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Initiation  
Pennar Engineered Building Systems Ltd   

Riding on the emerging demand for PEB structures Long Term Buy 
 

Pennar Engineered Building Systems Ltd (PEBS Pennar), a 54% subsidiary of 
Pennar Industries Ltd, is one of the leading custom designed building systems 
solutions provider in India. Over the last few years, the company has been 
expanding production capacity from 30,000 tonne per annum (tpa) to 120,000 tpa 
to cater to increasing demand. It has also entered in to a technology tie-up with 
US based NCI Group Inc, to focus on its high margin engineering services segment 
which gives it a competitive edge over its peers. Increasing industrial requirement 
(manufacturing and warehouses) and government initiatives like Housing for all 
by 2022 represent a strong opportunity for the pre-engineered building (PEB) 
industry which is positive for the company.  

Valuation and View: At the CMP, the stock is trading at 13.4x our FY18E EPS. With 
the pick-up in economic activity, we anticipate better demand for pre-engineered 
building suppliers. Although the benefits of the same would be back ended and 
could reflect in the company’s performance from FY18 onwards, growth in the near 
term is likely to be moderate. Given the good financials, opportunities in the PEB 
space, ramp up in the high margin engineering division and design outsourcing as 
an additional revenue trigger, we expect revenue and PAT CAGR of 13% and 19%, 
respectively over FY16-19E. Owing to the back ended growth and low liquidity in 
the stock we recommend investors to gradually buy the stock with a long term 
perspective. We initiate coverage with a Long Term Buy rating and a target price of 
₹191 (16x FY18E EPS). 

High margin engineering segment to aid profitability: Indian PEB industry being 
under penetrated currently is a high growth opportunity market. The critical 
success factors in the PEB Industry are design capability and technology. PEBS 
Pennar has entered into a non-exclusive technical know-how agreement with US 
based NCI Group Inc for providing design and engineering services, giving the 
company a competitive edge over its peers in terms of latest technology platform. 
The company is also building its support team of design engineers and has set up 3 
offices in India. During H1FY17, sales from this segment grew 148% YoY to ₹4.7 
crore and we believe this growth trend is likely to continue.              

Capacity expansion to help cater to pan India demand: Initially, PEBS Pennar had 
one single manufacturing facility in Telangana with a capacity of 90,000 tpa. Owing 
to logistical cost, catering to the demand from the northern states became difficult. 
To overcome this, the company commenced operations at its Baroda facility (in 
May’16 - capacity 30,000 tpa). As this facility is on a job work basis the capital 
expenditure required was minimal. The company is looking at gradually ramping up 
production in this facility so as to cater better to demands.   

Good financials: Over FY11-16, PEBS Pennar has reported revenue and PAT CAGR of 
25% and 39%, respectively. The company has EBITDA margins of ~10-12%, stable 
return ratios and asset turnover of 5x in FY16. Ramp up in the high margin 
engineering services division will help improve EBITDA margins. Further, better 
order execution will lead to cash flow generation resulting in an improvement in the 
working capital cycle (down from 104 days in FY16 to 92 days in FY19E).  

Risk factors: 1) Slow pick-up in economic activity, 2) Stretched working capital cycle, 
3) Price fluctuations in raw materials, 4) Lack of availability of skilled labour.     

          Key  Data 

Current Market Price (₹) 160 

Target Price (₹) 191 

Potential upside  19.1% 

Sector Relative to Market In-line 

Stock Relative to Sector Outperform 
 

Stock  Information 

BSE Code 539333 
0POWERppphfkjhkj

h 
NSE Code PENPEBS 

Face Value (₹/Share) 10.0 

No. of shares (Cr.) 3.4 

Market Cap (₹ Cr.) 548 

Free float (₹ Cr.) 205 

52 Week H / L (₹) 204 / 127 

Avg. Daily turnover (12M, ₹ Cr.) 0.2 

 

Shareholding Pattern (%)* 

 Sept-16 Sept-15 

Promoters 62.6 62.6 

Mutual Funds 17.9 15.3 

FPIs 2.7 2.7 

Others 16.8 19.4 

*Note: As per the new format reported to exchanges  
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Financial Summary  
Y/E Mar (₹ Cr.) Revenue YoY (%) EBITDA EBITDA (%) Adj.PAT YoY (%) EPS (₹) P/E (x) EV/EBITDA (x) RoE (%) 

FY15A 449 22.4 47 10.4 22 27.2 6.39 25.0 11.9 18.5 

FY16A 447 (0.4) 65 14.5 30 37.7 8.80 18.2 7.7 17.7 

FY17E 492 10.0 70 14.3 34 11.7 9.83 16.3 7.7 14.8 

FY18E 557 13.1 80 14.4 41 21.1 11.91 13.4 6.5 15.7 

FY19E 647 16.3 95 14.6 51 24.2 14.79 10.8 5.5 17.0 

Source: Company, Centrum Wealth Research 
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About the company 

Pennar Engineered Building Systems Ltd (PEBS Pennar) is a 54% subsidiary of Pennar Industries Ltd (PIL). The company is 
engaged in designing, manufacturing, supplying and providing installation of pre-engineered buildings and building components. 
Apart from manufacturing and erecting pre-engineered buildings, PEBS Pennar is also engaged in products and services like 
design and engineering services, solar module mounting structure, cold form buildings and structural steel products, which are 
used for warehousing industrial infrastructure and custom-designed commercial buildings. PEBS Pennar is one of the few 
companies that offer leak-proof roofing systems in India, having a technical know-how licensing agreement with NCI Group Inc., 
which is one of the largest PEB companies in the US. 

PEBS Pennar has executed over 750 projects in the last 5 years across various sectors. The company has a strong clientele which 
includes corporates like Ultratech Cement, Volvo India, Shapoorji Pallonji, Musaddilal Projects, Phoenix, Larsen & Toubro, 
Schindler, Tata Steel, Reliance Industries, Honda, Toyota, MRF and ITC, among others. PEBS Pennar has a good track record of 
on-time project execution which has resulted in many repeat orders from clients. The company has 2 manufacturing facilities, 
one at Telangana and the other at Gujarat.  

  

Parentage 

Pennar Industries Ltd. (PIL), the holding company and the flagship company of the Pennar Group, has an industry-dominating 
presence in the manufacture of new-age steel products for the infrastructure, railways, construction, pollution control and 
automotive sectors. The company’s manufacturing facilities at Patancheru, Isnapur, Sadashivpet, Mallapur (Telengana), Chennai, 
Hosur (Tamil Nadu) and Tarapur (Maharashtra) are strategically located Pan-India to help service clients with ease. PIL’s 
expertise in manufacturing steel products and huge client base helps support PEBS Pennar’s capability to deliver diversified 
products to clients.  

 

Exhibit 1: Well diversified products and solutions    

 
Source: Company, Centrum Wealth Research 
 

Exhibit 2: Key Management Personnel 

Name  Designation Profile 

JV Nrupender Rao Chairman and non-executive Director 
IIT (Kharagpur), Masters (Op Research & Ind Eng) from Purdue 

University, USA and has 40 years of experience in various 
disciplines in multiple organizations. 

P Venkateswara Rao Managing Director 
B.E (Civil) from JNTU Kakinada with more than thirty four years of 
experience in the construction industry and last twenty two years 

in pre-engineered buildings sector. 

Aditya Narsing Rao Non-executive Director 
B.E (Geophysics), Masters (Engineering Management) from 

Cornell University, New York, USA and has an experience of 10 
years in corporate strategy and corporate planning. 

Source: Company, Centrum Wealth Research 



 

 

Pennar Engineered Building Systems Ltd. 
 

Centrum Broking Ltd.                  3 

 

Centrum Wealth Research 

Pick up in the construction activity to provide growth opportunities   

India’s construction sector is one of the main drivers of the economic activity in the country. The rapid industrialization and 
urbanization has created demand for infrastructure projects. As per the provisional estimates for FY16, share of construction 
activities in Gross Value Added (GVA) at basic price at constant (2011-12) prices is 8.5%. (Source: Central Statistics Office). With 
an aim to propel economic activity and business growth the government has earmarked various initiatives like Smart Cities, 
Industrial Corridors, and Affordable Housing to name a few. The government in the Budget 2016-17 has provided for an outlay 
of ₹2.21 lakh crore for the infrastructure sector.  

To provide further support to the initiatives, the government has allowed 100% foreign direct investment (FDI) via the automatic 
route in construction - development projects (which include development of townships, construction of residential/commercial 
premises, road or bridges, hotels, resorts, hospitals, educational institutes, recreational facilities, city and regional level 
infrastructure, townships). Cumulative FDI inflows in the construction – development sector during Apr’00 to Sept’16 stands at 
$24,250 million (₹1.14 lakh crore), which is ~8% of the total inflows, making it the second largest sector after the services sector 
(~18% of the total inflow) to attract investment. Currently, the government’s initiatives are yet to mature which has resulted in 
slower than anticipated growth of the construction sector. 

Gross fixed capital formation (GFCF) is a measure of new fixed asset creation in the country. This measure has strong linkages 
with the construction sector which drives creation of fixed assets. The ratio of fixed capital formation (which is also called fixed 
investment) to GDP at constant (2011-12) prices declined from 32.9% in Q2FY16 to 29.0% in Q2FY17, owing to low investments 
and overall slowdown in the economy. The main frame concrete structures have not been able to meet the demands of the 
infrastructure sector mainly owing to the overall slowdown in the sector, high cost and turnaround time. To mitigate these 
challenges the concept of pre-engineered buildings (PEB) has started gaining traction.  In addition, a pick-up in the economic 
activity will fuel GFCF growth, thereby providing immense opportunities for construction sector that would help drive demand 
for pre-engineered building suppliers.  

 
 

Exhibit 3: Quarterly YoY Growth Trend - GFCF vs IIP at constant (2011-12) prices 
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Source: Bloomberg, Company, Centrum Wealth Research 
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Nascent stage of the PEB industry – key trigger  

The pre-engineered building model came into existence in the 1900s in the US and since then has been evolving in terms of 
ideas and designs. In 1960s, with the introduction of computers in the US, the concept started gaining traction owing to better 
designs and the industry as a whole started being more organized which led to an increase in the adoption of PEB structures. 
Since then it has been recognized as a form of construction in the industrial and commercial segments. In India, the pre-
engineered building concept came in during 1990s, but started gaining consumer acceptance gradually during 2000s. The pre-
engineered building industry witnessed good growth during 2009-12 owing to better growth in the fixed capital formation in 
India, however in the recent times the same has been slow. 

In the US, ~50-70% of the industrial and commercial buildings (mainly non-residential) are based on the pre-engineered building 
concept. Better technological capabilities have resulted in better conceptualizing of designs leading to mass production of PEB in 
the US. Global PEB market in 2014 was estimated at $7.9 billion. US is the largest PEB market in world with a size of ~$2.3 billion 
followed by China ($1.3 billion) and India ($0.9 billion). Currently, the penetration in India in the pre-engineered building 
segment is low at ~20%, providing immense opportunity to ramp up. The main challenges that the Indian market faces is in 
terms of consumer acceptance, design of the structure and aesthetic appearance. This however is likely to change, given the 
better ramp up in designing due to better software technologies in place.  

Global PEB industry is likely to register a CAGR of 12% over 2016-2020, driven by increase in demand in US, China and India. 

 

Exhibit 4: Expected PEB Market Growth (2014-19E)  
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Exhibit 5: Indian PEB market - application 
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Product portfolio expansion to de-risk business model 

Pre-engineered buildings: Being the core product of the company constitutes majority of the revenue. Under this segment, PEBS 
Pennar offers products under ‘prime build’ (caters to customers keen on premium features) and ‘value build‘ (caters to economy 
buildings). This segment has started gaining consumer acceptance and is in the process of replacing conventional steel 
structures. 

With an aim to de-risk the business model and leverage its expertise, PEBS Pennar has diversified its business beyond pre-
engineered buildings. Diversifying the product portfolio will enable the company to propel business growth and look at margin 
accretive business opportunities. In addition, PEBS Pennar has a first mover advantage in this as there is no competition in the 
Solar and Engineering services segment and negligible competition in the structural steel space. The company has expanded its 
offerings into the following segments: 

Structural Steel and High rise buildings: Government initiatives like Affordable Housing for All and Smart Cities have generated 
the need for rapid execution of infrastructure projects. As the execution time and cost taken in erecting a conventional concrete 
building is comparatively higher, PEBS Pennar is likely to be a key beneficiary of the same. Earlier, the usage of pre-engineered 
buildings was restricted to commercial, industrial and warehousing segments. In FY16, the company forayed into the residential 
space with the execution of a 11 storey residential building (3 below the ground level and 8 above). Currently, the company is 
providing high rise building solutions in Hyderabad and is looking to expand this pan-India going forward. The company is also 
looking at expanding its technology base for structural steel products which are used in metro station structures, airport 
structures, telecommunication towers, multi-level car parks, broadcasting towers, flood light towers, power transmission towers 
among others. 

Solar Module Mounting Structures: The Indian government has been focusing on renewable sources of energy (particularly 
solar) to cater to the increasing demand for electricity. The government has been investing to develop solar energy so as to 
provide electricity to all. In this segment, the company designs, supplies and erects structures which are used for mounting solar 
modules. This is applicable in solar photo-voltaic plants, solar canal tops, solar roof tops, solar thermal plants and solar car parks. 
Currently, this segment is in a nascent stage and does not contribute majorly to the revenues. Going forward, the government is 
looking at expanding solar capacity to 7 gigawatt giving the company immense opportunities to execute projects. During FY16, 
PEBS Pennar executed projects worth ₹75 crore. 

Design and Engineering Services: In addition to providing complete design and engineering solutions, PEBS Pennar has forayed 
into outsourcing services to customers in the US by entering into an agreement with NCI Group Inc, one of the largest PEB 
companies in the US. With the demand for pre-engineered buildings on the rise in the US, we believe the need for design and 
engineering service will also increase. With an aim to reduce manpower cost many US based companies are now looking at 
outsourcing the design and engineering work to India. PEBS Pennar having forayed into this segment with the required 
technological capability has a competitive edge over its peers.   

  

PEBS Pennar is in the process of continuously expanding its product portfolio and provides value added products so as to 
minimize cost and enhance market share. Currently, the company is looking at creating good reference points for future 
business growth. Hence, even though the solar, design engineering and residential projects are still in the initial phase, the same 
are likely to be future business growth drivers.      

  

Exhibit 6: PEB system and its advantages 

 
Source: Company, Centrum Wealth Research 
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High margin engineering segment to aid profitability 

The Indian PEB industry being under penetrated currently is a high growth opportunity market. The Indian market size is 
estimated to be ~₹6,000 crore. There are over 20 players operating in the Indian PEB industry. PEBS Pennar has a market share 
of ~8%. The critical success factors for a PEB player are in terms of price, design capability, manufacturing capacity, brand, 
experience and most important of all technology. 

The company’s core business of pre-engineered buildings is custom designed as per customer preferences. To be able to cater to 
this, the company utilizes advance software platforms (CAD, Tekla). PEBS Pennar is currently in the process of expanding its 
market share by increasing its product offering, expanding its geographical presence both in the domestic and international 
markets. The company has formed a subsidiary PEBS Pennar LLC in US for expansion of its engineering business in the region. 

In the recent past, PEB suppliers in the US are looking at outsourcing engineering work to India with an aim to reduce the 
employee cost. To tap this opportunity, the company started the design and engineering services segment in FY14. PEBS Pennar 
has entered into a non-exclusive technical know-how agreement with NCI Group Inc, one of the largest PEB companies in the 
US, to provide engineering services in the pre-engineered segment. This has resulted in PEBS Pennar gaining access to the latest 
design technologies and software platforms. Under this agreement, the company can supply standing seam roofing panel 
system in India under the brand name “Double Lok” with 10 years of leak proof warranty. It is one of the few companies that 
offer leak-proof roofing systems in India. 

The engineering services segment has a high EBITDA margin of 60-65%. During Q2FY17, the number of billable hours in the 
engineering services segment grew 105% YoY to 21,166 hours. Number of clients also increased from 8 in Q1FY17 to 11 in 
Q2FY17. During Q2FY17, sales from the segment grew 135% YoY to ₹2.6 crore. To better cater to the outsourcing business, the 
company has established a business center in Vizag with a capacity of 60 employees (current strength 45) and is looking at 
opening a new center at Vijaywada (initial capacity of 25 people expandable to 50). Maximum capex for this would be ₹1 crore. 
Going forward, we believe engineering services segment would help expand EBITDA margins which in turn would aid 
profitability.    

 

Exhibit 7: Expect revenue CAGR of 13% over FY16-19E Exhibit 8: Stable EBITDA Margins 
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Source: Company, Centrum Wealth Research  

  

Order book momentum to pick up with better economic activity 

PEBS Pennar’s current order book stands at ₹431 crore as compared to ₹410 crore in Jun’16 and ₹320 crore last year. The 
current order book is expected to be executable over 6 months. Order inflow during Q2FY17 stood at ₹220 crore. It includes 
repeat orders from customers like Phoenix, Shapoorji Pallonji to name a few. Execution time taken for projects ranges between 
2 months to 10 months. So on an average, execution cycle is 3 months to 4 months. This is much lower than the time taken to 
build concrete structures. This ensures faster and cost-effective execution. To strengthen the order book, the company is looking 
to expand its presence in the low cost housing segment, warehouses for e-commerce companies, residential projects and solar 
tracking segment. In addition with the implementation of the GST, warehousing activity is expected to increase which would 
give rise to significant enquiries. 

Opportunities: 

 Warehouse Construction: E-commerce companies like Amazon and Flipkart with an aim to expand their distribution 
network are looking to build warehouses across India. The company has secured an order for Amazon’s first distribution 
center in India at Shamshabad Airport.  

 Solar tracking system: PEBS Pennar has received its 1
st

 order from Hero Future. The company is looking at focusing on this 
order so as to create future references. The estimated opportunity size is ₹5,000 -7,000 crore. 

 Residential projects: The company has executed its 1
st

 project for Phoenix Buildings and going forward is expecting multiple 
orders from Reliance and Phoenix in this segment. Currently, the company has executed high rise building projects only is 
Hyderabad and plans to execute the same pan India.  
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Capacity expansion to help enhance market share 

PEBS Pennar has expanded its manufacturing capacity nearly 4x, from 30,000 tonne per annum (tpa) in 2010 to 120,000 tpa 
currently.  The company has reported revenue CAGR of 24.8% over the same period. PEBS Pennar’s first manufacturing facility 
which is located at Sadashivpet (Telangana) on the Hyderabad-Mumbai National Highway (NH-9) and has a production capacity 
of 90,000 tpa. It is equipped with high-precision machines to fabricate and supply quality-replete steel buildings and houses a 
testing lab to ensure the quality of the products developed at various stages of manufacturing. The facility has received Gold 
Rating from the Indian Green Building Council for its practices in green building technology at the manufacturing facility. PEBS 
Pennar has been able to capture good market share in the southern region of India owing to its plant location. In order to 
enhance the market share, the company is looking at expanding its presence pan India.  

With this regard, the company has taken up an existing facility in Baroda (Gujarat) on a job-work basis. This plant has a capacity 
of 30,000 tpa and has commenced production in May’16. This facility can cater to orders from Madhya Pradesh, Gujarat and 
North India, thus saving on the transportation cost and enabling better operational efficiency. Currently the facility has been 
operating in two shifts which are likely to be increased to three shifts soon. The monthly production has been increased to 
~1,200 tonne from 800 tonne earlier. The plant is operating at almost full capacity and the company is looking at installing an 
additional beam line at this facility apart from the Hyderabad unit. Since this capacity expansion is on lease basis the capital 
expenditure required is minimal. The management is looking at the option of continuing expansion on lease basis rather than 
investing in a greenfield project. Pickup in ordering activity and ramp up in the production of the Gujarat facility will help 
generate better revenue for the company. Further, the postponement in greenfield expansion and extension in the job work 
basis model will help generate better free cash flows owing to low capex requirement.  

 

Exhibit 9: Healthy free cash flows Exhibit 10: Asset turnover trend 
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Source: Company, Centrum Wealth Research  

 
Over the next 2-3 years, the company expects to incur a capex of ₹30-35 crore. For FY17, PEBS Pennar will be focusing its 
investments for the Baroda Plant, acquisition under the engineering services segment and technology platforms. The company 
does not intend to raise any debt for the purpose and will fund the capex via internal accruals. As of September 30, 2016, debt 
stands at ₹30 crore (vs ₹55 crore in Mar’16) and cash and equivalents at ₹25 crore (vs ₹100 crore in Mar’16). The debt to equity 
has come down from 0.31x in FY15 to 0.26x in FY16 and which we believe will reduce further going ahead.   
 
Over FY15-16, owing to some high complex orders, the company’s receivable days expanded resulting into an elongated working 
capital cycle. With retentions being cleared, PEBS Pennar has witnessed an improvement in the receivable position. As of 
September 30, 2016, receivables have decreased to ₹120 crore (vs ₹140 crore in Mar’16). However, inventory increased to ₹156 
crore (vs ₹89 crore in Mar’16). This was mainly on account of increase in steel prices (Minimum Import Price and Safeguard 
duty), higher order book and to feed both facilities at Hyderabad and Baroda. To mitigate risks due to raw material price 
volatility and safeguard margins, the company has entered into agreements with steel mills for long gestation projects (6 to 9 
months) and paid advances for the same. Also, while quoting for contracts, the company has taken into account the current raw 
material price which more or less covers the risk of price volatility. PEBS Pennar has successfully reduced its working capital cycle 
from 4 months to 3 months currently and plans to reduce this further to 2 months.   
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Exhibit 11: Low debt to equity Exhibit 12: Improving working capital cycle 
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Source: Company, Centrum Wealth Research  

 

Utilization of IPO proceeds 

The ₹156 crore Initial Public Offer (IPO) of PEBS Pennar was opened for subscription during August 25-27, 2015 with a price band 
of ₹170 - ₹178. The offer consisted of fresh issue of equity shares to the tune of 32.58 lakh shares and offer for sale for 55.16 
lakh shares by selling shareholders (Zephyr Peacock India Fund III Limited, Zephyr Peacock India III Fund, Usha Ramani Potluri, 
Vikram Chachra, Eight Finance Private Limited). The issue was oversubscribed by 15%. 

Of the total proceeds of ₹156 crore from the IPO, the company’s share was ₹58 crore. The company was listed on the exchanges 
(NSE and BSE) on September 10, 2016 at ₹178. 

 

Exhibit 13: Details of the fund raised and utilization so far 

Particulars 
(₹ Crore) Upto September 30, 2016 (₹ Crore) 

Objects of the issue Utilisation  Unutilised amount  

Repayment/Prepayment, in full or part, of certain working capital 
facilities availed by the company  

34.00 34.00 - 

Financing the procurement of Infrastructure (including hardware 
and software) for the expansion of the design and engineering 
services 

8.00 0.92 7.08 

General corporate purposes 10.79 10.79 - 

Issue related expenses 5.21 5.17 0.04 

 Source: Company, Centrum Wealth Research  

 

Five Year Strategy Plan 

The company plans to focus on the following areas in its five year strategy plan which will focus on shareholder value creation.   

1. Build a high-growth technology company 

2. Adopt, develop new products in the PEB space 

3. Strong engineering capabilities in steel, concrete and composite correction 

4. Build world-class engineering, R&D team for high growth  

5. Global presence
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Better financial performance to continue  

During Q2FY17, PEBS Pennar reported a revenue growth of 9% YoY to ₹120 crore. EBITDA grew by 2% to ₹13 crore, with margins 
contracting by 71bps to 11.1%. Margin contraction was mainly on the back of higher raw material procured owing to high steel 
prices and also due to higher margin orders executed in Q2FY16. Net profit grew 38% to ₹6 crore. 

Over the last year, the company has been focusing on its Engineering Services division which has started yielding results. During 
the quarter, the company has added 3 new clients in the engineering services division taking the total to 11 clients. The 
company is adding a center at Vijaywada and going forward in Bangalore (apart from Vishakapatnam and Hyderabad) which will 
house its engineers, to better cater to the increasing orders from NCI Group. Further, PEBS Pennar is in the process of acquiring 
a stake in a Bangalore based company which provides engineering services to PEB companies in the US.   

Further, the new capacity at Baroda, Gujarat that commenced production in May’16 has increased production from 800 tonne 
per month to 1,200 tonne per month currently (~₹9-9.5 crore). This will help cater to the demand from North India, Madhya 
Pradesh and Gujarat. The company has secured its first order from Hero Future for its Solar Tracking business. The company will 
be focusing on strengthening its references this year so as to benefit from the same and generate better revenues in the near 
future. In addition, the company’s five year strategy plan will enable it to leverage its expertise and drive business momentum.     

 

Exhibit 14: Quarterly Performance  

Y/E Mar (₹ Cr.) Q2FY16 Q3FY16 Q4FY16 Q1FY17 Q2FY17 

 Revenue        111        116        138          94         120  

 YoY Growth %      19.5         7.3       (4.7)     14.2          8.7  

 Cost of Raw Material          61          67          54          39           55  

 % of sales      55.1      57.3      38.8      41.0       46.1  

 Personnel expenses          10             8             9             9              9  

 % of sales         8.6         6.8         6.6         9.3          7.5  

 Other Exp.          27          27          48          35           42  

 % of sales      24.4      23.3      34.5      37.7       35.3  

 EBIDTA          13          15          28          11           13  

 EBIDTA margin %    11.8    12.6    20.1    12.0     11.1  

 Depreciation             2             2             2             1              1  

 Interest             3             2             4             4              4  

 Other Income         0.7         0.2         0.3         1.4          1.6  

 PBT             9          12          23             7              9  

 Provision for tax             5             4             8             3              3  

 Effective tax rate %      53.6      35.1      36.2      37.5       34.7  

 Net Profit             4             8          14             4              6  

 YoY Growth %      62.1      96.3      23.1      14.9       37.6  

 PAT margin %         3.9         6.5       10.5         4.7          5.0  
Source: Company, Centrum Wealth Research 

 

Risks 

 Slow pick up in the industrial capex cycle: Pre-engineered buildings could be used setting up warehouses, industrial sheds, 
manufacturing facilities. The company is now looking at utilising this technique in the mass housing segment. Any delay in 
the implementation of these schemes could result in back ended growth for the company.   

 Stretched working capital cycle: PEBS Pennar’s business is working capital intensive with high inventory and receivable 
days. Any delay in payment from clients could impact the working capital cycle resulting in balance sheet pressure. 

 Price fluctuations in raw materials: Fluctuation in raw material prices (mainly steel which forms ~67% of the input cost) and 
availability of the same could impact margins and operations of the business.    

 Delay in execution: Any delays in the implementation and execution of projects could result in postponement of completion 
of projects which could lead to cost over runs. This could impact the company’s business and cash flows.  

 Lack of availability of skilled labour: The company is engaged in a business which is largely dependent on skilled labour. It 
has a combination of full time and contract labour. Non-availability of skilled labour or increase in salaries of the task force 
could result in an increase in cost which could have an impact on the profitability.    
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Valuation  

At the CMP, the stock is trading at 13.4x our FY18E EPS. With the pick-up in economic activity we anticipate better demand for 
pre-engineered building suppliers. PEBS Pennar being one of the top companies in the segment is likely to be a key beneficiary 
given its good execution record and technological capability. Although the benefits of the same would be back ended and could 
reflect in the company’s performance from FY18 onwards, growth in the near term is likely to be moderate. Owing to this and 
low liquidity in the stock we recommend investors to gradually buy the stock with a long term perspective. We initiate coverage 
with a Long Term Buy rating and a target price of ₹191 (16x FY18E EPS). 

 
Exhibit 15: Business Comparison - Though there is no exact comparable to PEBS Pennar’s business model, we believe the 
following companies are the closest for comparison 

Company 
MKT CAP  

(₹ Cr.) 

Rev Growth (%) OPM (%) PAT Growth (%) 

FY17E FY18E FY17E FY18E FY17E FY18E 

Sintex Industries 3,971 21.5 19.6 17.4 18.1 (10.9) 30.1 

Pennar Engineered 548 10.0 13.1 14.3 14.4 11.7 21.1 

Everest Industries 306 (7.8) 13.5 3.8 7.0 (73.3) 351.7 

Visaka Industries 296 1.6 10.1 11.7 12.2 49.4 19.8 

Source: - *Pennar Engineered Building Systems - Centrum Wealth Estimates, Others – Bloomberg Consensus Estimates 
 

Exhibit 16: Relative Valuation 

Company 
MCap/ FY16 Sales  

(x) 

P/E (x) EV/EBITDA (x) RoE (%) 

FY17E FY18E FY17E FY18E FY17E FY18E 

Sintex Industries 0.51 6.1 4.7 5.6 4.5 10.3 11.7 

Pennar Engineered 1.23 16.3 13.4 7.7 6.5 14.8 15.7 

Everest Industries 0.23 33.2 7.3 10.2 5.0 2.6 11.3 

Visaka Industries 0.29 8.1 6.8 3.9 3.4 10.0 11.1 
Source: - * Pennar Engineered Building Systems - Centrum Wealth Estimates, Others – Bloomberg Consensus Estimates  
Stock price data is as on December 14, 2016 
 

Technical View on Pennar Engineered Building Systems Ltd  

 Pennar Engineered Building has been consolidating since the past many months with low volumes.  

 The overall setup is suggesting demand near current levels of 160-145 where demand is likely to increase.  

 Resistance on the other hand increases near 185-200 range.  

 At the current juncture the oscillator and moving average setup of the scrip is suggesting a pullback due to oversold nature 
as well.  

 While liquidity is an issue in the scrip, long positions can be initiated near current levels for a target range of 185-200 in the 
next 3 months with a stop loss below 138 for the trade. 

Exhibit 17: Technical Chart  

 
Source: Company, Centrum Wealth Research 
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Financials  

Income Statement 

Y/E Mar ( ₹ Cr) FY15 FY16 FY17E FY18E FY19E 

 Revenue        449        447        492        557         647  

 Growth %     22.4       (0.4)     10.0      13.1       16.3  

 Raw Material        268        227        249        283         328  

 % of sales      59.6      50.7      50.6      50.8       50.7  

 Personnel expenses          27          32          38          43           50  

 % of sales         6.0         7.2         7.8         7.8          7.7  

 Other Exp.        108        123        134        150         175  

 % of sales      24.0      27.5      27.3      27.0       27.0  

 EBIDTA          47          65          70          80           95  

 EBIDTA margin %      10.4      14.5      14.3      14.4       14.6  

 Depreciation             6             6             7             7              8  

 Interest          10          11          16          15           14  

 Other Income             2             2             4             4              5  

 PBT          33          49          52          63           78  

 Provision for tax          11          19          18          22           27  

 Effective tax rate %      34.1      38.9      35.0      35.0       35.0  

 Net Profit           22          30          34          41           51  

 Growth %      27.2      37.7      11.7      21.1       24.2  

 PAT margin %         4.9         6.7         6.8         7.3          7.8  

Source: Company, Centrum Wealth Research 

 

Balance Sheet 

Y/E Mar (₹ Cr) FY15 FY16 FY17E FY18E FY19E 

Share capital         31          34          34          34           34  

Reserves & surplus         99        178        208        242         285  

Shareholder's fund       130        212        242        277         319  

Loan fund         41          55          45          45           45  

Deferred tax liability            4             4             4             4              4  

Total cap. employed       174        271        290        325         368  

Net fixed assets         65          67        127        142         158  

Investments         26          33          33          33           33  

Cash and bank            6          67          18          36           42  

Inventories         67          89        115        130         151  

Debtors       127        140        135        168         183  

Loans & Adv & OCA         27          90          74          84           97  

Total current assets       227        386        342        417         473  

Cur. liab. & prov.       144        215        211        266         296  

Net current assets         83        171        130        150         177  

Total assets       174        271        290        325         368  

Source: Company, Centrum Wealth Research, OCA – Other current assets  

Cash Flow 

Y/E Mar (₹ Cr) FY15 FY16 FY17E FY18E FY19E 

Net Profit Before Tax  33   49   52   63   78  

Dep. and amortization  6   6   7   7   8  

Others  10   11   12   10   9  

Change in working capital  (34)  (27)  (11)  (6)  (25) 

Tax expenses  (12)  (8)  (18)  (22)  (27) 

Cash flow from Ops  4   32   41   52   42  

Capex  (2)  (8)  (7)  (8)  (8) 

Other investing activities  2   (20)  4   4   5  

Cash flow from Invest  (0.4)  (28)  (3)  (4)  (3) 

Proceeds from Eq. Cap.  -     52   -     -     -    

Borrowings/ (Repayments)  6   14   (10)  -     -    

Interest paid  (9)  (10)  (16)  (15)  (14) 

Dividend paid  -     -     (4)  (6)  (8) 

Cash flow from financing  (3)  56   (30)  (21)  (22) 

Net Cash Flow  0.02   61   8   28   18  

Source: Company, Centrum Wealth Research 

 
 

Key Ratios 
Y/E Mar FY15 FY16 FY17E FY18E FY19E 

Return ratios (%)      

RoE  18.5   17.7   14.8   15.7   17.0  

RoCE  27.0   27.2   24.1   25.2   26.6  

Turnover Ratios (days)      

Inventory  54   64   75   80   79  

Debtors  79   109   102   99   99  

Creditors  80   108   112   113   115  

Fixed asset turnover (x)  5.7   5.2   5.3   5.5   5.9  

Solvency Ratio (x)      

Debt-Equity  0.3   0.3   0.2   0.2   0.1  

Interest coverage  4.4   5.5   4.3   5.3   6.5  

Per share (₹)      

EPS  6.4   8.8   9.8   11.9   14.8  

BVPS  8.1   10.6   11.7   14.0   17.0  

CEPS  37.8   61.9   70.6   80.7   93.2  

Dividend Ratios       

DPS (₹)  0.1   -     1.0   1.5   2.0  

Dividend Yield (%)  0.1   -     0.6   0.9   1.3  

Dividend Payout (%)  1.7   -     11.8   14.6   15.7  

Valuation (x)       

P/E   25.0   18.2   16.3   13.4   10.8  

P/BV   4.2   2.6   2.3   2.0   1.7  

EV/EBIDTA   11.9   7.7   7.7   6.5   5.5  

EV/Sales   1.2   1.1   1.1   0.9   0.8  

Source: Company, Centrum Wealth Research 
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Annexure 1: Shareholding Pattern (as of September 30, 2016) 
 

Promoters
62.6%

Mutual 
Funds
17.9%

FPIs/FIIs
2.7%

Others (Incl. 
Public)
16.8%

 
 

Key Investors % Holding 

Zephyr Peacock India Fund III Limited 6.73 

DSP Blackrock Small and Mid Cap Fund 5.32 

Birla Sun Life Trustee Company Private Limited A/Cbirla Sun Life Small and Midcap Fund 5.21 

Kotak Mahindra Balance Unit Scheme 99 3.86 

IL&FS Trust Company Limited 3.02 

HDFC Trustee Company Limited - HDFC Infrastructure Fund 1.62 

ITPL- Invesco Tax Plan 1.61 

The Nomura Trust and Banking Co., Ltd as The Trustee Of Nomura India Stock Mother Fund 1.44 

Aruna Fincap Private Limited 1.04 
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Annexure 2: Projects executed by the company 
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Appendix 

Disclaimer 
Centrum Broking Limited (“CBL”) is a full-service, Stock Broking Company and a member of The Stock Exchange, Mumbai (BSE), National Stock Exchange of India Ltd. (NSE) and MCX-SX 
Stock Exchange Limited (MCX-SX). One of our group companies, Centrum Capital Ltd is an investment banker and an underwriter of securities. As a group Centrum has Investment 
Banking, Advisory and other business relationships with a significant percentage of the companies covered by our Research Group. Our research professionals provide important inputs 
into the Group's Investment Banking and other business selection processes. 

Recipients of this report should assume that our Group is seeking or may seek or will seek Investment Banking, advisory, project finance or other businesses and may receive 
commission, brokerage, fees or other compensation from the company or companies that are the subject of this material/report. Our Company and Group companies and their 
officers, directors and employees, including the analysts and others involved in the preparation or issuance of this material  and their dependants, may on the date of this report or 
from, time to time have "long" or "short" positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein. CBLor its affiliates do not 
own 1% or more in the equity of this company Our sales people, dealers, traders and other professionals may provide oral or written market commentary or trading strategies to our 
clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are 
inconsistent with the recommendations expressed herein. We may have earlier issued or may issue in future reports on the companies covered herein with recommendations/ 
information inconsistent or different those made in this report. In reviewing this document, you should be aware that any or all of the foregoing, among other things, may give rise to 
or potential conflicts of interest. We and our Group may rely on information barriers, such as "Chinese Walls" to control the flow of information contained in one or more areas within 
us, or other areas, units, groups or affiliates of CBL. CBL and its affiliates do not make a market in the security of the company for which this report or any report was written. Further, 
CBL or its affiliates did not make a market in the subject company’s securities at the time that the research report was published.  

This report is for information purposes only and this document/material should not be construed as an offer to sell or the solicitation of an offer to buy, purchase or subscribe to any 
securities, and neither this document nor anything contained herein shall form the basis of or be relied upon in connection with any contract or commitment whatsoever. This 
document does not solicit any action based on the material contained herein. It is for the general information of the clients of CBL. Though disseminated to clients simultaneously, not 
all clients may receive this report at the same time. Centrum will not treat recipients as clients by virtue of their receiving this report. It does not constitute a personal recommendation 
or take into account the particular investment objectives, financial situations, or needs of individual clients. Similarly, this document does not have regard to the specific investment 
objectives, financial situation/circumstances and the particular needs of any specific person who may receive this document. The securities discussed in this report may not be suitable 
for all investors. The securities described herein may not be eligible for sale in all jurisdictions or to all categories of investors. The countries in which the companies mentioned in this 
report are organized may have restrictions on investments, voting rights or dealings in securities by nationals of other countries. The appropriateness of a particular investment or 
strategy will depend on an investor's individual circumstances and objectives. Persons who may receive this document should consider and independently evaluate whether it is 
suitable for his/ her/their particular circumstances and, if necessary, seek professional/financial advice. Any such person shall be responsible for conducting his/her/their own 
investigation and analysis of the information contained or referred to in this document and of evaluating the merits and risks involved in the securities forming the subject matter of 
this document.  

The projections and forecasts described in this report were based upon a number of estimates and assumptions and are inherently subject to significant uncertainties and 
contingencies. Projections and forecasts are necessarily speculative in nature, and it can be expected that one or more of the estimates on which the projections and forecasts were 
based will not materialize or will vary significantly from actual results, and such variances will likely increase over time. All projections and forecasts described in this report have been 
prepared solely by the authors of this report independently of the Company. These projections and forecasts were not prepared with a view toward compliance with published 
guidelines or generally accepted accounting principles. No independent accountants have expressed an opinion or any other form of assurance on these projectio ns or forecasts. You 
should not regard the inclusion of the projections and forecasts described herein as a representation or warranty by or on behalf of the Company, CBL, Centrum group, the authors of 
this report or any other person that these projections or forecasts or their underlying assumptions will be achieved. For these reasons, you should only consider the projections and 
forecasts described in this report after carefully evaluating all of the information in this report, including the assumptions underlying such projections and forecasts. 

The price and value of the investments referred to in this document/material and the income from them may go down as well as up, and investors may realize losses on any 
investments. Past performance is not a guide for future performance. Future returns are not guaranteed and a loss of original capital may occur. Actual results may differ materially 
from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice. We do not provide tax advice to our clients, and all 
investors are strongly advised to consult regarding any potential investment. CBL and its affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this 
report. Foreign currencies denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of or income derived from the 
investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign currencies effectively assume currency risk. Certain transactions including 
those involving futures, options, and other derivatives as well as non-investment-grade securities give rise to substantial risk and are not suitable for all investors. Please ensure that 
you have read and understood the current risk disclosure documents before entering into any derivative transactions.  

This report/document has been prepared by CBL, based upon information available to the public and sources, believed to be reliable. No representation or warranty, express or implied 
is made that it is accurate or complete. CBL has reviewed the report and, in so far as it includes current or historical information, it is believed to be reliable, although its accuracy and 
completeness cannot be guaranteed. The opinions expressed in this document/material are subject to change without notice and have no obligation to tell you when opinions or 
information in this report change. 

This report or recommendations or information contained herein do/does not constitute or purport to constitute investment advice in publicly accessible media and should not be 
reproduced, transmitted or published by the recipient. The report is for the use and consumption of the recipient only. This publication may not be distributed to the public used by the 
public media without the express written consent of CBL. This report or any portion hereof may not be printed, sold or distributed without the written consent of CBL. 

The distribution of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform themselves about, and 
observe, any such restrictions. Neither CBL 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.  

This document does not constitute an offer or invitation to subscribe for or purchase or deal in any securities and neither this document nor anything contained herein shall form the 
basis of any contract or commitment whatsoever. This document is strictly confidential and is being furnished to you solely for your information, may not be distributed to the press or 
other media and may not be reproduced or redistributed to any other person. The distribution of this report in other jurisdic tions may be restricted by law and persons into whose 
possession this report comes should inform themselves about, and observe any such restrictions. By accepting this report, you agree to be bound by the fore going limitations. No 
representation is made that this report is accurate or complete. 

The opinions and projections expressed herein are entirely those of the author and are given as part of the normal research activity of CBL and are given as of this date and are subject 
to change without notice. Any opinion estimate or projection herein constitutes a view as of the date of this report and there can be no assurance that future results or events will be 
consistent with any such opinions, estimate or projection.  

This document has not been prepared by or in conjunction with or on behalf of or at the instigation of, or by arrangement with the company or any of its directors or any other person. 
Information in this document must not be relied upon as having been authorized or approved by the company or its directors or any other person. Any opinions and projections 
contained herein are entirely those of the authors. None of the company or its directors or any other person accepts any liability whatsoever for any loss arising from any use of this 
document or its contents or otherwise arising in connection therewith. 

CBL and its affiliates have not managed or co-managed a public offering for the subject company in the preceding twelve months. CBL and affiliates have not received compensation 
from the companies mentioned in the report during the period preceding twelve months from the date of this report for service in respect of public offerings, corporate finance, debt 
restructuring, investment banking or other advisory services in a merger/acquisition or some other sort of specific transaction.  

As per the declarations given by his/her, research analyst and the author of this report and/or any of his/her family members do not serve as an officer, director or any way connected 
to the company/companies mentioned in this report. Further, as declared by his/her, he/she has not received any compensation from the above companies in the preceding twelve 
months. Our entire research professionals are our employees and are paid a salary. They do not have any other material conflict of interest of the research analyst or member of which 
the research analyst knows of has reason to know at the time of publication of the research report or at the time of the public appearance.  

While we would endeavor to update the information herein on a reasonable basis, CBL, its associated companies, their directors and employees are under no obligation to update or 
keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent Centrum from doing so. 

Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or Centrum 
policies, in circumstances where CBL is acting in an advisory capacity to this company, or any certain other circumstances. 

This report is not directed to or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction 
where such distribution, publication, availability or use would be contrary to law or regulation or which would subject Centrum Broking Limited or its group companies to any 
registration or licensing requirement within such jurisdiction. Specifically, this document does not constitute an offer to or solicitation to any U.S. person for the purchase or sale of any 
financial instrument or as an official confirmation of any transaction to any U.S. person unless otherwise stated, this message should not be construed as official confirmation of any 
transaction. No part of this document may be distributed in Canada or used by private customers in United Kingdom.  

The information contained herein is not intended for publication or distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or 
copying of this communication is prohibited unless otherwise expressly authorized. Please ensure that you have read “Risk Disclosure Document for Capital Market and Derivatives 
Segments” as prescribed by Securities and Exchange Board of India before investing in Indian Securities Market.  
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Disclosures under the SEBI (Research Analysts) Regulations 2014  

Disclosure of Interest Statement 

1 
Business activities of Centrum Broking 
Limited (CBL) 

Centrum Broking Limited (hereinafter referred to as “CBL”) is a registered member of NSE (Cash, F&O 
and Currency Derivatives Segments), MCX-SX (Currency Derivatives Segment) and BSE (Cash segment), 
Depository Participant of CDSL and a SEBI registered Portfolio Manager. 

2 Details of Disciplinary History of CBL 
CBL has not been debarred/ suspended by SEBI or any other regulatory authority from accessing /dealing 
in securities market. 

3 Registration status of CBL CBL is registered with SEBI as a Research Analyst (SEBI Registration No. INH000001469) 
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