benefit and the fotal MAT paid will become the MAT credit entitlement. This
will result in low charging of Tax expense in books of accounts of all road companies
for next two-three years.

A comparative analysis of peers suggest that all the road construction companies are
low tax payers in the last three four years.

Comparative Tax payment and Net profit of road construction companies

INR Cr. FY15 FY16 FY17 FY18
PBT 72 130 163 268
Tax

KNR Construction Expenses -1 -31 6 -4
PAT 73 161 157 272
PBT 146 165 190 216
Tax

Sadbhav Engineering Expenses 32 33 2 -4
PAT 114 132 188 221
PBT 96 200 194 234
Tax

PNC Infratech Expenses 47 -42 -16 -17
PAT 49 243 210 251
PBT 195 250 360 664
Tax

Dilip Buildcon Expenses 49 29 -1 43
PAT 146 221 361 620

Source: Company Data, Edelweiss Investment Research
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Concern 2: DBL's Inventory cycle is higher than peers.

Maijority of road constfructors in India subcontract the consfruction work including mining and
earthwork jobs. This leads to very little aggregate inventory on the books of the construction
companies as if is resident on the subcontractors books. This gives a pretence of light working
capital business. However in cases like DBL, which has no subcontracting dependence, the
inventory resides on the balance sheet giving it a bloated look.

Our analysis of FY15, FY16, FY17 data indicates that the incremental working capital requirement
for higher inventory and the resultant higher interest cost is majorly compensated by early
completion bonus.

Early completion bonus to suffice incremental interest cost to fund higher inventory

INR Cr. FY16 FY17 FY18
DBL Inventory days of aggregates 141 119 95
Industry average Inventory days 50 50 50
Extra inventory days 21 69 45
Revenue without Bonus 4085 4988 7646
Extra inventory compared to industry standard 1020 945 953
Debt to finance Inventory 1020 945 953
Extra interest cost @12% 122 113 114
Early completion bonus 60 106 95

Source: Company Data, Edelweiss Investment Research

As the business scales up, the new projects in proportion to existing revenues normalise and
hence built up inventory has continue to come down. This coupled with overall rationalisation
efforts by the company is leading to lowering of the inventory cycle in the last 3 years.

Revenue growth higher than inventory growth

INR Cr. FY14 FY15 FY16 FY17 FY18
Revenve 2316 2624 4085 5098 7746
Absolute Growth 308 1461 1012 2648
Inventory 522 948 1579 1664 2026
Absolute Growth 426 632 85 362
Source: Company Data, Edelweiss Investment Research
Inventory cycle improved consistently over last three years
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Concern 3: DBL's Receivable cycle is very high

DBL was largely undertaking sub-contracting jobs prior to FY12. During the tough phase of FY12-
13, the company’s receivables cycle was affected as private players started delaying
payments. Receivable days have jumped to 176 days in FY15 from 84 in FY12. A large chunk got
stfuck with 2 players—Pan Essel and Topworth Infra—during the period.

However, with improvement in the economic cycle and DBL's initiatives to collect outstanding
dues, the situation has improved significantly post FY15. After peaking at 176 days in FY15, the
company'’s debtor cycle has improved significantly to 76 days in FY18.

Revenue growth is higher than receivable growth

INR Cr FY14 FY15 FY16 FY17 FY18
Revenue 2316 2624 4085 5098 7746
Absolute Growth 308 1461 1012 2648
Inventory 1058 1129 912 1017 1604
Absolute Growth 71 -217 105 587

Source: Company Data, Edelweiss Investment Research

Receivable days improved significantly
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Concern 4: DBL's Cash flow generation is not strong

DBL’s operating cash flow has improved significantly over last few years and operating profit’s
conversion to cash flow is the second highest in the industry after KNR and cash conversion is
also most consistent. In FY18 cash conversion has deteriorated as compared to the previous two
financial years as the company has added HAM projects in the recent past and initial
investments requirements dented the performance.

DBL’s EBITDA to Cash flow conversion issecond highest among peers and improving

FY14 FY15 FY16 FY17 FY18 C‘m‘m‘g’e
CFO 52 229 426 653 518 1878
Dilip Buildcon EBITDA 470 566 799 992 1403 4230
CFO as % of EBITDA 1% 40% 53% 66% 37% 44%
CFO 463 -36 162 -50 37 576
sadbhav Eng EBITDA 211 302 315 356 415 1599
CFO as % of EBITDA 219% -12% 51% -14% 9% 36%
CFO 165 63 91 -9 10 321
PNC Infra EBITDA 140 165 266 221 319 111
CFO as % of EBITDA 118% 38% 34% -4% 3% 29%
Source: Company Data, Edelweiss Investment Research
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Concern 5: Debt levels have increased in FY18

Even after strong cash flow generation from operation and receipt from asset sales, DBL's debt
levels have increased in FY18 fo INR 2,770 cr. The company made INR 518 cr of Cash flow from
operatfion and got INR 571 cr from asset sales in FY18. However, DBL did a capex of INR 440 cr,
which is related fo mining projetcs and flyover projects, invested INR 713 cr in under-construction
HAM projects and interest outgo for the year was INR 464 cr. This has resulted in a cash-flow

mismatch and hence increase in debt levels.

Debt levels increased due to high capex and investments in HAM

INR Cr FY18E FY18E
Cash Inflow
Cash flow from operation 518
Receipt from Shrem Group 571
Total Inflow 1,089
Cash Outflow
Investment in Fixed Assets 444
Equity investment in SPV 365
Subordinate Debt to SPV 348
Interest Expenses 464
Total Outiflow 1,621

However, due to strong growth in business and profitablity leverage ratios improved significantly

Source: Company Data, Edelweiss Investment Research

in FY18 and that made us comfortable about the healthy growth the compnay is chasing.

DBL’s leverage situtation improved significantly

FY14 FY15 FY14 FY17 FY18
Overall Debt (INR Cr) 994 1957 2206 2206 2771
Gross D/E Ratio (x) 1.36 2.33 2.08 1.19 1.14
Gross Debt / EBITDA Ratio (x) 2.11 3.46 2.76 2.22 1.98
Interest Coverage Ratio (x) 3.03 2.19 2.10 2.38 3.02

Source: Company Data, Edelweiss Investment Research

Concern 6: Gross block of DBL is way higher than its peers

DBL with its stfrong execution focus is maintaining a large and high quality gross block majorly
purchased from global top brands including Caterpillar and Volvo. The company maintains an
inventory of ~10,000 equipments and trucks. Among the competitors, only KNR is a close
comparison. We have compared the average price of machinery and Fixed asset turnover of
both the companies to check whether the gross block is overstated and the result is satisfactory.

DBL and KNR’s Gross block metrics are comparable

KNR Dilip
Plant & Machinery Gross Block (INR Cr) 760 2700
Equipment Bank (no. of units) 1812 10000
Average price of Machinery (INR) 4,194,260 2,700,000
Revenuein FY18 1541 7745
Fixed Asset Turnover (X) 2.03 2.87

Source: Company Data, Edelweiss Investment Research
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Most importantly, DBL's Free Cash Flow (FCF) as percentage of revenue improved sginificantly
over the recent three years, which explains judicial capacity expansion and better utilization of
assets.

DBL’'s Free Cash Flow to Revenue Ratio improved significantly in FY18

FY14 FY15 FY16 FY17 FY18
Cash flow from operation 473 575 836 1034 1535
- Interest 124 194 337 417 434
- Capex 169 667 411 485 421
Free Cash flow from Operation 179 -286 88 132 679
Revenue 2316 2624 4085 5098 7746
FCF as % of Revenue 8% -11% 2% 3% 9%

Source: Company Data, Edelweiss Investment Research

Concern 7: There is a large intangible asset on the Consolidated Balnce sheet which
for a construction company makes no sense.
In DBL's consolidated balance sheet, We have ‘Capital work in progress’ and ‘intangible assets

under development’ which have grown significantly. These have raised doubts in investros’
mind.

DBL’s Consolidated Fixed Assets imcreased significantly

INR Cr. FY17 FY18
Property, Plant & Equipment 1674 1842
Capital Work in Progress 106 848
Other Intangible Assets 202 287
Intangible Assets Under Development 354 774
Total 3078 3964

Source: Company Data, Edelweiss Investment Research

Infangible assets on the balance sheet of the construction company come if the companies
own BOT or HAM projects. In case of DBL value of “intangible assets under developemt” of INR
774 cr points to the annuity value of the HAM projects that are under consfruction and are likely
to go up as more HAM projects get bidded for and executed. Similarly * Other intangible assets”
of INR 201 cr is the value of the BOT/HAM ftoll collections/annuity for the 24 projects which have
been sold to Shrem Group. Which will go away once the fransaction of the asset sales will
complete in FY19. Again, Capital work in progress is basically capitalization of HAM construction
cost in the books of SPVs which is mandated by the new accounting stndards.

Concern 7: Asset deal with Shrem Group- Why a INR15 cr impairement reported

DBL signed an acquisition cum investment agreement for all 14 completed, 4 under-construction
and 6 HAM projects to Shrem group on August, 2017. DBL has already invested INR 1,166 cr in
those 24 assets as on FY18. Going forward, DBL will not do any incremental investment in those
projects.

Shrem has paid to DBL INR 571 cr fill FY18 towards the said transaction and will further pay INR
610 crin FY19. Apart from this, Shrem has directly invested Rs. 32 crin Tuljapur Ausa HAM projects
and will also invest ~INR 390 cr directly info 6 under consfruction HAM projects towards
promoters’ confribution in FY19. All the outstanding and future debt in all 24 assetfs shall be
transferred to Shrem Group after FY19.

The portfolio of 24 assefs has been sold at 1.05 x book value and there will be profit on the
portfolio when it is eventually sold completely. However Individual projects have different sale
values with respect to their book value and different projects are being sold at different times
and there will be profit / loss which will eventually offset each other.
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Dilip Buildcon Ltd.

The impairment of INR 15 cr has come now in Q4FY18 due lower than book value deal in one
specific project and later in FY19 this charge will be reversed.

Deal structure with Shrem Group

Amount already invested by DBL until FY18 1,166
Amount already paid by Shremin FY18 571
Amount to be paid by Shrem in FY19 610
Overall recovery from Shrem Group (A) 1,181
Shrem's direct investment in HAM project in FY18 (B) 32
Shrem's further investment in HAM in FY19 (C) 390
Total Deal Value (A+B+C) 1,603

Source: Company Data, Edelweiss Investment Research

Concern 8: Auditors raised red flags and risigned

DBL's auditor Mukund M. Chitale & Co. is a reputed audit firm and the managing partner Mr.
Mukund Chitale also serves on the Boards of Larsen & Toubro Ltd., Larsen & Toubro Infotech Ltd.,
L&T General Insurance Company ASREC (India) Ltd., Shriram Transport Finance Co. Ltd., ITZ Cash
Card Ltd., ONGC Petro Additions Ltd., ONGC Petrochemicals Ltd., ONCG Mangalore
Petfrochemicals Ltd., and Aful Ltd. He is the Chairman of Principal PNB Asset Management
Company Pvt. Ltd., Governing Council Member of Banking Codes and Standards Board of India
and Chairman of The Ethics Committee of The Stock Exchange, Mumbai. He is also a member of
the Advisory Board on Bank, Commercial and Financial Frauds, the Group for Amalgamation of
Urban Co-operative Banks and the Board of Supervision of NABARD.

As filed on exchanges by the company, the auditor has not raised any red flags around the

standalone and consolidated books of DBL and also not shown any interest fo resign from the
services. Our channel checks also indicated the same.
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Edelweiss Broking Limited (“EBL" or “Research Entity"”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is licensed to carry on the business of broking, depository
services and related activities. The business of EBL and its Associates (list available on www.edelweissfin.com) are organized around five broad business groups — Credit including Housing
and SME Finance, Commodities, Financial Markets, Asset Management and Life Insurance.
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complianceofficer.ebl@edelweissfin.com Corporate Office: Edelweiss House, Off CST Road, Kalina, Mumbai - 400098; Tel. 18001023335/022-42722200/022-40094279
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it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and
should consult his own advisors to determine the merits and risks of such investment. The investment discussed or views expressed may not be suitable for all investors.

This information is strictly confidential and is being furnished to you solely for your information. This information should not be reproduced or redistributed or passed on directly or indirectly
in any form to any other person or published, copied, in whole or in part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a
citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which
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recommendation fo ifs clients. Neither EBL nor any of its associates, group companies, directors, employees, agents or representatives shall be liable for any damages whether direct,
indirect, special or consequential including loss of revenue or lost profits that may arise from or in connection with the use of the information. Our proprietary trading and investment
businesses may make investment decisions that are inconsistent with the recommendations expressed herein. Past performance is not necessarily a guide to future performance .The
disclosures of interest statements incorporated in this report are provided solely fo enhance the transparency and should not be treated as endorsement of the views expressed in the
report. The information provided in these reports remains, unless otherwise stated, the copyright of EBL. All layout, design, original artwork, concepts and other Intellectual Properties,
remains the property and copyright of EBL and may not be used in any form or for any purpose whatsoever by any party without the express written permission of the copyright holders.

EBL shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including network (Internet) reasons or snags in the system, break
down of the system or any other equipment, server breakdown, maintenance shutdown, breakdown of communication services or inability of the EBL to present the data. In no event
shall EBL be liable for any damages, including without limitation direct or indirect, special, incidental, or consequential damages, losses or expenses arising in connection with the data
presented by the EBL through this report.

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers simultaneously, not all customers may receive this report at the
same time. We will not treat recipients as customers by virtue of their receiving this report.

EBL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to time, have long or short positions in, and buy or sell the
securities thereof, of company(ies), mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market
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conflict of interest with respect to any recommendation and related information and opinions at the time of publication of research report or at the time of public appearance. EBL may
have proprietary long/short position in the above mentioned scrip(s) and therefore should be considered as interested. The views provided herein are general in nature and do not
consider risk appetite or investment objective of any particular investor; readers are requested to take independent professional advice before investing. This should not be construed as
invitation or solicitation to do business with EBL.

EBL or its associates may have received compensation from the subject company in the past 12 months. EBL or its associates may have managed or co-managed public offering of
securities for the subject company in the past 12 months. EBL or its associates may have received compensation for investment banking or merchant banking or brokerage services from
the subject company in the past 12 months. EBL or its associates may have received any compensation for products or services other than investment banking or merchant banking or
brokerage services from the subject company in the past 12 months. EBL or its associates have not received any compensation or other benefits from the Subject Company or third party
in connection with the research report. Research analyst or his/her relative or EBL's associates may have financial inferest in the subject company. EBL, its associates, research analyst
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Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i) exchange rates can be volatile and are subject to large fluctuations; (
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securities such as ADRs and Currency Derivatives, whose values are affected by the currency of an underlying security, effectively assume currency risk.

Research analyst has served as an officer, director or employee of subject Company: No
EBL has financial interest in the subject companies: No

EBL's Associates may have actual / beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of
research report.

Research analyst or his/her relative has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of
publication of research report: No

EBL has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of research report: No
Subject company may have been client during twelve months preceding the date of distribution of the research report.

There were no instances of non-compliance by EBL on any matter related to the capital markets, resulting in significant and material disciplinary action during the last three years.
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Additional Disclaimer for Canadian Persons

Edelweiss is not a registered adviser or dealer under applicable Canadian securities laws nor has it obtained an exemption from the adviser and/or dealer registration requirements
under such law. Accordingly, any brokerage and investment services provided by Edelweiss, including the products and services described herein, are not available to or intended for
Canadian persons.

This research report and its respective contents do not constitute an offer or invitation to purchase or subscribe for any securities or solicitation of any investments or investment services.

Disclosures under the provisions of SEBI (Research Analysts) Regulations 2014 (Regulations)

Edelweiss Broking Limited (‘EBL" or "Research Entity") is regulated by the Securities and Exchange Board of India ("SEBI") and is licensed to carry on the business of broking, depository
services and related activities. The business of EBL and its associates are organized around five broad business groups — Credit including Housing and SME Finance, Commodities,
Financial Markets, Asset Management and Life Insurance. There were no instances of non-compliance by EBL on any matter related to the capital markets, resulting in significant and
material disciplinary action during the last three years. This research report has been prepared and distributed by Edelweiss Broking Limited (‘Edelweiss") in the capacity of a Research
Analyst as per Regulation 22(1) of SEBI (Research Analysts) Regulations 2014 having SEBI Registration No.INHO00000172.

8 GWM



