
Buy
Previous Recommendation: Buy Rs479

15 November 2010
STOCK INFO.

BSE Sensex: 20,310

S&P CNX: 6,122

2QFY11 Results Update
SECTOR: INFRASTRUCTURE

Simplex Infrastructure

BLOOMBERG

SINF IN

REUTERS CODE

SINF.BO

Equity Shares (m) 49.5

52-Week Range (Rs) 563/396

1,6,12 Rel. Perf. (%) 1/-18/-27

M.Cap. (Rs b) 23.7

M.Cap. (US$ b) 0.5

 Profit down 3.8%, below estimates: Simplex Infrastructure (SIL) posted 2QFY11 revenue of Rs10.5b (up 2.6%

YoY), which was below our estimate of Rs10.8b (up 5.7% YoY). EBITDA of Rs1.05b (down 0.7% YoY) was also below

our estimates of Rs1.08b (up 1.7% YoY). EBITDA margins were 10.4%, down 30bp YoY. Net profit was down 3.8%

YoY at Rs269m, below our estimate of Rs297m (up 6.4% YoY) mainly due to higher-than-estimated interest costs.

In 2QFY11 net working capital days increased to 124, an increase of 12 days compared with 1QFY11 and as a

percentage of revenue, it was 19% against 30% in FY10. In FY09, Simplex incurred capex of Rs4b and in FY10,

capex declined to Rs880m. For FY11 it stands at Rs1.25b.

 Management guides FY11 revenue growth of 15-20%: The company expects revenue growth of 15-20% in FY11.

This compares with revenue de-growth of 5% in FY10. FY11 EBITDA margins are expected to be sustained at 10.3-

10.5%. FY10 margins were up 80bp YoY at 10.2% and are a reflection of increased focus on picking and choosing

orders. Improved revenue growth in FY11 will also lead to better fixed cost absorption.

 2QFY11 order book Rs129b (up 23% YoY, up 5.7% QoQ): Simplex's order book for at the end 2QFY11 was Rs129b

(up 23% YoY and up 5.7% QoQ). 2QFY11 order intake was Rs22b, up 46% YoY and Rs40b in 1HFY11, up 57% YoY.

The company is L1 in projects worth Rs12b. In 2QFY11, the thermal power and buildings segment witnessed meaningful

traction for Simplex.

 Valuation and view:  We expect FY11 EPS of Rs34.3 (up 39% YoY) and FY12 EPS of Rs45.5 (up 33% YoY). At

CMP, the stock trades at 14x FY11E and 10.5x FY12E. We rate the stock a Buy with a target price of Rs546 (12x

FY12E), an upside of 14%.

Dhirendra Tiwari (Dhirendra.Tiwari@motilaloswal.com ) +91 22 3029 5127

Pooja Kachhawa (Pooja.Kachhawa@MotilalOswal.com) +91 22 3982 5585
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Simplex performance below estimates (execution impacted, EBITDA
margins sustained)

 Simplex reported 2QFY11 revenue of Rs10.5b (up 2.6% YoY), below our estimate of
Rs10.8b (up 5.7% YoY). EBITDA was Rs1.05b (down 0.7% YoY), below our estimates
of Rs1.08b (up 1.7% YoY), EBITDA margins were 10.4% down 30bp YoY. Net profit
was down 3.8% YoY at Rs269m, lower than our estimate of Rs297m (up 6.4% YoY)
mainly due to higher-than-estimated interest costs.

 Execution was impacted in 2QFY11, largely due to a slowdown in overseas business
(down 55% YoY at Rs1.23b in 2QFY11) and above average monsoon in domestic
markets.  In 2QFY11 domestic revenue grew 25% YoY. Order-book was buoyant at
Rs129b up 23% YoY and up 5.7% QoQ.

 EBITDA margins in 2QFY11 were 10.3% (down 30bp YoY). The management
indicated that margins on the existing order book were 10.5%+, and the incremental
orders were at similar margins. A change in composition of the order book towards
the power segment is positive, given better margins. Power accounts for almost 25%
of the order backlog of Rs129b.

 Net interest costs increased to Rs295m in 2QFY11 v/s Rs289m in 2QFY10, driven by
high interest rates, which were 7.2% in 2QFY11, up from 6.24% in 1QFY11. Debt as
at the end of September 2010 were Rs14b. The management indicated that average
interest costs were expected to be about 7.5% in FY11.

Management guides for FY11 revenue growth of 15-20%, EBITDA margin
of 10.5-10.7%

 FY11 revenue growth will be up 15-20%. This compares with revenue de-growth of
5% YoY in FY10. To meet the 15% growth target in FY11, Simplex should grow 25%
in 2HFY11, which seems aggressive.

 FY11 EBITDA margins are expected to be sustained at 10.5-10.7%. FY10 margins
were up 80bp YoY at 10.2% and are a reflection of increased focus on picking and
choosing orders. Improved revenue growth in FY11 will lead to better fixed cost
absorption.

 Financial closure of a Rs12b BOT road project (four-laning of 67km of road between
Chennai and Kolkata) will be achieved in the next six months after which the EPC
work on the stretch will start. Simplex owns a 34% stake in the project followed by
SREI-Infra (40%) and Gulfar (26%). The company's order-book includes an order of
Rs5b from this project.

 We expect Simplex to record revenue and PAT CAGR of 23% and 35% over FY10-
12 respectively and EBITDA margins of 10.3%.

Execution impacted revenue in 2QFY11

Source: Company/MOSL
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Source: Company/MOSL

2QFY11 order book Rs129b (up 23% YoY, up 5.7% QoQ)

 Simplex's order book at the end 2QFY11 was Rs129b (up 23% YoY and up 5.7%
QoQ). Order intake was Rs22b, up 46% YoY, and Rs40b in 1HFY11, up 57% YoY.

 The company is L1 in projects of Rs12b. Improved order intake in 2QFY11 validates
the strong recovery in the domestic market though intake in the international business
is sluggish.

 In 2QFY11 there was meaningful traction in the thermal power and buildings segment
for Simplex, with the share of buildings in the order book increasing to 21% (v/s 15%
in 2QFY10) and the share of power at 25% currently. The industrial segment witnessed
flat intake in 2QFY11, and contribution to the order book increased to 17% in
September. Thus, Simplex has been the beneficiary of a pick-up in the buildings and
thermal power plant segment. This is also positive for revenue as most of them are
short gestation orders, resulting in faster revenue booking for the company.

 We believe that given improved fund availability, better project economics and increased
focus on execution by private developers, the power sector should be a key contributor
to order intake in FY11. This is also the case for buildings and industrial projects. This
is also positive for margins and the working capital cycle, given that a large part of the
private sector projects are on a negotiated basis (and not on L1). Inquiries from the
Middle East have improved, largely in the power, industrials and buildings segments.

EBITDA margins maintained in 2QFY11 (%)
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Traction in the order book, bid pipeline improves (Rs b) Book-to-bill ratio: improves to 2.9x, positive for FY11
revenue growth

Source: Company/MOSL
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Strong bid pipeline for power, industrial projects (%)
2QFY11 order 1HFY11 order book 1HFY11 revenue Pending bids

 intake  break up break up break up

Buildings 28 21 9 11

Bridges 0 9 16 2

Industrial 6 17 15 40

Marine 5 3 6 2

Piling 6 5 8 8

Power 21 25 29 23

Roads 22 5 3 12

Urban Infrastructure 8 14 13 1

Railways 4 1 1 1

Total 100 100 100 100

Source: Company/MOSL

Balance sheet highlights (Rs m)
30-Sep-10 30-Sep-09

Share holders funds

Capital 993 993

Reserves and surplus 101,938 93,380

Loan funds 143,850 125,357

Deferred tax liability 9,368 6,903

Total 256,149 226,633

Fixed assets 101,585 100,040

Investments 3,527 2,604

Current assets, loans and advances

Inventories 67,351 64,207

Sundry debtors 190,137 158,831

Cash and bank balance 5,366 7,227

Other current assets 12,148 13,245

Loans and advances 36,728 36,798

Current liabilites 160,590 156,319

Provisions 103 0

Total 256,149 226,633

Source: Company/MOSL

Working capital cycle deteriorates; limited capex of Rs1.25b in FY11; 1HFY11
capex of Rs750m

 In 2QFY11 net working capital days increased to 124, which saw an increase of 12
days from 1QFY11 and as a percentage of revenues it was 19% compared with 30%
in FY10.

 In FY09, Simplex incurred capex of Rs4b and in FY10, capex declined to Rs880m.
For FY11 it is expected to be Rs1.25b. The management said the company could
manage ~25% increase in the order book on its existing equipment base and thus
increased revenue in FY11 will entail operating leverage.

 Outstanding 2QFY11 debt was Rs14b, which includes working capital related borrowing
of Rs10b. Cash on books was Rs536b.

Valuation and view

 We expect FY11 EPS of Rs34.3 (up 39% YoY) and FY12 EPS of Rs45.5 (up 33%
YoY).

 At CMP, the stock trades at 13.4x FY11E and 10.1x FY12E. We rate the stock a Buy
with a target price of Rs546 (12x FY12E), upside of 14%.
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Company description

Simplex Infrastructure (SIL) began operations (after its
takeover by the Mundra family in 1949), with a focus on
high end piling contracts and power projects. Simplex has
evolved as a diversified infrastructure player with presence
in infrastructure segments. SIL has, over the past few years,
built pre-qualifications for new verticals like roads, ports
(marine), urban infrastructure, civil and industrial
construction. Unlike peers, it has ~60% of business from
the private clients/PPP and a presence in India and the
Middle East. It derives ~35% of revenue from private
clients/PPP, 35% from the central government and 30%
from overseas.

Key investment arguments

 There is iImproved visibility in terms of order intake
across segments/geographies. Order backlog at the end
of September 2010 was Rs129b.

 Simplex has one of the most diversified businesses with
a presence in the infrastructure sector. It derives ~22%
of its order book from the Middle East, reducing the
risk of over dependence on the Indian market. The
private sector contributes 51% of the order book, which
has better payment terms.

Key investment risks

 Simplex has an order book to bill ratio of 2.9x, which
has improved in the past 2-3 quarters but still among
the lowest in the past six years. This will impact near
term revenue growth.

 Higher capex in FY09 considerably impacted
profitability and return ratios.

Valuations and view

 We expect FY11 EPS of Rs34.3 (up 39% YoY) and
FY12 EPS of Rs45.5 (up 33% YoY).

 At CMP, the stock trades at 13.4x FY11E and 10.1x
FY12E. We rate the stock a Buy with a target price of
Rs546 (12x FY12E), upside of 14%.

Sector view

 There has been marginal revival in order intake from
public and private clients. Going forward while the public
capex would be strong, the private capex could also
revive. Inquiries from the Middle East are expected to
improve. We are positive on the pick up in infrastructure
spending and thus the construction sector.

Shareholding Pattern (%)
Sep-10 Jun-10 Sep-09

Promoter 54.7 54.7 54.7

Domestic Inst 20.9 20.9 19.0

Foreign 12.7 12.6 12.4

Others 11.7 11.8 13.9

Simplex Infrastructures: an investment profile

Stock performance (1 year)

Target Price and Recommendation
Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

479 546 14.0 Buy

EPS: MOSL forecast v/s consensus (Rs)
MOSL Consensus Variation

Forecast Forecast (%)

FY11 34.3 32.3 6.2

FY12 45.5 39.4 15.5
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Financials and valuation
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N O T E S
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Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt 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. MOSt 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.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.
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