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Building blocks and entry barriers for the business

BEC
Building 

1 & 2

Building

3

Capital 
Goods

• Large flat space in the middle of Mumbai (~70 Acres)

• Proximity to western express highway

• Proximity to Mumbai International Airport

• Proximity to railway stations

• Land is almost FREE of cost for incremental capex

• Customer relationships



BEC – Reputed international and domestic clients



BEC – Reputed international and domestic clients



Future plans – Visibility for 5-8 years

• IT building 4 – Total built-up are 17 
lakh sq. ft. (Leasable – 12 lakh sq. ft.)

• BEC: First phase ~20 lac sq. ft.

• Large Kitchen – 24k sq. ft. by April 2017; 
Capacity of 40k to 50k meals per day

• IT building 1 & 2 can be rebuilt based 
on new relaxed FSA norms

• Estimated cost of expansion: 1,500 Cr.; 
No borrowings planned; Entire capex to 
be met by internal accruals



Historical numbers and Building 3 effect

Source: Screener.in

The profits more than 
doubled due to 
building 3 occupancy

PS >> Building 4 will 
have almost twice the 
size of leasable area of 
Building 3!!



Case of operating leverage

BEC 2016 2015

Revenue 112 86

Op. profit 95 70

Op Margin 85% 81%

IT park 2016 2015

Revenue 120 90

Op. profit 106 73

Op Margin 88% 81%



Effect of operating leverage

Selling popcorn in theatre!!
(Internet/Wi-fi, parking etc.)



Cashflow check 

• Net income getting 
converted into 
operating Cashflow

• Tax paid amounts to 
~30% of PBT

• Clear beneficiary of 
reduction in corporate 
taxes



Incremental RoCE

PBT contribution 2020 (Cr.)

IT park 125 

Hospitality Center 39 

BEC 378 

Total 542 

Tax rate (%) 31%

Total capex 1,500

Post-tax ROCE (%) 25%



Strong tailwinds have converged recently

• Demonetization and RERA – difficult to acquire land and construct 
with black money

• Offices are moving away from South Mumbai

• Oshiwara railway station just behind NESCO started from Nov-16

• FSI norms have been revised recently

• Reduction of corporate taxes in next 3-4 years

• Reduction in yields at the time of capex 



What I like about the business

• Debt free; No dilution for capex

• Location advantage; Very difficult to replicate

• Stability of the earnings; Sticky business

• Longevity – visibility in terms of next 5-8 years

• Cashflow is for real; Effective tax of 30% and capex from accruals

• Attractive incremental RoCE ensuring wealth creation for shareholders

• Conservative promoters

• High operating leverage 

• Diversified business mix

• Possibilities for new BEC for live performance, TV shows, cultural 
performances etc.



Market mispricing the business?

• Dull and boring business?

• Market considering it as annuity business which cannot grow?

• Less coverage – not market fancy?

• Holding company discount?

• Fear of real estate downturn?



Back to basics



Margins of Safety in assumptions 

• Low occupancy levels of Building 4 for 2 years

• Reduction of corporate taxes ignored

• BEC new building rate assumed to be low

• Hospitality growth of only 5%

• Capital goods business growth of only 10%

• Rate hike of BEC from April 2017 ignored; Moderate hike assumed

• Effect of operating leverage ignored for now

• Ignored capacity expansion of capital goods business



What does land value translates to?

Land price post tax >> 4,573*0.8 = 3,658 Cr.

(Excludes capital goods facility)

Average price in Goregaon

INR 15,000 per sq. ft.

ITEMS DATA

Land (in acres) 70

Conversion to sq. ft. 43,560

LT capital gains tax assumed 20%

CURRENT MARKET CAP OF ~2,900 Cr. Provides margin of safety



Valuation assuming no growth

• Assuming 150 Cr. of pretax FCF generated in FY17

• Only 4% growth is assumed until perpetuity

• AAA rated bond is currently having yield ~8% pretax

• Using 4% to value this income stream (bond yield less perpetual growth)

Data

AAA rated bond yield 8%

Perpetual growth 4%

Valuation (fair value @ no growth) 3,750 Cr.

Current market cap ~2,900 Cr.



Healthy returns from current investments 

• Portfolio of investments of ~400 Cr.

• 95% constitutes of debt funds

• Due to falling yields majority of debt funds have given 15%+ returns this year

• This translates to investment income of 60 Cr.+



Rate hike for BEC applicable from April 2017



Capital goods business



What are the risks?

• Slow execution of new capex – Delay in projects

• Earthquake? (Very likely to have insurance – not sure though)

• Recession – occupancy levels of IT parks and BEC can drop

• Businesses shifting to Tier II and Tier III cities

• Artificial Intelligence? Automation?

• Government policies?

• Supply of offices nearby cheaper locations within Mumbai?



Shareholding pattern – Reputed funds invested



Food for thought



Summary of numbers

• Zero debt

• Negative working capital for BEC

• Incremental RoCE ~25%

• Return on equity ~20%

• 1,500 Cr. Capex from internal accruals

• FCF yield of ~5%

• Net income CAGR of 25% for next 3 years

• FY18e PE of ~15x



DISCLAIMER

• This presentation is solely for discussion and knowledge sharing 
purpose

• This is not a stock recommendation

• Please do your own research and due diligence for any investment 
actions and/or consult an investment advisor for the same

• Author is not liable for any claims arising from use of the data 
provided neither there is any guarantee for accuracy of data

• It is safe to assume that I am invested in the stock and my views 
may be biased


