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Summary

RITES Ltd. (RITES) reported strong revenue growth of 16% YoY to 6,025.7mn with
Consultancy, Leasing and Turnkey segments being the drivers. The management has maintained
its FY20 order book target of ¥80,000mn with EBITDA margin at 35%.

Key Result Highlights
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Revenue grew by 16% YoY to 36,026.7mn (-17% QoQ from ¥7,262.1mn) driven
primarily driven by Consultancy-Abroad, Leasing and Trunkey segments. The
Consultancy-Abroad/Leasing /Turnkey  grew  21.2%/14%/72.5%  YoY to
192.1mn/I304.1mn/ I1962mn respectively.

The Consultancy-Domestic segment grew ~2% YoY/10% QoQ to 32,659.3mn.
Currently rail consultancy orders constitute 62% (50-60% on nomination basis) of total
consultancy orders worth ¥25,320mn. Under consultancy, the quality assurance revenue
grew by ¥ 4000mn YoY to ¥ 2700mn with targeted revenue of I3,800mn for FY20.

As per the management for 9MFY20, the consultancy-domestic revenue declined due
to prolonged monsoon affecting project.

Export sales declined ~11% YoY/ 65.4% QoQ to I 908.2mn. As per the management
the remaining two out of 10 Sri Lanka locos order will be shipped during Q4FY20. The
management has stated that it is likely to get coach and locos African order worth
%6,500mn in Q4FY20 with likely revenue of 15-20% from that order in FY21. Also
plans to execute 160 coaches Sri Lankan order by end of Q3FY21.

EBITDA grew by 6.4% YoY to 1,547.4mn (declined by 14.1% QoQ from
%1,802.2mn) on better project/order execution. Staff expenses grew 0.4% YoY and
10.5% QoQ to %1,334mn while travel expenses grew 6.7% YoY and ~15% QoQ to
136.2mn.

EBITDA Margins declined by 231 bps YoY to 25.7% (grew 86 bps QoQ from 24.8%)
with guidance of 35% for FY20.

During the quarter, the net profit grew +13.8% YoY to 31,397.4mn (-39.9% QoQ
from 32,326.4mn).

The current orderbook as on 31 December 2019 was at I57,820mn (Consultancy —
44%,; Export Sales-13%; Turnkey project-39%; Lease — 2%).

Order inflow during the quarter was at 31,329.6mn with major consultancy orders
from Highways, Bridge, rolling stock, siding and locos leasing order.

The company declared second interim dividend of ¥4 per share (F.V %10).

Apart from rail Consultancy orders, the company expects to bag consultancy orders
from Metros with 13 tender’s worth ¥14,000mn under bidding, Highways orders,
Airports orders since as per government plan 100 airports are to be constructed and
renewable energy projects on rail lands.

The company is also looking into station redevelopment orders with government plans
to redevelop 400-600 stations in coming years.

During the quarter, the Turkey segment revenues grew +72.5% YoY/9.9% QoQ to
%1,962mn (Order book ¥22,550mn) and the management has targeted 25-30% of
revenue (8.5% fee on cost plus basis) to come from this segment with orders worth
%15,000-20,000 are under bidding stage. The management stated that its likely to
get orders on Feb-Mar’20 with policy revision notified on 27 December 2019 and
execution of projects to take place in FY21. ¥3,000-5,000mn worth rail electrification
and 300kms of rail doubling lines orders are in pipeline.
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»  The company is also looking to play a key role in the planned Bangalore Suburban
Rail network (done by pre-feasibility work) and Delhi-Mumbai expressway.

»  Consultancy revenue guidance for Q4FY20 and FY20 at 33,500-4,000mn and
%11,000-11,500mn respectively.

» FY20 Capex guidance of ¥700mn for new locomotives and in-service locomotives
(buying from Indian Railways for export would lead to 30-50% of capex reduction).

Valuations & Recommendation

With order pipeline visibility from railways having capex spend of ¥1.7-1.8tn and various
infrastructure projects from Roads, Highways and construction projects worth ¥240bn in
pipeline, we expect the company to bag at least 15-20% orders and continue its growth
momentum with estimated CAGR earning growth of 16.4% for FY19-22E. Hence, we
maintain our BUY with a target price of ¥364 (P/E 13x FY22E)
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Standalone Financials

(& mn)
Q3FY20 Q3FY19 VAR [%] Q2FY20 VAR [%]
Revenue from Operations 6,025.7 5,196.5 16.0 7,262.1 (17.0)
Employee Expenses 1,334 1,328.3 18.2 1,206.8 10.5
Employee Exps. as a %age of sales 22.1% 25.6% 16.6%
Travel 136.2 127.6 (128.2) 118.5 14.9
Travel as a %age of sales 2.3% 2.5% 1.6%
Supply & Services 433.2 457 .4 18.2 479.2 (9.6)
Supplies & Services as a % age of sales 7.2% 8.8% 6.6%
Export Purchases 206.4 713.1 18.2 914.3 (77.4)
Export Purchases as a %age of sales 3.4% 13.7% 12.6%
Inventory Changes of Stock in Trade 378.6 (50.9) 18.2 736.7 (48.6)
Cost of Turnkey Cons Projects 1,751.2 1,079.0 18.2 1,639.6 6.8
Cost of Turnkey Cons Projects as a %age of sales 29.1% 20.8% 22.6%
Other Expenses 238.7 87.4 (25.2) 364.8 (34.6)
Other Expenses as a Y%age of sales 4.0% 1.7% 5.0%
EBIDTA 1,574.4 1,454.6 347 1,802.2 (14.1)
EBITDA Margins % 25.7% 28.0% 24.8%
Other Income 430.1 471.3 (41.3) 1,475 (70.8)
Depreciation 102.0 82.7 22.4 96.5 57
EBIT 1,875.5 1,758.8 18.4 3,180.7 (41.0)
Interest 7.4 6.1 (42.4) 7.3 1.4
PBT 1,868.1 1,755.0 70.5 3,173.4 (41.1)
Tax 4707 608.9 1109.1 847.0 (44.4)
Profit After Tax 1,397 .4 1,228.2 13.8 2,326.4 (39.9)
EPS 5.6 6.1 9.3
Segment Performance
(& mn)
Q3FY20 Q3FY19 VAR [%] Q2FY20 VAR [%]
REVENUES
Consultancy-Domestic 2,659.3 2,618.3 1.6 2,428.7 9.5
Consultancy-Abroad 192.1 158.5 21.2 124.7 54.0
Export Sales 908.2 1,015.9 (10.6) 2,621.4 (65.4)
Leasing-Domestic 304.1 266.7 14.0 302.1 0.7
Turnkey Cons Proj-Domestic 1,962.0 1,137.1 72.5 1,785.2 9.9
Total Segment Revenue 6,025.7 5,196.5 16.0 7,262.1 (28.4)
EBIT
Consultancy-Domestic 1,230.4 1,004.8 29.5 1,101.9 (12.5)
Margin % 46.3% 38.4% 45.4%
Consultancy-Abroad 95.8 83.8 (18.5) 35.5 (36.0)
Margin % 49.9% 52.9% 28.5%
Export Sales 193.4 297.3 162.2 683.2 (26.4)
Margin % 21.3% 29.3% 26.1%
Leasing-Domestic 103.4 88.5 162.2 127.7 162.2
Margin % 34.0% 33.2% 42.3%
Turnkey Cons Proj-Domestic 61.1 17.5 162.2 75.7 162.2
Margin % 3.1% 1.5% 4.2%
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Financials

(& mn)

Income Statement FY19 FY20E FY21E FY22E
Total Revenues 19,690 26,809 34,985 46,432
Total Expense 14,522 21,099 28,775 39,212
Operating Expenses 8,568 13,914 18,559 25,097
Employee Cost 4,836 5,898 8,396 11,608
Other Expenses 1,118 1,287 1,819 2,507
EBITDA 5,167 5710 6,210 7,220
Depreciation 322 423 557 714
EBIT 4,846 5,287 5,653 6,506
Interest 30 24 18 12
Other Income 1,952 2,792 2,886 2,868
PBT 6,767 8,049 8,512 9,362
Tax 2,321 2,174 2,145 2,356
Net Earnings (Loss) After Provision for Losses/write offs/ Tax (PAT) 4,447 5,881 6,376 7,006

(¥mn)
Balance Sheet FY19 FY20E FY21E FY22E
Sources of Funds
Equity Capital 2,000 2,500 2,500 2,500
Reserves & Surplus 21,838 27,720 34,096 41,101
Net Worth 23,838 30,220 36,596 43,601
L.T Borrowings 1,874 1,813 1,733 1,692
S.T Borrowings 22,496 22,357 22,337 22,478
Total Debt 24,370 24,170 24,070 24,170
Deferred Tax Liability (Net of Deferred Tax Assets) (740) (740) (740) (740)
Total Capital Employed 47,468 53,649 59,925 67,031
Applications of Funds
Net Block 3,393 4,538 5,949 7,552
CWIP 39 44 49 53
Investments 3,605 3,805 3,955 4,055
Current Assets, Loans & Advances
Inventories 1,049 1,322 1,677 2,163
Receivables 5,858 7,712 9,393 12,848
Cash and Bank Balances 34,686 42,957 48,092 52,148
Loans and Advances 3,178 4,334 5,655 7,505
Total: Current Assets, Loans & Advances 44,771 56,325 64,818 74,665
Current Liabilities & Provisions
Payables 1,944 2,859 4,017 5,157
Provisions 2,400 3,621 4,830 6,532
Total: Current Liabilities & Provisions (-) 4,344 6,480 8,847 11,689
Net Current Assets 40,427 49,844 55,970 62,976
Total Assets 47,468 53,649 59,925 67,031
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(¥mn)
Cash Flow Statement FY19 FY20E FY21E FY22E
Net Profit / (Loss) Before Tax 6,767 8,055 8,521 9,362
Depreciation 322 423 557 714
Net Interest 30 24 18 12
Direct Taxes Paid (2,321) (2,174) (2,145) (2,356)
Change in Working Capital (Non-Cash) (2,859) (1,146) (991) (2,950)
(A) Net Cash Flow from Operating Activities 1,940 5,182 5,960 4,782
Capex {Inc./ (Dec.) in Fixed Assets n WIP} (1,093) (1,572) (1,973) (2,323)
Free Cash Flow 847 3,609 3,987 2,460
Inc./ (Dec.) in Investments (770) 200 150 100
(B) Cash Flow from Investing Activities (1,862) (1,371) (1,822) (2,222)
Issue of Equity/ Preference 0 500 0 0
Inc./(Dec.) in Debt (589) (200) (100) 100
Interest exp net (30) (24) (18) (12)
Dividend Paid (Incl. Tax) (2,983) (3,999) (4,336) (4,764)
(C) Net Cash Flow from Financing Activities (3,602) (3,723) (4,454) (4,676)
Net Change in Cash (1,009) 8,271 5,135 4,056
Opening Cash balances 35,695 34,686 42,957 48,092
Closing Cash balances 34,686 42,957 48,092 52,148
Ratios FY19 FY20E FY21E FY22E
(A) Margin (%)
EBIDTA Margin (excl. O.l.) 26.2 21.3 17.8 15.6
EBIDTA Margin (incl. O.l.) 36.2 31.7 26.0 217
EBIT Margin 24.6 19.7 16.2 14.0
Interest/Sales 0.2 0.1 0.1 0.0
Tax Rate 34.3 27.0 25.2 25.2
Net Profit Margin 22.6 21.9 18.2 15.1
(B) As Percentage of Net Sales
Operating Expenses 43.5 51.9 53.1 54.1
Employee 24.6 22.0 24.0 25.0
Other 57 4.8 5.2 5.4
(C) Measures of Financial Status (x)
Debt / Equity 1.0 0.8 0.7 0.6
Interest Coverage 234.2 351.8 503.8 834.8
Average Cost of Debt (%) 0.1 0.1 0.1 0.1
Debtors days 108.6 105.0 98.0 101.0
Inventory days 19.5 18.0 17.5 17.0
Inventory Turnover Ratio (x) 19 20 21 21
Fixed Assets Turnover 4.2 4.3 4.3 4.4
Working Capital Turnover 0.5 0.5 0.6 0.7
Non-Cash Working Capital (¥ Mn) 5,741 6,887 7,878 10,828
(D) Measures of Investment
EPS () (excl. EO) 17.8 23.5 25.5 28.0
CEPS ) 19.1 25.2 27.7 30.9
DPS ) 12.8 13.6 17.3 19.1
Dividend Payout (%) 717 58.0 68.0 68.0
Profit Ploughback (%) 28.3 42.0 32.0 32.0
Book Value (%) 119.2 120.9 146.4 174.4
RoANW (%) 19.4 21.8 19.1 17.5
RoACE (%) 14.5 16.0 15.0 14.8
RoAIC (%) (Excl. Cash & Invest.) 58.0 68.8 75.8 70.2
(E) Valuation Ratios
CMP ) 310 310 310 310
P/E (x) 17.4 13.2 12.2 1.1
Market Cap. (X Mn.) 77,475 77,475 77,475 77,475
MCap/ Sales (x) 3.9 2.9 2.2 1.7
EV R Mn.) 67,159 58,688 53,453 49,497
EV/Sales (x) 3.4 2.2 1.5 1.1
EV//EBDITA (x) 13.0 10.3 8.6 6.9
P/BV (x) 2.6 2.6 2.1 1.8
FCF/Yield (%) 0.3 4.4 5.0 3.3
Dividend /Yield (%) 4.1 4.4 5.6 6.1
EBITDA/OCF (x) 27 1.1 1.0 1.5
EBITDA /Free cash flow (x) 6.1 1.6 1.6 2.9
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Analyst Certification: I, Jayakanth Kasthuri, the research analyst and author of this report, hereby certify that the views expressed in this
research report accurately reflect our personal views about the subject securities, issuers, products, sectors or industries. It is also certified
that no part of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations
or views in this research. The analyst(s), principally responsible for the preparation of this research report, receives compensation based on
overall revenues of the company (Way2Wealth Brokers Private Limited, hereinafter referred to as Way2Wealth) and has taken reasonable care to
achieve and maintain independence and objectivity in making any recommendations.

It is confirmed that Jayakanth Kasthuri, the authors of this report has not received any compensation from the companies mentioned in the
report in the preceding 12 months. Our research professionals are paid in part based on the profitability of Way2Wealth, which include earnings
from other business. Neither Way2Wealth 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 profits that may arise from or in connection with the use of the
information contained in this report.

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. Way2Wealth 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. The contents of this material are general and are neither
comprehensive nor appropriate for every individual and are solely for the informational purposes of the readers. This material does not take

into account the specific objectives, financial situation or needs of an individual/s or a Corporate/s or any entity/s.

This research has been prepared for the general use of the clients of the Way2Wealth 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. Way2Wealth will not treat recipients as customers by virtue of their receiving this report. The distribution of this document in other
jurisdictions may be restricted by the law applicable in the relevant jurisdictions and persons into whose possession this document comes should
inform themselves about, and observe any such restrictions.

The report is based upon 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. Way2Wealth or any of its affiliates or employees makes no
warranties, either express or implied of any kind regarding any matter pertaining to this report, including, but not limited to warranties of
suitability, fitness for a particular purpose, accuracy, timeliness, completeness or non-infringement. We accept no obligation to correct or
update the information or opinions in it. Way2Wealth 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. The recipients of this report should
rely on their own investigations. In no event shall Way2Wealth be liable for any damages of any kind, including, but not limited to, indirect,
special, incidental, consequential, punitive, lost profits, or lost opportunity, whether or not Way2Wealth has advised of the possibility of such
damages.

This material contains statements that are forward-looking; such statements are based upon the current beliefs and expectations and are
subject to significant risks and uncertainties. Actual results may differ from those set forth in the forward-looking statements. These
uncertainties include but are not limited to: the risk of adverse movements or volatility in the securities markets or in interest or foreign
exchange rates or indices; adverse impact from an economic slowdown; downturn in domestic or foreign securities and trading conditions or
markets; increased competition; unfavourable political and diplomatic developments; change in the governmental or regulatory policies; failure
of a corporate event and such others. This is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to
participate in any particular trading strategy. No part of this material may be copied or duplicated in any form by any means or redistributed
without the written consent of Way2Wealth. In no event shall any reader publish, retransmit, redistribute or otherwise reproduce any
information provided by Way2Wealth in any format to anyone. Way2Wealth and its affiliates, officers, directors and employees including persons
involved in the preparation or issuance of this report may from time to time have interest in securities / positions, financial or otherwise in the
securities related to the information contained in this report.

To enhance transparency, Way2Wealth 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.

Disclosure of Interest Statement in RITES Ltd. as on February 12, 2020

Name of the Security

RITES Ltd

Name of the analyst

Jayakanth Kasthuri

Analysts’ ownership of any stock related to the information NIL
contained
Financial Interest
Analyst: No
Analyst’s Relative: Yes / No No
Analyst’s Associate/Firm: Yes/No No
Conflict of Interest No
Receipt of Compensation No
Way2Wealth ownership of any stock related to the information NIL
contained
Broking relationship with company covered NIL
Investment Banking relationship with company covered NIL

This information is subject to change without any prior notice. Way2Wealth reserves at its absolute discretion the right to make or refrain from
making modifications and alterations to this statement from time to time. Nevertheless, Way2Wealth is committed to providing independent and
transparent recommendations to its clients, and would be happy to provide information in response to specific client queries.
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