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CMP: Rs. 103

IL&FS Transportation Networks Limited (ITNL) is a leading surface transportation

infrastructure company and the largest private sector BoT road operator in India,

NSETICKER IL&FSTRANS : . P .
Networth H1FY17 (Rs inCrs) 6.693 in tgrms of lane kilometer. ITNL also has. prgsence in other sub sgctors viz. mass
P/BV Ratio (FY17E) (x) 0.5X rapid trans port system, urban transportation infra system, car parking and border
EPS TTM)(Rs.) 9.2 check post systems

Market Price (Rs.) 110

P/E Ratio (TTM) (x) 11.9X )

52 Week High (12/01/2017 )(Rs) 124.8 x Investment Rationale:

52 Week Low (29/0 2/201 6)(R9 64.0

Market Capitalisation (rs. Cr) 3426.8 Project awards and execution showing signs of improvement:

AVERAGE MONTHLY VOLUM The road sector witnessed a sluggish period between FY12 -FY14 during which
BSE 126 project awards by Ministry of Road fell sharply from ~9,500 km in FY12 to
NSE 522 ~3,300 km in FY14 while awards by NHAI fell from ~6,500km to ~1,450kms.

The fall in project awards was due to combination of factors:
SHARE HOLDING PATTERN

e T - Dying appetite for BOT projects among operators due to high requirement of
Promoters 73.2 .
capital upfront.
Fll 10.5
DIl 0.7 - Due to slowdown in economy during FY12 -FY14, the traffic growth was slower
Public 15.6 than expected resulting in working capital stress for BOT operators which led to
high debt levels.
0,
URNM’) 0 - Owing to deterioration in balance sheets, banks made their lending policies
Sensex 3.0 2.0 16.6 stringent leading to delay or no financial closure taking place
( \ - Land acquisition and other procedural interruptions led to delays in execution,

resulting in cost overruns and reduced profitability.

This led to situation where Infra companies earlier went ag gressive on bidding for

projects and over -stressed their balance sheet but then subsequent delays in

execution, lower traffic growth and cost overruns deteriorated their profitability.

harsh.shah@dimensional.in Since then, they have been very soft on new biddings and have stayed aw ay from
+91-22-66545231 BOT projects.

Harsh Shah (Research Analyst)

Things are improving gradually since the new Government came at helm. The
K j pace of execution is gaining momentum and Government is clearing the stalled
projects and is increasingly awarding new ones. Some of the reasons include:

- Change in land acquisition norms. Government has shifted the responsibility of
land acquisition on NHAI and it cannot award project unless it has acquired
90% of land. (80% in case of BOT)

- Government also introduced new models like HAM which reduces the tr affic
risk for players and encourages higher private player participation.

- Government awarded more projects under EPC, which had more taker, than
BOT. Nearly 70% of the projects were awarded under EPC model which
requires only 5-7% of project cost as initial outflow compared to 25 -30%
required under BOT.

- A panel set by Government of India has cleared 16 highway projects worth Rs
7,456 crore (US$ 1.11 billion) for bidding in 11 states, totalling a length of
622 kilometre (km)

IL&FS Transportation, learning from its past mistakes, has not aggressively bid for
projects in last few quarters as their focus is to complete the projects that are in
their hand. With strong order book in hand and bottlenecks slowly eliminating,
ITNL will start seeing traction in project execution, which will reflect in their EPC
revenues.
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*Major chunk of projects are awarded during Q4 , therefore this number will go up significantly. Also due to monsoons, large numbers of
project get completed during Q4.

Order -book at 2.7X

IL&FS has strong order-b o o k o f ~Rs. 12,900 cror e wevenueshgiving stron@ visibilty fér Y 1 6 €
companyds EPC revenues. Nearly 96% of company®6s order b oo
ahead, the execution is also expected to pick up as €nor |

acquired and even financial closure is achieved. During FY18, company will also commence many new projects
revenues from which will also start flowing in.

Diversified BOT portfolio de  -risks revenue stream

IL%FS has 31 BOT projects, of which currently 24 are operational. IL&FS has a diversified BOT portfolio with only 1

project contributing to total toll revenue in excess of 15%. Over next6 -8 mont hs, few of the «c¢omyp
(worth ~Rs. 4000 crore) will get operational and will significantly change the profile of company's cash flow. ITNL
expects its average daily toll collection to jump from 7.9 crore in FY16 to 11.6 crore on the back of which it expects its

cash flows to improve drastically. Following are the operational BOT and Annuity projects:

Project Name FY12 FY13 FY14 FY15 FY16 @l Operational Annuity Projects Rs. (Cr)

Ahmedabad Mehsana Road Maharashtra Border to Belgaum 101
Vadodra Halol Road (Gujarat) 104 107 108 120 129 | Thirvananthapuram City Roads 38
Noida Toll Bridge (UP) 77 89 99 104 112| [Kotakatta to Kurnool (A.P.) 113
Mega Highways - Rajasthan (Ph 1) 155 166 184 189 223| | East Hyderabad Expressway 67
Mega Highways - Rajasthan (Ph 1) 9 4 53 60 66| | Hazaribaugh Ranchi Expressway 128
Rajkot to Jetpur - Gondal (Gujarat) 38 46 48 53 54| [Zharkhand Road Project 349
Beawer Gomti (Rajasthan) 17 18 21 2 27| LJorabat Shillong Expressway 73
Baleshwar Kharagpur 43 47 57
Pune Solapur 37 71 84
NAMEL 9 145 142
Barwa Adda 45 59
Moradabad Bareilly 38 170
Warora Chandrapur 10 37
Sikar Bikaner 16
Total Toll Revenue 400 467 602 905 1176
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Refinance of debt will lead to interest rate savings

IL&FS Transportation had applied for credit rating as it plans to refinance part of its debt by issuing NCDs . One of the

credit rating agency have assigned rating of AA+ to the company which will help them to issue NCD at competitive

rates. Issuance of NCDs will help reduce average interest rate by 150 -2 00 bps. Currently compan
debtis 11.5-11.75%.

Of its total debt of Rs. 27,650 crore, if company manages to refinance even 50% at 150 bps lower rate, it would lead to
savings in interest cost of ~Rs. 208 crore, which is highe]

SettingupofInviTwill free up capital and increase company0s appetite to

- ITNL has floated an investment trust which will help them raise funds at competitive rates.
- Initially, the company proposes to transfer 5 projects in the SPV which are mix of Toll a nd Annuity (1 Toll and 3

Annuity.).
- The value of the projects will be arrived at by an independent valuer at which the project SPVs will be transferred to
the Invl T. Company will have to pay capital gaueawhichthese on

projects are sitting on books.

- The company has finished documentation work with regulatory authorities and has started with roadshows to get
investors on board. ITNL expects to complete all formalities in next couple of quarters.

- Company intends to hold 26% stake in the InvIT and the proceeds received by the trust under OFS for remaining
76% stake will be utilized to issue NCDs to the underlying SPVs, thus replacing its debt.

- SPVswill distribute 90% of the net distributable cash flows to the InvIT, which in turn will distribute at least 90% to
the unit holders.

Valuations compelling, provides cushion on the downside.

At current market price of Rs. 1 03, ITNL is trading at an attra ctive valuation of 0. 6X trailing Book Value (We have
reduced Rs. 376 cr worth Pref. Shares and another Rs. 755 crore pertaining to Noida Toll Bridge and projects in J&K  to
arrive at Adj. BV). Given the impending traction in EPC revenues, completion of major BOT projects and pot ential
improvement in return ratios due to reduction in interest rates, we beli  eve current market price can be a good entry
point for the stock.

ITNL vs. Nifty - 5 Year Chart
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Key Risks & Concern:

26% of company®6s order book are in J&K aComdpany has thus fat deployadb | e
close to Rs. 578 crore in projects in J&K by the way of investments and loans. However, there is reasonable amount of
certainty regardingcompl et i on of these projects and we dondt any mater:i

- 400 001.
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- SC has banned toll collection at Noida Toll Bri dge whdice h f
Investment in Noida Toll Bridge Co. as at FY16 end stood at Rs. 187 crore.
- 14 of companyds project are Toll based which faces risk of

- Company outsources large part of its EPC contracts which reduces their control over execution.
- Company has a very high gearing of Rs. 28,000 crore, taking its debt -equity ratio to 4:1 which we believe is on a higher
side.

Financial Highlights:

IL&FS Transportation- Statement of Profit & Loss IL&FS Transportation- Balance Sheet
DESCRIPTION FY12 FY13 FY14 FY15 FY16 DESCRIPTION FY12 FY13 FY14 FY15 FY16
Net Sales 5606| 6645 6587| 6501 8264| |Equity Share Capital 134 134 134 247| 329
EXPENDITURE : Pref. Share Capital - - 411 376 376
Raw Material Consumed 124| 156 227| 242| 282| [TotalReserves 2570| 3446] 4433 S096] 5988
Employee Cost 269 282 414 459 510 Shareholder's Funds 2764| 3640 5039| 5719 6693
Subcontract Charges 3051| 3424| 2084| 2599 3s02| |Minority Interest . ..
Other Manufacturing Expenses 265 514 647 538 616 -
Long-Term Borrowings 6974| 12185| 16267| 18592| 22483
Other Expenses 307) 3251 415| S00] S72f I oterred Tax Assets/Liabilitied  204| 231 181 108| 79
EBITDA (Ex OI) 1489| 1845| 1900] 2164] 2782| (GtherLong Term Liabilities 304] 363 555 517/ s4a
EBITDA Margin 26.6% | 27.8% | 28.8% | 33.3% | 33.7%| |Total Non-Current Liabilities 7482 12779 17003| 19217] 23411
Other Income 124 144 215 327 468
EBITDA (Incl OI) 1613| 1989 2116| 2491| 3250| |Trade Payables 1130 1107 1527 1080/ 1391
Depreciation 754 94 151 152 275| |Other Current Liabilities 1385| 1844 2096| 3379 2739
EBIT 1536| 1895 1965| 2339 2975 Short Term Borrowings 2193 852| 1026 2182| 3113
Interest 751| 1126| 1481| 1858 2546| |Total Current Liabilities 4708 3802 4649| 6651| 7243
PBT 785 768 483 481 429 Total Liabilities 15247| 20579| 27115| 31879| 37821
Provision for Tax 246 227 27 80[ 160 -
Profit After Tax 539 5a1 a57 400 269 Fixed Assets 6914| 10181| 14112| 17166| 21117
- - Non Current Investments 383 653 468 642 628
Aol i o L L 29 40 Ioiher Non Current Assets 5794| 7629] 9187| 10083| 10752
Share of Associate 4 6| 12| 5 3l |Total Non-Current Assets 13091 18463| 23767| 27892| 32497
Preference Dividend B - 31 79 79
Consolidated Net Profit 497 522| 440 365 233| |currents Investments 12 34 2 20 54
Preference Dividend - - 31 79 79| |inventories 21 17 17 14 387
Adjusted EPS 25.6| 26.9] 22.6/] 14.8 7.1] |Sundry Debtors 882 752 988| 1046 1298
Cash and Bank 284 420 671 939 875
Other Current Assets 958 893| 1670 1968| 3011
Total Current Assets 2157 2116| 3348 3987| 5325
Total Assets 15247| 20579| 27115| 31879| 37821
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