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Tower 4 witnessing strong demand; plans for expansion on track

We recently met the management of NESCO Ltd. The key takeaways are: (1) Strong demand
continues for Tower 4 at competitive rates (2) New Tower 2 at planning stage (3) Plans to
add 0.15mn sq. ft. of space in Bombay Exhibition Center (BEC) by FY21E on track and (4)
Capex of approximately Rs21bn to be incurred during FY20E-FY25E, to be financed through
internal accruals.

We have maintained our Buy rating on the stock with a target price (TP) of Rs937. Our
valuation is driven by the restructuring of the NESCO IT park, increase in rentable space of
BEC and the expected increase in rental rates. Our optimism is supported by a healthy
balance sheet, consistently positive free cash flow and management’s growth-oriented
focus with expansion of the flagship business over the next 20 years.

Tower 4 continues to drive strong demand at competitive rates: As per our discussion with
management, the newly commissioned Tower 4 (1.20mn sq. ft.), which was 50% leased as on 2QFY20,
continues to witness strong demand. Management informed that during 3QFY20, LOI has been signed
for additional 20% area and negotiations are in place for another 10% area with an existing tenant in
Tower 3.

Management stated that the current lease negotiations are happening at a rate of ~Rs120/sq. ft., which is
the rate at which the leasing was done to WeWork, one of the initial Tower 4 tenant which has taken up
20% of the leasable area in Tower 4.

On the contractual escalation front, management highlighted that NESCO generally has a 5 year
documented contract with all its tenants with a 15% escalation clause every 3 years. Management
mentioned that although the contact is documented for only 5 years, there is a mutual LOI between the
tenant and the company for a period of 10 years.

Plans to rebuild existing Building 2 (0.13mn sq. ft.) in advanced stages: Management reiterated that
the process of vacating the existing Building 2 has reached advanced stages and the consultants and
designers are onboard for the construction of the new Tower 2. Management aims to appoint the
contractors for the construction of Tower 2 in the next 6 months.

Management is eyeing to utilize area of the existing Building 2 and the adjoining parking lot to build a
4mn sq. ft. IT park building consisting of new Tower 2 (~2mn sq. ft. to 2.5mn sq. ft.), a 4/5 star Hotel
(~0.5mn sq. ft.) and common area. Management expects the construction to be completed over the next
5 years at a capex of ~Rs2,000 crore, which is to be financed through internal accruals.

Bombay Exhibition Center (BEC): Management revisited its intentions to convert 0.13mn sq. ft. of area
of the earlier demolished Tower 1 to a ~0.15mn sq. ft. convention center forming part of BEC. The new
convention center is expected to be operational by management by 4QFY21E and capex of ~Rs100
crore is expected to be incurred for the same, which is to be financed through internal accruals.
Management mentioned that BEC is currently operating at a utilization of 40%-45% and commands an
average rental of Rs270/sq. meter/day.

Healthy balance sheet with net cash position of Rs5.9bn as on 2QFY20: NESCO has maintained
strong financial discipline with the capex for expansion being funded from internal accruals. As of
2QFY20, the company had cash plus investment balance of Rs5.9bn on a balance sheet size of
Rs14.6bn. We expect the company to maintain financial discipline which adds to our comfort.

Maintain Buy with a TP of Rs937: Our TP of Rs937 for NESCO is NAV based on SOTP valuation. Our
valuation is driven by the restructuring of the NESCO IT park, increase in rentable space of BEC and the
expected increase in rental rates. Our optimism is supported by a healthy balance sheet, consistently
positive free cash flow and management's growth-oriented focus with expansion of the flagship business
over the next 20 years. We have maintained Buy rating on NESCO with a TP of Rs937 based on Sep
FY22E NAV.
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Key Data

Current Shares O/S (mn) 70.5
Mkt Cap (Rsbn/US$mn) 50.7/714.8
52 Wk H/L (Rs) 738/420
Daily Vol. (3M NSE Avg.) 65,030

Y/E March (Rsmn) FY18 FY19 FY20E FY21E FY22E
Revenues 3,212 3,596 3,666 4,561 5,700
YoY (%) 3.1 12.0 1.9 24.4 25.0
EBITDA 2,185 2,314 2,332 2,952 3,755
EBITDA Margin (%) 68.0 64.4 63.6 64.7 65.9
PAT 1,787 1,804 1,650 2,072 2,669
YoY (%) 5.1 1.0 (8.6) 25.6 28.8
EPS (Rs) 254 25.6 234 29.4 379
RoE (%) 17.7 15.4 12.4 134 14.8
EV/EBITDA (x) 231 218 216 171 13.4
P/E (x) 28.3 28.0 30.6 24.4 18.9

Source: Company, Nirmal Bang Institutional Equities Research

Price Performance (%)

1M 6M 1Yr
NESCO 13.6 28.2 571.7
Nifty Index 2.1 6.5 134

Source: Bloomberg

Please refer to the disclaimer towards the end of the document.
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Consolidated financials

Exhibit 1: Income statement Exhibit 2: Cash flow

Y/E March (Rsmn) FY18 FY19  FY20E FY21E  FY22E  Y/E March (Rsmn) FY18  FY19 FY20E FY21E FY22E
Net sales 3,212 3,596 3,666 4,561 5700  Profit after tax 1,787 1,804 1,650 2,072 2,669
Growth YoY (%) 3.1 120 1.9 244 250 Depreciation 110 119 397 457 459
COGs 192 228 232 289 361 Finance costs 56 47 47 47 47
Operating Costs 453 565 603 700 809 Other income (361) (331) - - -
Other Expenses 381 489 498 620 775  Working capital changes 1) 69 (295) 25 14
EBITDA 2,185 2,314 2,332 2,952 3,755 Operating cash flow 1,572 1,709 1,800 2,600 3,190
EBITDA growth (%) 1.8 5.9 0.8 26.6 27.2  Capital expenditure (1,466) (1459)  (850) (3,150)  (4,050)
EBITDA margin (%) 68.0 64.4 63.6 64.7 659  Netcash after capex 106 249 950  (550)  (860)
Depreciation 110 119 397 457 459 (Purchase)/sale of investments 194 4 - - 1,000
EBIT 2,075 2,196 1,935 2,496 3,296  Proceeds/repayment of borrowing - - - -
EBIT (%) 64.6 61.1 52.8 54.7 578  Finance costs (56) (47) (47) (47) (47)
Interest expense 56 47 47 47 47 Dividend & dividend distribution tax (187) (195) - - -
Other income 361 331 379 398 417 Other 2 (39) ) - 0
Earnings before tax 2379 2479 2267 2846 3,667  Cashflow from financing (241)  (282) (49) (47) (47)
Tax- total 592 675 617 775 998 Total cash generation 59 (28) 901 (597) 93
Rate of tax (%) 24.9 27.9 27.9 27.9 279 Opening cash balance 57 116 87 988 391
Net profit 1,787 1,804 1,650 2,072 2,669 Closing cash & bank balance 116 87 988 391 483
% growth 5.1 1.0 (8.6) 25.6 28.8  Source: Company, Nirmal Bang Institutional Equities Research
EPS (FD) 25 26 23 29 38
% growth 5.1 1.0 (8.6) 25.6 288  Exhibit 4: Key ratios

Source: Company, Nirmal Bang Institutional Equities Research Y/E March (Rsmn) FY18 FY19 FY20E FY21E FY22E

Exhibit 3: Balance sheet Profitability and return ratios

YIE March (Rsmn) FY18  FY19 FY2E FY2E Fy2e  EBITDAmargin (%) 680 644 636 647 689
Share capital 7 R VR VY 141 EBITmargin (%) 646 611 528 547 578
Reserves and surplus 9970 11564 13212 15284 17953  Netprofitmargin (%) %6 802 450 454 468
Net worth 10111 11,705 13353 15425 18094  ROE(%) frro 154 124 134 148
Loans . . . . . RoCE (%) 19.7 175 13.6 15.3 17.4
Other financial liabilties 120 534 5% 53 53  Working capital & liquidity ratios

Provisions 35 35 30 71 g3  Receivables (days) 16 18 18 18 18
Deferred tax liabilty 232 179 179 179 179  Inventory (days) 48 18 138 18 138
Other non-current liabilties 34 128 115 103 93  Payables (days) L
Total capital employed 10533 12581 14212 16313 18984  Currentratio (x) 44 64 106 89 68
Property, plant and equipment 5855 7,220 7673 10366 13957  Valuation ratios

Investments . i i . . EVisales (x) 15.7 14.0 13.8 11.1 8.9
Loans 39 36 36 36 35  EV/EBITDA (x) 231 218 216 17.1 134
Other non-current assets 407 391 391 3 391 PIE (x) 283 280 306 244 189
Total non-current assets 6301 7647 8100 10793 14384 PBVK 50 48 38 33 28

Trade payables 94 108 110 137 171 Source: Company, Nirmal Bang Institutional Equities Research

Other financial liabiliies 756 386 518 554 618

Other current liabilities 396 406 - - -

Provisions (current) 3 7 7 7 7

Total current liabilities 1,248 906 634 697 795

Inventories 124 90 92 115 143

Investments 4,985 5312 5312 5,312 4,312

Trade receivables 141 180 184 229 286

Cash and bank balance 116 87 988 391 483

Current tax assets (net) 38 78 78 78 78

Other current assets 76 93 93 93 93

Total current assets 5,480 5,840 6,746 6,217 5,395

Net current assets 4,231 4934 6112 5520 4,600

Total capital employed 10,533 12,581 14,212 16,313 18,984

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track
Date Rating Market price (Rs) Target price (Rs)
30 January 2018 Buy 613 794
14 February 2018 Buy 595 794
18 May 2018 Buy 560 794
9 August 2018 Buy 502 768
14 November 2018 Buy 461 764
15 February 2019 Buy 442 764
27 May 2019 Buy 485 764
29 July 2019 Buy 540 782
7 August 2019 Buy 537 782
13 November 2019 Buy 605 937
16 January 2020 Buy "7 937
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also
a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have
different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or
its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject
company at the end of the month immediately preceding the date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an
officer, director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject
company.

Analyst Certification: |, Amit Agarwal, research analyst and the author of this report, hereby certify that the views expressed in this
research report accurately reflects my personal views about the subject securities, issuers, products, sectors or industries. It is also
certified that no part of the compensation of the analyst was, is, or will be directly or indirectly related to the inclusion of specific
recommendations or views in this research. The analyst is principally responsible for the preparation of this research report and has
taken reasonable care to achieve and maintain independence and objectivity in making any recommendations.




&% NIRMAL BANG Institutional Equities

Disclaimer

Stock Ratings Absolute Returns
BUY >15%

ACCUMULATE -5% t015%

SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain
from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs
of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated
to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their
receiving this report. This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where
such distribution, publication, availability or use would be contrary to law, regulation or which would subject NBEPL & its group companies to registration or
licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate,
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its
affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained
in this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to
this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report
should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and
alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and
would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice
is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of
securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in
international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the
investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept any liability
whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it
may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special
or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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