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KEC International Ltd

Take-off ready after repairs; Upgrade to Buy

We recently interacted with KEC International. The company is on the cusp of a major
turnaround driven by stellar growth in its TAM, sequential margin recovery, and
reduction of working capital to normalized levels. KEC is the market leader in the
domestic T&D EPC industry and is expected to be a major beneficiary of a stellar
growth in TAM. With execution of legacy projects largely behind, turnaround in SAE
Brazil profitability and a stable commodity environment, the company has significant
leverage in terms of margin improvement in the next 2 years. Additionally, the working
capital cycle is expected to improve led by improved collection efficiency and higher
mix of Civil business.

Dream domestic T&D capex driven by renewable power evacuation
projects

= There is a strong momentum in the T&D ordering pipeline which is driven by the
massive investments taking place in renewable energy installations which will
require setting up of transmission infrastructure in order to evacuate the generated
power

=  The TAM (excluding state projects) for FY24 stands at ~Rs200-250bn consisting
of TBCB projects, orders from private developers and PGCIL. We foresee this TAM
to grow at a ~25-30% CAGR for the coming 3 years

=  The FY25 and FY26 capex outlay of PGCIL, which is a key customer for KEC is
expected to be more than 2x of FY23 levels which provides robust visibility for the
next 2-3 years

= Inanindustry which is oligopolistic in nature, KEC has a ~20-25% market share in
PGCIL tenders and is expected to be a major beneficiary of the tenders in the short
to medium term

Strong order inflow in Civil to drive non-T&D business

= |n the recent years, Civil has been the fastest growing segment with FY23
witnessing 75% revenue growth while order inflows grew by 15% on a high base

= Within Civil, the Water business is the single-largest contributor with a ~40% share
in the order book of ~Rs105.4bn primarily driven by the government’s thrust on
expanding the network of piped water connections under the Nal se Jal scheme.
Out of the overall outlay on this scheme, only ~40-50% has been exhausted so the
balance portion translates into a very healthy runway for the next 2-3 years

= Another key growth avenue within Civil is residential real estate which has an order
book of ~Rs20-25bn currently. The company has a strong inquiry inflow from
marquee developers. A major advantage in the residential real estate projects is
the absence of Right of Way issues which the company typically encounters in the
T&D and Water businesses so execution can take place at a faster pace
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Margin improvement to be driven by SAE Brazil turnaround and benign
commodity costs

T&D segment is expected to see sequential improvement in margin driven by 1) complete
execution of legacy projects by 2QFY24 (standalone business), 2) turnaround in SAE Brazil
profitability, 3) stable commodity environment

The company targets an EBITDA margin of 7% in FY24 which is expected to further improve
in FY25. The margin recovery is expected to be broad based with both T&D and non-T&D
segments contributing to the same

The company has stopped booking EPC projects in SAE Brazil since 3QFY23 and SAE turned
PBT positive in 1QFY24. The company expects SAE margin to further improve to mid-single
digits by FY24 end driven by improvement in the Brazil business profitability

Working capital cycle expected to improve led by improved collection efficiency
and higher mix of Civil business

WCC is expected to come down to 110 days in FY24 from 126 days in FY23 on the back of
improved receivable position and an expected collection of ~Rs4bn pertaining to Afghanistan
projects

The revenue share of Civil business is expected to improve to 24% in FY25 from 19% in
FY23. This is expected to lower the WCC given better payment cycles in Water and other
segments

Therefore, debt (including acceptances) is expected to remain stable at FY23 levels of
~Rs57bn

VALUATION AND VIEW

KEC is the market leader in the domestic T&D EPC industry with a market share of ~20-25%
in the PGCIL and private sector ordering

The company is well-placed to capitalize on the government’s thrust on capex across
segments such as, power, water supply, metros, and healthy growth in residential real estate,
which would translate into a healthy order pipeline

Given its strong order book, margin expansion levers (SAE Brazil turnaround, stable
commodity environment, improving NWC days) and robust revenue visibility, we believe
KEC is poised to post revenue/PAT CAGR of 16%/157% over FY23- FY25E. At CMP, the
stock trades at 30.6x/14.8x FY24E/FY25E EPS. We upgrade the stock to BUY with a revised
TP of Rs816, valuing the company at 18x FY25E earnings

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 2
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STORY IN CHARTS

Exhibit 1: Revenue to see healthy growth in FY24 & 25

Exhibit 2: EBITDA margin to improve gradually
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Exhibit 3: PAT to recover from FY23 lows Exhibit 4: Share of T&D revenue to remain constant
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Exhibit 5: Civil to be a larger share of revenue Exhibit 6: Order inflow composition
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FINANCIALS

Exhibit 7: Balance Sheet (Consolidated)

Y/e 31 Mar (Rs mn) FY21 FY22 FY23 FY24E FY25E
Sources of Funds

Equity capital 514 514 514 514 514
Reserves 33,083 35,685 37,200 41,988 51,891
Non Controling Int. 0 0 0 0 0
Net worth 33,597 36,199 37,714 42,503 52,405
Debt 20,657 30,646 33,834 33,834 33,834
Deferred tax liab (net) (68) (1,703) (3,201) (3,201) (3,201)
Total liabilities 54,186 65,142 68,347 73,135 83,038

Application of Funds

Gross Block 18,954 21,594 23,046 25,046 26,546
Depreciation 7,796 9,161 10,228 11,981 13,840
Fixed Asset 13,975 15,377 15,828 16,075 15,717
CWIP 179 25 115 115 115
Investments 11 126 0 0 0
Net Working Capital 40,021 49,615 52,404 56,946 67,206
Inventories 8,422 10,665 11,372 12,602 15,340
Sundry debtors 55,668 55,738 72,554 68,488 79,895
Cash & equivalents 2,492 2,619 3,442 3,263 2,987
Loans & Advances 47,137 62,440 64,820 80,595 94,017
Other Current Asset 11,965 14,258 15,283 19,999 23,329
Sundry creditors 61,703 68,473 83,883 95,884 111,853
Provisions 825 1,015 1,186 1,400 1,633
Other current liabilities 23,135 26,617 29,997 30,717 34,876
Total Assets 54,186 65,142 68,347 73,135 83,038

Source: Company, YES Sec
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Exhibit 8: Income statement (Consolidated)

Y/e 31 Mar (Rs mn) FY21 FY22 FY23 FY24E FY25E
Revenue 131,142 137,423 172,817 199,986 233,293
% Change YoY 9.6 4.8 25.8 15.7 16.7
Operating profit 11,412 9,035 8,297 14,219 22,186
EBITDA margins 8.7 6.6 4.8 7.1 9.5
% Change YoY (7.5) (20.8) (8.2) 714 56.0
Depreciation 1,525 1,579 1,615 1,753 1,858
EBIT 9,887 7,456 6,683 12,466 20,328
EBIT margins 7.5 5.4 3.9 6.2 8.7
Interest expense 2,627 3,160 5,386 5,413 5,583
Other income 299 134 313 360 583
Profit before tax 7,559 4,431 1,610 7,412 15,329
Taxes 2,032 674 (151) 1,779 3,679
Effective tax rate (%) 26.9 15.2 (9.3) 24.0 24.0
Net profit 5,527 3,757 1,760 5,633 11,650
Minorities and other

Net profit after minorities 5,527 3,757 1,760 5,633 11,650
Exceptional items 0 (436) 0 0 0
Net profit 5,527 3,321 1,760 5,633 11,650
% Change YoY (2.3) (39.9) (53.1) 220.0 106.8
EPS (Rs) 215 14.6 6.8 219 453

Source: Company, YES Sec
Exhibit 9: Cash Flow Statement (Consolidated)

Y/e 31 Mar (Rs mn) FY21 FY22 FY23 FY24E FY25E
Profit before Tax 7,559 3,994 1,610 7,412 15,329
Interest 2,627 3,160 5,386 5,413 5,583
Depreciation 1,525 1,579 1,615 1,753 1,858
Other Items 1,071 546 (73) = =
(Inc)/Dec in WC (2,298) (9,253) (255) (4,720) (10,536)
Direct Taxes Paid 2,088 2,863 2,215 1,779 3,679
CF from Oper.Activity 8,396 (2,837) 6,067 8,080 8,554
(Inc)/Dec in FA 1,801 1,431 1,783 2,000 1,500
Free Cash Flow 6,595 (4,269) 4,284 6,080 7,054
(Pur)/Sale of Invest. (3,075) (3,478) (3,135) (4,000) (3,000)
CF from Inv. Activity (1,274) (2,047) (1,352) (2,000) (1,500)
Change in Networth - - - - -
Inc/(Dec) in Debt (3,083) 8,709 2,365 - -
Interest Paid (3,501) (2,725) (5,344) (5,413) (5,583)
Dividends Paid (5) (1,025) (1,029) (845) (1,747)
Others - - - (0) (0)
CF from Fin. Activity (6,589) 4,959 (4,008) (6,258) (7,330)
Inc/(Dec) in Cash 533 75 707 (179) (276)
Opening cash Balance 1,527 1,998 2,076 2,812 2,633
Others (62) 4 28 = =
Closing cash Balance 1,998 2,076 2,812 2,633 2,357

Source: Company, YES Sec
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Exhibit 10: Du-pont Analysis

Y/e 31 Mar (Rs mn) FY21 FY22 FY23 FY24E FY25E
Tax burden (x) 3.6 9.4 (48.6) 5.3 4.2
Interest burden (x) 0.2 0.1 (0.0) 0.1 0.2
EBIT margin (x) 0.1 0.1 0.0 0.1 0.1
Asset turnover (x) 2.4 2.1 2.5 2.7 2.8
Financial leverage (x) 1.6 1.8 1.8 1.7 1.6
RoE (%) 21.5% 17.5% 19.4% 22.3% 29.5%
Source: Company, YES Sec
Exhibit 11: Ratio Analysis
Y/e 31 Mar FY21 FY22 FY23 FY24E FY25E
Basic (Rs)
EPS 215 14.6 6.8 21.9 453
Dividend per share 4.0 4.0 3.0 3.3 6.8
Cash EPS 27.4 20.8 131 28.7 52.5
Book value per share 130.7 140.8 146.7 165.3 203.8
Div. payout (%) 18.6 31.0 43.8 15.0 15.0
Valuation ratios (x)
P/E 31.2 45.9 98.1 30.6 14.8
P/CEPS 24.5 324 511 234 12.8
P/B 5.1 4.8 4.6 4.1 3.3
EV/EBIDTA 16.7 22.2 24.5 14.3 9.2
Dividend yield (%) 0.6 0.6 0.4 0.5 1.0
Profitability Ratios (%)
RolC 18.5 134 11.3 12.2 141
RoE 21.2 17.7 10.6 4.7 13.9
RoCE 16.7 14.1 10.6 114 13.7
Liquidity ratios
Debtor (days) 155 148 153 125 125
Inventory (days) 23 28 24 23 24
Creditor (days) 172 182 177 175 175
Net working Capital (days) 104 125 103 98 100
Asset Turnover (x) 24 2.1 2.5 2.7 2.8

Source: Company, YES Sec
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL
and are subject to change without any notice. The report and
information contained herein are strictly confidential and meant solely
for the intended recipient and may not be altered in any way,
transmitted to, copied or redistributed, in part or in whole, to any other
person or to the media or reproduced in any form, without prior written
consent of YSL.

The information and opinions contained in the research report have
been compiled or arrived at from sources believed to be reliable and
have not been independently verified and no guarantee, representation
of warranty, express or implied, is made as to their accuracy,
completeness, authenticity or validity. No information or opinions
expressed constitute an offer, or an invitation to make an offer, to buy
or sell any securities or any derivative instruments related to such
securities. Investments in securities are subject to market risk. The value
and return on investment may vary because of changes in interest rates,
foreign exchange rates or any other reason. Investors should note that
each security's price or value may rise or fall and, accordingly, investors
may even receive amounts which are less than originally invested. The
investor is advised to take into consideration all risk factors including
their own financial condition, suitability to risk return profile and the
like, and take independent professional and/or tax advice before
investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general
nature which may not be specifically suitable to any particular investor.
Past performance may not necessarily be an indicator of future
performance. Actual results may differ materially from those set forth
in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the
use of this report. 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 YSL and associates to any
registration or licensing requirement within such jurisdiction. The
securities described herein may or may not be eligible for sale in all

KEC International Ltd

jurisdictions or to certain category of investors. Persons in whose
possession this document may come are required to inform themselves
of and to observe such restriction.

YES Securities (India) Limited distributes research and engages in other
approved or allowable activities with respect to U.S. Institutional
Investors through SEC 15a-6 rules and regulations under an exclusive
chaperone arrangement with Brasil Plural Securities LLC. The views and
sentiments expressed in this research report and any findings thereof
accurately reflect YES Securities (India) Limited analyst’s truthful views
about the subject securities and or issuers discussed herein. YES
Securities (India) Limited is not registered as a broker-dealer under the
Securities Exchange Act of 1934, as amended (the "Exchange Act") and is
not a member of the Securities Investor Protection Corporation ("SIPC").
Brasil Plural Securities LLC is registered as a broker-dealer under the
Exchange Act and is a member of SIPC. For questions or additional
information, please contact Gil Aikins (gil.aikins@brasilplural.com) or call
+1 212 388 5600.

This Research Report is the product of YES Securities (India) Limited. YES
Securities (India) Limited is the employer of the research analyst(s) who
has prepared the research report. YES Securities (India) Limited is the
employer of the YES Securities (India) Limited Representative who is
responsible for the report, are responsible for the content of the YES
Securities (India) Limited Research Report; any material conflicts of
interest of YES Securities (India) Limited in relation to the issuer(s) or
securities discussed in the YES Securities (India) Limited Research Report.
This YES Securities (India) Limited Research Report is distributed in the
United States through Brasil Plural Securities LLC (BPS). The research
analyst(s) preparing the research report is/are resident outside the United
States (U.S.) and is/ 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 YES Securities (India) 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 or entity. Transactions in
securities discussed in this research report should be effected through
Brasil Plural Securities LLC (BPS) or another U.S. registered broker
dealer/Entity as informed by YES Securities (India) Limited from time to
time.

YES Securities (India) Limited

Registered Address: 2" Floor, North Side, YES BANK House,
Off Western Express Highway, Santacruz East,
Mumbai - 400 055, Maharashtra, India.

Correspondence Address: 4" Floor, AFL House,
Lok Bharti Complex, Marol Maroshi Road, Andheri East,
Mumbai - 400059, Maharashtra, India.

@ +91 22 68850521 | IX research@ysil.in
Website: www.yesinvest.in

Registration Nos.: CIN: U74992MH2013PLC240971 | SEBI Single
Registration No.: NSE, BSE, MCX & NCDEX : INZ000185632 | Member
Code: BSE - 6538, NSE - 14914, MCX - 56355 & NCDEX - 1289 | CDSL &
NSDL: IN-DP-653-2021 | MERCHANT BANKER: INM000012227 |
RESEARCH ANALYST: INHO00002376 | INVESTMENT ADVISER:
INAO00007331 | Sponsor and Investment Manager to YSL Alternates
Alpha Plus Fund (CAT Il AIF) SEBI Registration No.: IN/AIF3/20-21/0818 |
AMFI ARN Code - 94338.

Details of Compliance Officer: Name: Aditya Goenka,
Email id: compliance@ysil.in, Contact No: 022- 65078127 (Extn: 718127)

Grievances Redressal Cell: customer.service@ysil.in/igc@ysil.in
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DISCLOSURE OF INTEREST

Name of the Research Analyst : Abhijeet Singh, Harsh Tewaney

The analyst hereby certifies that opinion expressed in this research
report accurately reflect his or her personal opinion about the subject
securities and no part of his or her compensation was, is or will be
directly or indirectly related to the specific recommendation and opinion
expressed in this research report.
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No.
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9 of securities for the subject company in the past No
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10  market making activity for the subject No
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL
REPORTS

Analysts assign ratings to the stocks according to the expected
upside/downside relative to the current market price and the estimated
target price. Depending on the expected returns, the recommendations
are categorized as mentioned below. The performance horizon is 12 to
18 months unless specified and the target price is defined as the
analysts’ valuation for a stock. No benchmark is applicable to the ratings
mentioned in this report.

BUY: Upside greater than 20% over 12 months

ADD: Upside between 10% to 20% over 12 months
NEUTRAL: Upside between 0% to 10% over 12 months
REDUCE: Downside between 0% to -10% over 12 months
SELL: Downside greater than -10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL") is a wholly owned subsidiary of YES
BANK LIMITED. YSL is a Securities and Exchange Board of India (SEBI)
registered Stock broker holding membership of National Stock Exchange
(NSE), Bombay Stock Exchange (BSE), Multi Commodity Exchange
(MCX) & National Commodity & Derivatives Exchange (NCDEX). YSL is
also a SEBI-registered Category | Merchant Banker, Investment Adviser
and Research Analyst. YSL is also a Sponsor and Investment Manager of
Alternate Investment Fund - Category Ill (YSL Alternates) and AMFI
registered Mutual Fund Distributor. The Company is also a registered
Depository Participant with CDSL and NSDL. YSL offers, inter alia,
trading/investment in equity and other financial products along with
various value added services. We hereby declare that there are no
disciplinary actions taken against YSL by SEBI/Stock Exchanges.
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