SRM Contractors Ltd.

IPO Note

Company Overview

Incorporated in the year 2008, SRM Contractors Ltd is an engineering construction and development
company engaged primarily in the construction of roads (including bridges), tunnels, slope stabiliza-
tion works, and other miscellaneous civil construction activities in the Union Territories of Jammu &
Kashmir and Ladakh. Undertaking construction works both as an EPC contractor and on an item-rate
basis, the company has a track record of successful execution of road, tunnel, and slope stabilization
projects in the difficult terrain of union territories of Jammu & Kashmir and Ladakh. Having developed
the expertise and know-how to undertake infrastructure construction projects in difficult terrains, the
company has emerged as a key player in the infrastructure construction industry in the Union Territo-
ries of Jammu & Kashmir and Ladakh and has developed technical capabilities to execute projects in
hilly/ challenging terrain in the region. The company is an ISO 9001:2015 certified company and is
also registered as a class A contractor with the Public Work (R&B) Department, Jammu & Kashmir,
and is pre-qualified to bid independently on projects, tendered by departments of governmental au-
thorities and other entities funded by the government, of contract value up to Rs. 30,000 lakhs and
Rs. 50,000 lakhs for EPC contracts pertaining to construction of roads (including bridges) and for
construction of tunnel respectively. The company has further forayed into executing other infrastruc-
ture projects such as standalone bridges, larger slope stabilization works, and other miscellaneous
civil construction activities to capitalize on such rising opportunities. The company undertakes pro-
jects independently or wherever required through project-specific joint ventures with other entities
when a project requires the company to meet specific requirements with certain large projects.

Objects of the issue

The net proceeds from the fresh issue will be used towards the following purposes:

= Funding capital expenditure requirements for the purchase of equipment/machineries;

= Full or part repayment and/or prepayment of certain outstanding secured borrowings availed by
the company;

= Funding working capital requirements of the company;

= Investment in Project Specific Joint Venture Projects; and

= General corporate purposes

Investment Rationale

Proven Track Record in Road, Tunnel, and Slope Stabilization Projects in Jammu
and Kashmir Territory

SRM Contractors is an engineering construction and development company engaged in the con-
struction of roads (including bridges), tunnels, slope stabilization works, and other civil construction
activities in the difficult terrain of the Union Territories of Jammu & Kashmir and Ladakh. The compa-
ny’s primary focus on roads, tunnel projects, and slope stabilization works has helped it gain tech-
nical expertise in undertaking such projects of different sizes involving varying degrees of complexity
while simultaneously helping it to also develop quality control systems, acquire a fleet of modern con-
struction equipment and employ manpower to supplement the growth of our construction business.
The construction of infrastructure projects in hilly areas is difficult as compared to the construction
activity in plains as the construction activity in hill areas poses varied degrees of complexities such
as difficult terrain, sharp bends and curves, steep gradients and limited width of roadway, extreme
weather and other environmental & safety constraints. The contractor’s expertise in operating in diffi-
cult terrain and successfully executing projects with varied degrees of complexities with timely execu-
tion capacities, financial strength, and the price competitiveness of the company’s bid provides it a
competitive edge and enables it to secure contracts from departments of governmental authorities
and other entities funded by the government.

In-House Integrated Model Drives Company Growth in Project Execution

The company’s in-house integration has been instrumental in its growth over the years as it has been
instrumental in reducing its dependency on third parties for designing and engineering, procurement
of key materials such as stone aggregates, and availability of machinery required to execute its pro-
jects, such as boomers, shotcrete machines, batching plants, excavators, hot mix plants, compact-
ers, among others, cost-effectively. The company believes that its in-house integrated model ensures
that products and services required for the development and construction of a project meet quality
standards and are delivered promptly, thereby reducing contractual risks associated with third-party
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suppliers. This has significantly contributed to the company’s ability to complete projects on time,
without compromising on quality.

Valuation

In recent years Infrastructure development has remained a recurring theme in India’s economic de-
velopment. The launch of various flagship government policies like the National Infrastructure Pipe-
line (NIP), and PM Gati Shakti are expected to improve freight movement, debottleneck the logistics
sector, and improve the industrial production landscape, which would provide incremental growth in
GDP. Factors like rapid urbanization, increased freight movement, and demand for improved infra-
structure have been pushing tunnel development and construction across the country. This is driving
a demand for new tunnels to connect different parts of the country and improve transportation effi-
ciency due to this the tunnel construction is expected to continue for a few more years. With more
focus on Indian Infrastructure, the tunneling sector is expected to propel with a strong pipeline net-
work of 1,300 tunnels, spanning around the country with a length of more than 3,600 km. When com-
pared state-wise in terms of upcoming tunnels, Jammu & Kashmir is the pioneer offering the largest
pipeline network of around 200 tunnels. Union Territory of Ladakh being a border area is of signifi-
cant importance for national security as well as a popular tourist location thus underscoring the key
role of developing a robust road infrastructure. Bridging such infrastructure demand gap and capital-
izing on such market opportunity, SRM Contractors Limited has emerged as a key player in the infra-
structure construction industry in the UT of J&K and Ladakh. Executing several road, tunnel, and
slope stabilization projects over 15 years, SRM Contractors Limited has the experience and has de-
veloped technical capabilities to execute projects in hilly/challenging terrain in the region, thereby
being one of the reliable partners in nation-building. Considering the financial performance, the
company’s Revenue/EBITDA/PAT grew at a CAGR of 37%/52.6%/50.5% during FY2021-23. On
the upper price band, the issue is valued at a P/E of 23.1x based on FY2023 earnings which
we feel is fairly valued. We, therefore, recommend a “Subscribe” rating for the issue.

Key Risks

= The company’s business is concentrated in the Union Territory of Jammu & Kashmir and Ladakh
and it is exposed to risks emanating from economic, regulatory, and other changes in the Union
Territory of Jammu & Kashmir and Ladakh. infrastructure or related sectors in the Union Territo-
ry of Jammu & Kashmir and Ladakh. In the event of any adverse change in budgetary alloca-
tions for infrastructure development or a downturn in available work in the infrastructure sector or
resulting from any change in government policies or priorities, the business prospects and finan-
cial performance of the company may be adversely affected.

= The company derives a significant portion of its revenues from a limited number of clients.
Therefore, the loss of any significant clients may harm the business, financial condition, results
of operations, and prospects of the company.

= Infrastructure projects are typically awarded to the company on satisfaction of prescribed pre-
qualification criteria and following a competitive bidding process. The company’s business and
its financial condition may be adversely affected if new infrastructure projects are not awarded to
the company or if contracts awarded to the company are prematurely terminated.
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Income Statement (Rs. in millions)

Particulars FY21 H1FY24
Revenue

Revenue from Operations 1,601 2,636 3,003 2,346
Total Revenue 1,601 2,636 3,003 2,346
Expenses

Cost of material consumed 1,110 1,855 2,176 1,761
Employee benefit expenses 69 87 113 109
Other expenses 257 392 331 180
Total Operating Expenses 1,436 2,335 2,620 2,050
EBITDA 164 301 383 295
Depreciation and Amortization expenses 52 62 78 63
Other income 19 19 4 77
EBIT 132 259 309 310
Finance costs 23 26 58 28
PBT 108 233 251 282
Current tax 26 51 55 61
Deferred Tax charge/ (credit) 0 6 8 10
Total tax 26 57 63 71
PAT 83 176 187 211
Diluted EPS 54.3 115.4 9.1 1.3

Source: RHP, BP Equities Research

Cash Flow Statement (Rs. in millions)

Particulars FY21 FY22 FY23 H1FY24
Cash Flow from operating activities 142 97 130 219
Cash flow from investing activities (133) (59) (189) (72)
Cash flow from financing activities 45 (30) 98 (76)
Net increase/(decrease) in cash and cash equivalents 55 8 40 70
Cash and cash equivalents at the beginning of the period 104 158 167 207
Cash and cash equivalents at the end of the period 158 167 207 277

Source: RHP, BP Equities Research
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Balance Sheet (Rs. in millions)

Particulars FY21 FY22 H1FY24
Equity and Liabilities

Equity Share Capital 15 15 167 167
Other Equity 253 429 464 675
Minority Interest 0 0 0 0
Total Equity 268 444 632 842

Non-Current Liabilities

Financial Liabilities

(i) Long term Borrowings 196 177 258 237
(i) Provisions - - - -
Deferred tax liabilities (net) 2 7 15 25
Current Liabilities

Financial Liabilities

(i) Short Term Borrowings 124 139 214 186
(i) Trade Payable

Due to micro and small enterprise - - 1 33
Due to other than micro and small enterprise 422 272 110 185
Provisions 95 148 80 117
Other current liabilities 18 15 64 62
Total Current Liabilities 659 574 469 584
Total liabilities 856 758 742 846
Total Equity and Liabilities 1,125 1,202 1,374 1,689
Assets

Non-Current Assets

Property, plant and equipment 300 294 395 375
Investment Property 16 15 18 53
Total Non current assets 316 308 413 429

Current Assets

Inventories 47 84 104 325
Financial Assets

Investments 43 23 68 120
(i) Trade Receivables 225 162 154 104
(ii) Cash and cash equivalents 158 167 207 277
(iii) Loans and Advances 11 11 44 25
(iv) Other financial assets 323 447 383 407
Other current assets 0 0 2 2
Total Current Assets 808 894 961 1,260
Total Assets 1,125 1,202 1,374 1,689

Source: RHP, BP Equities Research
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Disclaimer Appendix

Analyst (s) holding in the Stock : Nil

Analyst (s) Certification:

We analysts and the authors of this report, hereby certify that all of the views expressed in this research report accurately reflect our
personal views about any and all of the subject issuer (s) or securities. We also certify that no part of our compensation was, is, or will
be directly or indirectly related to the specific recommendation (s) or view (s) in this report. Analysts aren't registered as research ana-
lysts by FINRA and might not be an associated person of the BP Equities Pvt. Ltd. (Institutional Equities).

General Disclaimer

This report has been prepared by the research department of BP EQUITIES Pvt. Ltd, is for information purposes only. This report is not
construed as an offer to sell or the solicitation of an offer to buy or sell any security in any jurisdiction where such an offer or solicitation
would be illegal.

BP EQUITIES Pvt. Ltd have exercised due diligence in checking the correctness and authenticity of the information contained herein, so
far as it relates to current and historical information, but do not guarantee its accuracy or completeness. The opinions expressed are our
current opinions as of the date appearing in the material and may be subject to change from time to time. Prospective investors are cau-
tioned that any forward looking statement are not predictions and are subject to change without prior notice.

Recipients of this material should rely on their own investigations and take their own professional advice. BP EQUITIES Pvt. Ltd 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 inadvert-
ent error in the information contained in this report. BP EQUITIES Pvt. Ltd. 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.

BP EQUITIES Pvt. Ltd and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities men-
tioned in this report. Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to
update on a reasonable basis the information discussed in this material, there may be regulatory, compliance, or other reasons that pre-
vent us from doing so.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by any person in any
locality, state and country or other jurisdiction where such distribution, publication or use would be contrary to the law or regulation or
would subject to BP EQUITIES Pvt. Ltd or any of its affiliates to any registration or licensing requirement within such jurisdiction.
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