BUDGET REVIEW

INFRA SCAPE

Union Budget 2020 — Metro rail in focus

India Equity Research | Infrastructure - Construction

The Union Budget 2020-21 delivered flat/marginal growth in outlays
across various infra segments. The cumulative outlay for railways and
highways is about INR3.1tn, just 1% higher than the FY20 revised estimate
(RE)—while the railway budget has been increased 3% YoY, road outlay is
slightly down. Allocations to urban infra projects such as metro rail and
AMRUT, however, have been stepped up. With high hopes of a ramp-up
in infra spending somewhat belied, infra stocks, having run up over the
past month, may be under pressure in the short term. We continue to
prefer companies with healthy balance sheets such as PNC Infratech and
KNR Constructions.

Transport sector outlay remains broadly flat

The budget has allocated ~INR3.1tn to the transport sector compared with ~INR3tn in
FY20 (RE). Out of this, outlay for the road sector at INR1.5tn marks a marginal decline
compared with FY20 RE; on the other hand, railways’ funding rose 3% to ~INR1.6tn. To
address concerns regarding the growing borrowings at Indian Railways (IR) and the
NHAI, the government has stepped up its commitment to the infra space—the share of
budgetary support in the transport space is up from 46% in FY20 (RE) to 49% in FY21. In
NHAI, the funds contributed by the internal and extra-budgetary resources (IEBR) are in
fact down from INR750bn in FY20 (R.E.) to INR650bn in FY21. The IEBR in FY21 includes
~INR103bn of road asset monetisation (ToT).

Metro spending continues to gain government support

The FY21 budget marks the continuity of higher spending on metro rail projects; it is up
8% to INR196bn vis-a-vis FY20 (RE). The support to other urban infra projects such as
Smart Cities and AMRUT (at INR65bn and INR73bn, respectively) is the same as the one
outlined in the FY20 budget; accordingly, no incremental funds have been provided to
these schemes even as there is a growth when seen in context to FY20 (RE) figures. The
affordable housing space gets higher fund allocation—while the outlay for the PMAY
(Urban) has been increased 17% to ~INR80bn, the spending for PMAY (Rural) scheme
has been increased by 6% to ~INR195bn. The outlay for the rural road scheme—
Pradhan Mantri Gram Sadak Yojana (PMGSY)—has jumped a whopping ~39% to
INR195bn; however, this is due to under-achievement of the FY20 targets.

Outlook: Infra sector looking for more funding support

Except the metro rail and urban infra segments, the infra sector does not have much to
cheer about in the FY21 budget. While the government has ambitious infra rollout plans
(‘Infra Scape' - National Infra Pipeline: Aggressive intent, but funding key), the weak
economic growth is seen as a major impediment to fund-raising/availability. In this
backdrop, we continue to prefer companies with low leverage such as PNC Infratech
(‘BUY’) and KNR Constructions (‘BUY’).
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Budget 2020-21: Outlay growth moderates

Growth in allocation for the infra space moderated in the Union Budget 2020-21. As is
always the case, the transportation space cornered the bulk of the allocation by garnering
~INR3.1tn. We analyse key provisions of the budget below.

Railway allocation inches up

After robust growth in outlays over the past few years (as part of the steps taken by the
government to achieve its stated intent of a sustainable turnaround of Indian Railways), this
budget shows slower growth in allocation. The government allocated ~INR1.6tn to the
railway sector, growth of 3% over the revised capex of INR1.56tn in FY20 and 21% higher
than the actual spending in FY19.

Chart 1: Railways—Strong uptick in capital outlay since FY15
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Note: RE — Revised Estimate, BE — Budgeted Estimate
Table 1: Railways—Breakdown of proposed central plan outlay (INR bn)
FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY20 FY21
Particulars Budget Revised Budget
Actuals  Actuals  Actuals Actual Actual Actual estimates estimates estimates
Budgetary support 271 301 350 452 434 528 658 678 700
IEBR 269 286 585 647 586 805 941 882 908
Total 540 587 935 1,099 1,020 1,334 1,599 1,561 1,608

Source: Government documents, Edelweiss research

Within the overall railway allocation, both the budgetary support and IEBR witnessed ~3%
YoY growth each.

Railways will focus on:
e  setting up a large solar power capacity alongside rail tracks on the land owned by IR;

e four station re-development projects while operation of 150 passenger trains would be
done through PPP mode;

e  high speed train between Mumbai and Ahmedabad; and
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e developing the 148km Bengaluru suburban transport project at a cost of INR186bn. It
would have fares on the metro model. The central government would provide 20% of
equity and facilitate external assistance up to 60% of the project cost.

Roads outlay disappoints

The road network development got a setback in the budget. Total road sector capex at
INR1.47tn is marginally lower than the revised FY20 figure. The outlay for FY21 is about 14%

higher than the actual spend of ~INR1.29tn in FY19.

Table 2: Roads—Breakdown of proposed central plan outlay (INR bn)
Particulars FY14 FY15 FY16 FY17 FY18 FY19 FY20 (B.E.) FY20 (R.E.) FY21 (B.E.)
Budgetary support 207 253 275 412 508 676 721 722 820
|IEBR 79 83 280 238l 505 612 750 750 650
Total 287 287 555 743 1,013 1,289 1,471 1,472 1,470

Note: RE — Revised Estimate, BE — Budgeted Estimate
Source: Government documents, Edelweiss research

Table 3: NHAI—Breakdown of proposed central plan outlay (INR bn)
Particulars FY14 FY15 FY16 FY17 FY18 FY19 FY20 (B.E.) FY20 (R.E.) FY21 (B.E.)
Budgetary support 116 150 230 149 239 393 367 367 425
IEBR 79 B8 280 331 505 612 750 750 650
Total 196 184 510 480 744 1,005 1,117 1,117 1,075

Note: RE — Revised Estimate, BE — Budgeted Estimate
Source: Government documents, Edelweiss research

Worried about the surging debt at NHAI, the government responded by increasing the
budgetary outlay for roads by ~14%; at the same time, the IEBR for NHAI is projected to
decline 13% YoY. Like last year, the projected road outlay includes a figure of ~INR100bn of
road monetisation through the Toll-operate-Transfer (ToT) model.

The government will focus on development of 2,500km access control highways, 9,000km of
economic corridors, 2,000km of coastal and land port roads, and 2,000km of strategic
highways. The Delhi-Mumbai Expressway and two other packages would be completed by
2023 while the Chennai-Bengaluru Expressway would also be started. The government is
aiming to monetise at least 12 lots of highway bundles aggregating 6000km-plus before 2024.

Budget: Other major highlights

Apart from the transport sector, other infra sub-segments also received a fair share of

allocation. These include:
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Table 4: Urban infra and affordable housing—Proposed plan outlay (INR bn)
FY16 FY17 FY18 FY19 FY20 FY20 FY21

Particulars

Actual  Actual Actual Actual B.E. R.E. B.E.
Affordable Housing
PMAY-U 15 49 86 61 69 69 80
PMAY-R 101 161 226 193 190 185 195
Urban Infra
Metro and MRTS 93 153 140 144 181 182 196
Other Infra
AMRUT 27 49 49 62 73 64 73
Smart City 15 44 45 59 65 35 65

Note: RE — Revised Estimate, BE — Budgeted Estimate
Source: Government documents, Edelweiss research

e  Metro rail: The Metro rail segment is likely to get ~INR196bn worth of support in FY21
compared with ~INR182bn (RE) in FY20 and INR144bn in FY19.

e Affordable housing: In affordable housing, the PMAY (Urban) witnessed a higher
allocation with FY21 outlay at INR80bn compared with INR69bn in FY20 (RE). On the
other hand, the rural component, i.e., PMAY-Rural’s allocation rose from INR185bn in
FY20 (RE) to INR195bn in FY21.

e Urban infra: Total outlay for Smart Cities will be INR65bn in FY20 against ~INR35bn in
FY20 (RE). Allocation to the AMRUT programme is likely to rise from INR64bn in FY20
(RE) to INR73bn in FY21.

e Swachh Bharat Mission: Total allocation for the Swachh Bharat Mission is about
INR123bn for FY21.

e Jal Jeevan Mission: The mission aims to provide piped water supply to all households;
the government has approved INR3.6tn for this Mission. During FY21, the scheme gets a
budget of INR115bn.

e SMART Cities: The government has proposed to develop five new smart cities in
collaboration with states on the PPP mode.

e Ports: The government would consider corporatising at least one major port, and
subsequently its listing.

e Inland Waterways: The Jal Vikas Marg on National Waterway-1 will be completed.
Furthermore, the 890km Dhubri-Sadiya connectivity will be done by 2022.

e  Aviation: One hundred more airports would be developed by 2024 to support the
Udaan scheme.

e Power: Measures to reform DISCOMs would be taken. The government has allocated
INR220bn to the power and renewable energy sector in FY21.

e Gas: The government proposes to expand the national gas grid from 16,200km at
present to 27,000km.
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e Infra financing: The government had announced the NIP for INR1.03tn projects; about
INR220bn of funds have been already provided for as support to the NIP. This would
cater to the equity support for Infrastructure Finance Companies such as IIFCL and a
subsidiary of NIIF. They would leverage it, as permissible, to create a financing pipeline
of more than ~INR1tn. This would create a major source of long-term debt for
infrastructure projects and fulfill a long awaited requirement.
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DISCLAIMER

Edelweiss Securities Limited (“ESL” or “Research Entity”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is
licensed to carry on the business of broking, depository services and related activities. The business of ESL and its Associates (list
available on www.edelweissfin.com) are organized around five broad business groups — Credit including Housing and SME
Finance, Commodities, Financial Markets, Asset Management and Life Insurance.

This Report has been prepared by Edelweiss Securities Limited in the capacity of a Research Analyst having SEBI Registration
No.INH200000121 and distributed as per SEBI (Research Analysts) Regulations 2014. This report does not constitute an offer or
solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. Securities as
defined in clause (h) of section 2 of the Securities Contracts (Regulation) Act, 1956 includes Financial Instruments and Currency
Derivatives. The information contained herein is from publicly available data or other sources believed to be reliable. This report is
provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. The
user assumes the entire risk of any use made of this information. Each recipient of this report should make such investigation as it
deems necessary to arrive at an independent evaluation of an investment in Securities referred to in this document (including the
merits and risks involved), and should consult his own advisors to determine the merits and risks of such investment. The
investment discussed or views expressed may not be suitable for all investors.

This information is strictly confidential and is being furnished to you solely for your information. This information should not be
reproduced or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in
part, for any purpose. This report is not directed 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, regulation or which would subject ESL and associates / group companies to any registration or licensing
requirements within such jurisdiction. The distribution of this report in certain jurisdictions may be restricted by law, and persons
in whose possession this report comes, should observe, any such restrictions. The information given in this report is as of the date
of this report and there can be no assurance that future results or events will be consistent with this information. This information
is subject to change without any prior notice. ESL reserves the right to make modifications and alterations to this statement as
may be required from time to time. ESL or any of its associates / group companies 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. ESL is committed
to providing independent and transparent recommendation to its clients. Neither ESL nor any of its associates, group companies,
directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential
including loss of revenue or lost profits that may arise from or in connection with the use of the information. Our proprietary
trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed
herein. Past performance is not necessarily a guide to future performance .The disclosures of interest statements incorporated in
this report are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in
the report. The information provided in these reports remains, unless otherwise stated, the copyright of ESL. All layout, design,
original artwork, concepts and other Intellectual Properties, remains the property and copyright of ESL and may not be used in
any form or for any purpose whatsoever by any party without the express written permission of the copyright holders.

ESL shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including
network (Internet) reasons or snags in the system, break down of the system or any other equipment, server breakdown,
maintenance shutdown, breakdown of communication services or inability of the ESL to present the data. In no event shall ESL be
liable for any damages, including without limitation direct or indirect, special, incidental, or consequential damages, losses or
expenses arising in connection with the data presented by the ESL through this report.

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. We will not treat recipients as customers by virtue of
their receiving this report.

ESL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to
time, have long or short positions in, and buy or sell the Securities, mentioned herein or (b) be engaged in any other transaction
involving such Securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the
subject company/company(ies) discussed herein or act as advisor or lender/borrower to such company(ies) or have other
potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of
publication of research report or at the time of public appearance. ESL may have proprietary long/short position in the above
mentioned scrip(s) and therefore should be considered as interested. The views provided herein are general in nature and do not
consider risk appetite or investment objective of any particular investor; readers are requested to take independent professional
advice before investing. This should not be construed as invitation or solicitation to do business with ESL.

7 Edelweiss Securities Limited



Infrastructure - Construction

ESL or its associates may have received compensation from the subject company in the past 12 months. ESL or its associates may
have managed or co-managed public offering of securities for the subject company in the past 12 months. ESL or its associates
may have received compensation for investment banking or merchant banking or brokerage services from the subject company in
the past 12 months. ESL or its associates may have received any compensation for products or services other than investment
banking or merchant banking or brokerage services from the subject company in the past 12 months. ESL or its associates have
not received any compensation or other benefits from the Subject Company or third party in connection with the research report.
Research analyst or his/her relative or ESL’s associates may have financial interest in the subject company. ESL and/or its Group
Companies, their Directors, affiliates and/or employees may have interests/ positions, financial or otherwise in the
Securities/Currencies and other investment products mentioned in this report. ESL, its associates, research analyst and his/her
relative may have other potential/material conflict of interest with respect to any recommendation and related information and
opinions at the time of publication of research report or at the time of public appearance.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i) exchange
rates can be volatile and are subject to large fluctuations; ( ii) the value of currencies may be affected by numerous market
factors, including world and national economic, political and regulatory events, events in equity and debt markets and changes in
interest rates; and (iii) currencies may be subject to devaluation or government imposed exchange controls which could affect the
value of the currency. Investors in securities such as ADRs and Currency Derivatives, whose values are affected by the currency of
an underlying security, effectively assume currency risk.

Research analyst has served as an officer, director or employee of subject Company: No
ESL has financial interest in the subject companies: No

ESL’s Associates may have actual / beneficial ownership of 1% or more securities of the subject company at the end of the month
immediately preceding the date of publication of research report.

Research analyst or his/her relative has actual/beneficial ownership of 1% or more securities of the subject company at the end of
the month immediately preceding the date of publication of research report: No

ESL has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately
preceding the date of publication of research report: No

Subject company may have been client during twelve months preceding the date of distribution of the research report.

There were no instances of non-compliance by ESL on any matter related to the capital markets, resulting in significant and
material disciplinary action during the last three years except that ESL had submitted an offer of settlement with Securities and
Exchange commission, USA (SEC) and the same has been accepted by SEC without admitting or denying the findings in relation to
their charges of non registration as a broker dealer.

A graph of daily closing prices of the securities is also available at www.nseindia.com

Analyst Certification:

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about
the subject company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or
indirectly related to specific recommendations or views expressed in this report.

Additional Disclaimers

Disclaimer for U.S. Persons

This research report is a product of Edelweiss Securities Limited, which is the employer of the research analyst(s) who has
prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United States
(U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required
to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public
appearances and trading securities held by a research analyst account.

This report is intended for distribution by Edelweiss Securities Limited only to "Major Institutional Investors" as defined by Rule
15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and
Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as
specified above, then it should not act upon this report and return the same to the sender. Further, this report may not be copied,
duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.
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In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC
in order to conduct certain business with Major Institutional Investors, Edelweiss Securities Limited has entered into an
agreement with a U.S. registered broker-dealer, Edelweiss Financial Services Inc. ("EFSI"). Transactions in securities discussed in
this research report should be effected through Edelweiss Financial Services Inc.

Disclaimer for U.K. Persons

The contents of this research report have not been approved by an authorised person within the meaning of the Financial
Services and Markets Act 2000 ("FSMA").

In the United Kingdom, this research report is being distributed only to and is directed only at (a) persons who have professional
experience in matters relating to investments falling within Article 19(5) of the FSMA (Financial Promotion) Order 2005 (the
“Order”); (b) persons falling within Article 49(2)(a) to (d) of the Order (including high net worth companies and unincorporated
associations); and (c) any other persons to whom it may otherwise lawfully be communicated (all such persons together being
referred to as “relevant persons”).

This research report must not be acted on or relied on by persons who are not relevant persons. Any investment or investment
activity to which this research report relates is available only to relevant persons and will be engaged in only with relevant
persons. Any person who is not a relevant person should not act or rely on this research report or any of its contents. This
research report must not be distributed, published, reproduced or disclosed (in whole or in part) by recipients to any other
person.

Disclaimer for Canadian Persons

This research report is a product of Edelweiss Securities Limited ("ESL"), which is the employer of the research analysts who have
prepared the research report. The research analysts preparing the research report are resident outside the Canada and are not
associated persons of any Canadian registered adviser and/or dealer and, therefore, the analysts are not subject to supervision by
a Canadian registered adviser and/or dealer, and are not required to satisfy the regulatory licensing requirements of the Ontario
Securities Commission, other Canadian provincial securities regulators, the Investment Industry Regulatory Organization of
Canada and are not required to otherwise comply with Canadian rules or regulations regarding, among other things, the research
analysts' business or relationship with a subject company or trading of securities by a research analyst.

This report is intended for distribution by ESL only to "Permitted Clients" (as defined in National Instrument 31-103 ("NI 31-103"))
who are resident in the Province of Ontario, Canada (an "Ontario Permitted Client"). If the recipient of this report is not an
Ontario Permitted Client, as specified above, then the recipient should not act upon this report and should return the report to
the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any Canadian person.

ESL is relying on an exemption from the adviser and/or dealer registration requirements under NI 31-103 available to certain
international advisers and/or dealers. Please be advised that (i) ESL is not registered in the Province of Ontario to trade in
securities nor is it registered in the Province of Ontario to provide advice with respect to securities; (ii) ESL's head office or
principal place of business is located in India; (iii) all or substantially all of ESL's assets may be situated outside of Canada; (iv)
there may be difficulty enforcing legal rights against ESL because of the above; and (v) the name and address of the ESL's agent for
service of process in the Province of Ontario is: Bamac Services Inc., 181 Bay Street, Suite 2100, Toronto, Ontario M5J 2T3 Canada.

Disclaimer for Singapore Persons

In Singapore, this report is being distributed by Edelweiss Investment Advisors Private Limited ("EIAPL") (Co. Reg. No.
201016306H) which is a holder of a capital markets services license and an exempt financial adviser in Singapore and (ii) solely to
persons who qualify as "institutional investors" or "accredited investors" as defined in section 4A(1) of the Securities and Futures
Act, Chapter 289 of Singapore ("the SFA"). Pursuant to regulations 33, 34, 35 and 36 of the Financial Advisers Regulations ("FAR"),
sections 25, 27 and 36 of the Financial Advisers Act, Chapter 110 of Singapore shall not apply to EIAPL when providing any
financial advisory services to an accredited investor (as defined in regulation 36 of the FAR. Persons in Singapore should contact
EIAPL in respect of any matter arising from, or in connection with this publication/communication. This report is not suitable for
private investors.
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