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Gradual improvement in balance sheet health

We maintain our Accumulate rating on Sobha and value it at FY23E NAV, arriving at a revised
target price (TP) of Rs563 (Rs 468 earlier),, implying a downside of 5% from CMP. We have made
an upward revision of 1.5% in residential prices, as guided by the management in the
conference call to arrive at a target price.

Net profit grew by 64% YoY due to base effect since 1QFY21 was strongly impacted by Covid-
induced lockdown. The QoQ decline in net profit to Rs108mn was due to: (1) Decline in revenue
by 7% QoQ to Rs5.1bn (2) Increase in interest expenses by 23% QoQ (3) Tax payment of Rs18mn
in 1QFY22 compared to tax refund of Rs33mn in 4QFY21.

Residential sales volume declined from 1.3mn sqft in 4QFY21 to 0.89mn sqft in 1QFY22. Further,
the average sales price reduced from Rs8,014/sqft in 4QFY21 to Rs7,626/sqft in 1QFY22.

Net operating cash flow from operations (post interest & tax) stood at Rs516mn in 1QFY22
compared to Rs1,506mn in 4QFY21. Net debt to equity ratio improved marginally from 1.24x in
1QFY21 to 1.15x in 1QFY22.

Revenue declines by 7% QoQ and increases by 46% YoY in 1QFY22: Revenue in 1QFY22 declined
by 7% QoQ and increased by 46% YoY. Revenue from contractual and manufacturing segments
declined by 46% QoQ.

The company intends to launch ~17 projects spread over an area of 12.56mn sqft across various cities.
Total inventory available for sale stood at 26.93mn sqft as of June'21, of which 14.69mn sqft is from the
unsold inventory. The project cost will be funded mostly through internal accruals. The management
has guided that due to adoption of IND-AS 116, the revenue recognition of Rs68.7mn for the
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undertaken projects will be recognized in the coming quarters.

Daily Vol. (3M NSE Avg.) 681,266

EBIDTA margin stood at 39% in 1QFY22 vs 27% in 4QFY21 and 55% in 1QFY21: EBITDA margin
expanded by 12.3% QoQ and contracted by 15.94% YoY in 1QFY22. The expansion in EBITDA margin
QoQ was mainly due to (1) Decrease in land purchase cost by 100% QoQ as the company deferred the
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purchase of land to the latter quarter and will incur the said cost depending on the availability of

opportunities (2) Reduction in construction expenses by 36% QoQ (3) Reduction in employee cost by ™ 6M 1Yr

2% QoQ and (4) Decline in other expenses by 38% QoQ. Sobha 9.7) 313 159.8

The contracti.on in EBITDA margin YoY was due tg (1) Incrgase in construction expenses by 72% YqY Nifty Index 40 89 473

(2) Increase in RM cost by 35% YoY (3) Increase in production expenses by 111% YoY (4) Increase in

employee cost by 70% YoY and (5) Increase in other expenses by 20% YoY. Source: Bloomberg

Net adjusted profit after tax declines by 40% QoQ and increases by 64% YoY: The adjusted profit

after tax declined by 40% QoQ and increased by 64% YoY. The decline in adjusted net profit QoQ was

mainly due to (1) Fall in revenue by 7% QoQ (2) Increase in interest expenses by 23% and (3) Tax

outflow of Rs18mn in 1QFY22 v/s an inflow of Rs33mn in 4QFY21.
Y/E March (Rs mn) 1QFY22 4QFY21 QoQ (%) 1QFY21 YoY (%) 1QFY22E Var (%)
Revenue from operations 5123 5,534 -7.4% 3500 46.4% 7,646 -33.0%
Indirect expenses (1,858E) (2,328) -20.2% -651 185.4% (4,205) -55.8%
Employee benefit expenses (517) (526) -1.7% -304 70.1% (540) -4.3%
Other expenses (734) (1,183) -38.0% 611 20.1% (813) -9.7%
EBITDA 2,014 1,497 34.5% 1,934 4.1% 2,088 -3.5%
EBITDAM (%) 39.3% 27.1% 12.3% 55.3% -15.9% 27.3% 12.0%
Depreciation and amortization (175) (204) -14.2% -189 -7.4% (208) -15.9%
EBIT 1839 1293 42.2% 1745 5.4% 1880 -2.2%
EBITM (%) 35.9% 23.4% 12.5% 49.9% -14.0% 24.6% 11.3%
Other income 127 355 -64.2% 93 36.6% 121 5.0%
Interest expenses (1,840) (1,502) 22.5% (1,784) 3.1% (1,390) 32.4%
Profit before tax 126 146 -13.7% 54 133.3% 611 -79.4%
Tax expense (18) (33) -45.5% -12 50.0% (154) -88.3%
Effective tax rate (%) -14.3% -22.6% - -22.2% -35.7% 25.2% -
Adjusted PAT 108 179 -39.7% 66 63.6% 457 -76.4%
NPM (%) 2.11% 3.23% 1.13% 1.89% - 5.98% 3.87%

Source: Company, Nirmal Bang Institutional Equities Research

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



https://www.euromoney.com/research-and-awards/surveys-and-awards/asiamoney-brokers-poll/vote-now

& NIRMAL BANG Institutional Equities

Sales volume declines QoQ but increases YoY: The average sales volume declined by 33% QoQ from
1.3mn sqft in 4QFY21 to 0.89mn sqft in 1QFY22 and realization declined by 5.0% QoQ from Rs8,014/sqft in
4QFY21 to Rs7,626/sqft in 1QFY22 on account of property demand being affected due to the second covid
wave.

Net debt shows a declining trend: Sobha reported net debt of Rs28.17bn in 1QFY22 compared to
Rs28.52bn in 4QFY21 and Rs30.21bn in 1QFY21. While the debt declined by 6% YoY and 1.23% QoqQ, it
still remains at a significantly high level. The net debt to equity ratio improved to 1.15x in 1QFY22 from 1.24x
in 1QFY21 and remained at 1.15x in 4QFY21. The cost of debt also improved from 9.64% in 1QFY21 and
9.04% in 4QFY21 to 8.98% in 1QFY22.

Maintain Accumulate with revised TP of Rs563 (Rs468 earlier): We maintain our Accumulate rating on
Sobha and value it at FY23E NAV, arriving at a revised target price (TP) of Rs563, implying a downside of
5% from CMP. We made an upward revision of 1.5% in residential prices. The revised TP is due to upward
revision in residential prices as per the management in the conference call.

Key takeaways from the conference call:

Sales volume decline partially due to 2 wave of Covid: Despite Sales volume declined 33% QoQ
partially due to lockdowns imposed in Bengaluru. The management has guided for double-digit YoY volume
growth in 2QFY22.

Net operating cash flow after tax & interest declines 65% QoQ to Rs516mn: Net operating cash flow
after adjusting for tax and interest cost stood at Rs516mn in 1QFY22, up 2% YoY but down 65% QoQ. The
QoQ decline in cash flow was primarily due to (1) Lower cash inflow from Real Estate by 23% QoQ (2) Lower
contractual and manufacturing cash flow by 35% QoQ.

New launches: Sobha intends to launch 17 new projects over a period in both residential as well as
commercial segments spread over an area of ~12.56mn sqft. The total inventory available for sale as of
June’2021 stood at 26.93mn sqft, of which 14.37mn sqft is unsold inventory.

Net debt to equity: The net debt declined from Rs30,210mn in 1QFY20 to Rs28,170mn in 1QFY22 and net
debt to equity ratio stood at 1.15x in 1QFY22 compared to 1.24x in 1QFY21.
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a relationship beyond broking

Exhibit 1: Net debt Exhibit 2: Average sale price
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Exhibit 3: Operating cash flow after interest costs and tax Exhibit 4: Average sales volume
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Exhibit 5: Net Debt to Equity Ratio
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Consolidated financials

Exhibit 6: Income statement

Institutional Equities

Exhibit 7: Cash flow

Y/E March (Rsmn) F19 F20 FY21 FY22E FY23E Y/E March (Rsmn) F19 F20 FY21 FY22E FY23E
Net sales 34,421 37,539 21,098 36,512 40,878 Profit after Tax 2,970 2,817 623 4,002 4,742
Growth YoY (%) 237 91 (439 73.1 120 Depreciation 623 723 794 825 856
Operating costs 20,561 19,910 9282 21,011 23,674 Other Income (348) (288) (386) (405) (426)
Staff expenses 2359 2464 1771 1,904 2094 Working capital changes 7179 (6,79) 1,382 1247 (5,936)
Other expenses 4768 4012 3293 3458 3631  Operating Cash Flow 10424 (3,544) 2,413 5,669 (763)
EBITDA 6733 11152 6752 10140 11479  Capital Expenditure (1,298)  (3,186) @31)  (4,780) (550)
EBITDA growth (%) 29.5 65.6 (39.5) 50.2 13.2 Investments o) (14) 0) (57) (60)
EBITDA margin (%) 19.6 29.7 320 27.8 281 Cash flow from investments (1,301)  (3,200) @31)  (4,837) (610)
Depreciation 623 723 794 825 856 Equity . . -
EBIT 6,110 10,430 5,958 9,315 10,623 Debt 2,726 5,134 (553) (3,000) 1,500
EBIT (%) 17.7 27.8 28.2 25.5 260 Others (10,631) 1,523 (271) 1,706 417
Net interest expense 1,976 6,386 5,592 4,754 5,265 Dividends (800) (800) .
Other income 348 288 386 405 426 Cash flow from financing (8,706) 5,857 (824)  (1,294) 1,917
Earnings before tax 4482 4332 752 4966 5783  Total Cash Generation 47 (888) 1,157 (462) 543
Tax- total 1512 1,515 129 964 1,041 Opening Cash Balance 1,355 1,771 884 2,041 928
Rate of tax (%) 337 35.0 17.2 19.4 18.0 Closing Cash & Bank 1172 884 2,041 1579 1471
Net profit 2970 2,817 623 4002 4742 _Balance ’ : ' ’
Minority and other interest 0 0 0 0 0 Source: Company, Nirmal Bang Institutional Equities Research
Net profit for group 2,970 2,817 623 4,002 4,742
% growth 36.9 (5.2 (77.9) 542.4 185  Exhibit 9: Key ratios
Source: Company, Nirmal Bang Institutional Equities Research Y/E March (Rsmn) F19 F20 FY21 FY22E FY23E
Exhibit 8: Balance sheet Profitability and return ratios
Y/E March (Rsmn) F19  F20  FY21 FY22E Fy2se  EBITDAmargin (%) 196 27 320 278 281
Share capital 948 948 948 o438  og4g  EBITmargin(%) i 78 82 X5 260
Reserves and surplus 21343 23364 23320 27090 3273  Netprofitmargin (%) 86 75 0 1o 18
Net worth 220 24313 24217 28938 33680  ROE(R) 133 16 26 138 141
Loans 26039 31173 30620 27620 29120  ROCE(%) o 189200 122 178 182
Minoriy Interest i i i \rlggzl(slng capital and liquidity
Deferred tax liability 3N 342 342 342 Recievables (days) 36 36 58 55 55
Lease Liabilties 134 130 130 130 Inventory (days) 691 652 1233 803 831
Total capital employed 48,331 55,931 55,369 57,030 63,272 Payables (days) 212 223 396 330 355
Current ratio (x) 1.7 1.8 1.8 16 16
Net fixed assets 6777 9240 8877 12832 12526 Valuation ratios
Goodwill - - - EV/sales (x) 23 23 40 2.3 2.1
Investments 1,128 1,143 1,143 1,200 1,260 EV/EBITDA (x) 12.0 78 12.6 8.2 73
Right of Use Assets 128 157 165 173 PIE (x) 19.0 20.0 90.6 141 119
Current assets loans and adv. 98,557 99,589 101,905 111,932 125,717 P/BV (x) 25 23 23 20 17
Inventories 65173 67.045 71246 80286 93065  go6: Company, Nirmal Bang Institutional Equities Research
Debtors 3,355 3,746 3,355 5,502 6,160
Cash and bank 1,771 884 2,041 928 1,471
Loans and advances 23606 20,828 19,541 19,207 18,713
Current investments and others 4,651 7,086 5,722 6,008 6,309
Less Current liab. & prov. 59,067 54,191 56,732 69,119 76,426
Current liabilities 58,241 53,626 56,355 67,866 75,097
Provisions 826 565 377 1,253 1,329
Net current assets 39,489 45397 45173 42,813 49,292
Miscellaneous - - -
Deferred Tax Assets 935 21 19 20 21
Total capital employed 48330 55930 55369 57,030 63,272

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track

Date Rating Market price (Rs) Target price (Rs)
7 September 2017 Sell 401 295
14 November 2017 Sell 503 295
14 February 2018 Sell 561 363
22 May 2018 Sell 509 363
8 August 2018 Sell 496 363
13 November 2018 Sell 450 376
7 February 2019 Sell 480 376
21 May 2019 Sell 484 376
14 August 2019 Sell 499 376
3 October 2019 Sell 477 405
13 November 2019 Sell 427 360
4 February 2020 Sell 438 360
27 March 2020 Buy 132 162
30 June 2020 Acc 218 208
11 August 2020 Acc 230 235
23 September 2020 Acc 235 243
10 November 2020 Acc 288 304
7 January 2021 Acc 411 389
16 February 2021 Acc 446 444
9 April 2021 Acc 503 499
24 June 2021 Acc 446 468
17 Aug 2021 Acc 595 563
Rating track graph
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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.
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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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