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Key Highlights

[ KEC is one of the established players in T&D business and over years company has leveraged
its capabilities and diversified into new segments. Railway and Civil business are growing at 26%
and 32% respectively and we expect it will grow 15% and 18% going over FY18-20.

M Currently, Government is focused on Infrastructure and affordable housing and increased
spending in these segments and we expect it will be continue for the next 2-3 years.

M Management expects 15% revenue growth with stable EBITDA margin and 20% order book
growth in FY19.

M Recently, 7 employees (6 are Indians and 1 is Afghani) of KEC is kidnap by the local mafia in
Afghanistan and top management is in talk with external affairs ministry (India) to take them back
safely. KEC’s order book exposure in Afghanistan is around 10-12%.

4Q FY18 Result:

KEC has reported robust revenue growth across the segment except cable, backed by the strong
order book. The key T&D segment registered revenue of Rs.2468 Cr at a growth of 21% YoY
supported by strong execution across the projects. SAE witnessed 19% growth YoY while railway
business grows at 74% YoY. Revenue from Civil business became three fold to Rs.126 Cr and
clocked Rs.268 Cr of revenue in first year of operation with PBT positive. Revenue from cable
business was down by 8% YoY. EBITDA margin remained stable at 10% but bottom line has
improved 30 bps on back of lower Depreciation and Interest cost. Interest cost as % of sales was
down to 1.8% v/s 2.2%.

View and Valuation

KEC has leveraged its capabilities and successfully diversified into railways and civil segment. Now,
KEC is in sweet spot to capitalize rising opportunities from railway and civil segments. We believe
that the railway and civil will be the key revenue growth drivers for the company as the government
has increased its spending in these sectors. We expect healthy revenue growth with stability in
operating margins. KEC’s order book exposure in Afghanistan is 10-12%; execution may delay due
to current employees kidnapping case. Considering the expensive valuation we are NEUTRAL on the
stock with revised target price of Rs.405 (15.5x FY20 EPS of Rs.26).

Key Risks to our rating and target
+ Sharp increase in commodity prices

KEY FINANCIAL/VALUATIONS FY15 FY16 FY17 FY18 FY19E FY20E

Net Sales 8468 8710 8755 10096 12105 14695

EBITDA 512 692 818 1006 1222 1486

EBIT 424 561 688 896 1102 1355

PAT 161.0 147.9 304.8 460.4 566.8 684.2

EPS (Rs) 6 6 12 18 22 26

EPS growth (%) 141% -8% 106% 51% 23% 21%

ROE (%) 12% 11% 19% 23% 23% 23%

Research Analyst ROCE (%) 20% 30% 29% 33% 37% 39%
Sandip Jabuani BVPS 52 50 62 78 95 116
sandip.jabuani@narnolia.com P/B (X) 1.5 2.4 3.4 2.7 4.0 3.3
P/E (X) 12.8 21.2 17.6 11.6 17.1 14.2

The views expressed above accurately reflect the personal views of the authors about the subject companies and its(their) securities. The authors have not
and will not receive any compensation for providing a specific recommendation or view. Microsec Capital Ltd and other Narnolia group companies does
and seeks to do business with companies covered in its research reports. As a result investors should be aware that the firm may have a conflict of interest
that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision.
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4QFY18 Results Strong Performance

Financials 4QFy17 1QFY18 2QFY18 3QFY18 4QFY18 YoY % QoQ% FY17 FY18 YoY %
Sales 2,849 1,857 2,132 2,405 3,664 | 28.6% 52.4% 8,755 10,096 | 15.3%
Other Income 11 10 6 12 13| 10.3% 1.9% 29 40| 40.0%
COGS 1,479 826 1,033 1,172 2,113 | 42.9% 80.3% 4,165 5,145| 23.5%
Emp. Exp. 186 191 195 192 221| 18.5% 15.3% 733 798| 9.0%
Sub Contra. 494 435 449 566 677| 37.1% 19.6% 1,784 2,127 | 19.2%
Other Exp. 389 228 240 231 283| -27.2% 22.4% 1,085 982| -9.5%
Total Exp. 2,548 1,680 1,916 2,161 3,294 | 29.3% 52.5% 7,937 9,090 | 14.5%
EBITDA 301 176 216 244 370| 22.8% 51.5% 818 1,006 | 23.0%
EBITDAM % 11 9 10 10 10 9 10
Depreciation 41 27 28 27 27| -32.6% 1.2% 130 110| -15.4%
EBIT 260 149 188 217 342| 31.5% 57.8% 688 896| 30.3%
Intreset 64 63 57 61 66| 3.0% 8.1% 254 247| -2.8%
Excep. Item - - - - - - -

PBT 208 96 136 169 289 | 39.1% 71.6% 463 690| 48.9%
Tax 63 33 47 57 93| 48.8% 63.7% 159 230| 44.8%
PAT 146 63 89 112 196| 34.9% 75.6% 294 452 53.8%
PAT % 5 3 4 5 5 3 4

Strong Revenue Performance across the segments

KEC has reported robust revenue growth across the segment except cable, backed by the strong order
book. The key T&D segment registered revenue of Rs.2468 Cr at a growth of 21% YoY supported by
strong execution across the projects. SAE witnessed 19% growth YoY while railway business grows at
74% YoY. Revenue from Civil business became three fold to Rs.126 Cr and clocked Rs.268 Cr of
revenue in first year of operation with PBT positive. Revenue from cable business was down by 8% YoY
as company shut down its Silvasa facility and transfer operation at Vadodra Plant. Order Inflow was flat at
2% YoY to Rs.3809 Cr in Q4FY18 but registered 22% growth for the full year FY18.

Stability in Margins

EBITDA margin remained stable at 10.1%during the quarter and 10% for the full year FY18. From last 3-4
quarter margin has shown stable trend. While, PAT improved by 30 bps during the quarter on account of
lower depreciation and interest. T&D performing well in terms of margin and reported 11% plus. While
civil segment has shown promising trend in margin and reported positive PBT in first year of operation.
Management expects the railway and civil businesses margin will improve once the volume increased.
However, the management has guided 10% EBITDA margin for FY19 conservatively considering volatility
in commaodity prices and reviews the situation after 3-4 months.

Healthy Bid Pipeline

Order inflow for the quarter was Rs.3809 Cr, 2% YoY but reported 22% YoY growth for the full year FY18.
At the movement bid pipeline remained healthy and management expect strong uptick from Africa and
election in Brazil will trigger larger EPC orders. Bid pipeline in Saudi is strong but does not converting into
firm orders. Domestic T&D segment continue to drive by SEBs and private players. Management expect
20% growth in order book.

Concall Highlights:-

Management has guided 15% YoY revenue growth conservatively with 10% EBITDA margin.
Order book will grow at 20% YoY backed by strong orders from Brazil, Africa and SEBs.
Management expects to do double revenue from Railway and Civil business.

PGCIL has signed MoU with government for spending 25000 Cr in FY19.

Currently very small portion of order book is fixed price contracts. So upsurge in commodity prices will not
hurt the margin.

KEC’s Order book exposure in Afghanistan is 10-12%.

Capex requirement in FY19 will by Rs.200 Cr.

Net working capital days have improved to 98 days and no further room for improvement.
Debt will not grow from here on and expect Interest cost as % of sales at 2.25-2.3%.

Company has shut down its Silavassa cable plant and shift operation at Vadodra plant and expects better
utilization of machinery. Management focuses on export and EHV cables and target 20% revenue growth
in FY19.
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Segment Revenue

Exhibit:Order Book and Book to Bill trend
Book to bill has shown improving trend from last 7-8 quarters

which ensure healthy revenue growth

mmmm Order Book
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2QFY17 3QFY17 4QFY17 1QFY18 2QFY18 3QFY18 4QFY18 |YoY(+/-) QoQ (+/-)
Transmission 1,529 1,273 2,043 1,334 1,709 1,532 2,468 21% 61%
Transmission SAE 261 227 259 151 248 319 307 19% -4%
Cables 228 278 303 220 239 272 278| -8% 2%
Railway 66 105 206 158 119 208 359 74% 73%
Civil/Water 19 20 28 15 40 87 126| 350% 45%
Solar 26 59 60 21 a4 34 189| 215% 456%
Total 2,129 1,962 2,899 1,899 2,399 2,452 3,727| 29% 52%
Order Book Break Up
2QFY17 3QFY17 4QFY17 1QFY18 2QFY18 3QFY18 4QFY18 |YoY(+/-) QoQ (+/-)
Transmission 1,851 1,947 2,395 2,093 1,833 3,443 2,051 -14% -40%
Transmission SAE 1,510 1,342 1,263 1,218 2,102 1,715 1,903 | 51% 11%
Cables 216 224 126 271 280 343 346| 174% 1%
Railway 1,186 1,342 1,516 1,353 1,401 3,601 4,152 | 174% 15%
Civil/Water 216 112 126 406 420 343 346| 174% 1%
Solar 216 112 505 406 280 343 173| -66% -50%
Total 10,785 11,186 12,631 13,532 14,013 17,148 17,298 37% 1%
Order Inflow
2QFY17 3QFY17 4QFY17 1QFY18 2QFY18 3QFY18 4QFY18 |YoY(+/-) QoQ (+/-)
Transmission 1,851 1,947 2,395 2,093 1,833 3,443 2,051 -14% -40%
Transmission SAE 211 61 657 140 562 1,055 380 -42% -64%
Cables 336 244 212 335 325 611 266| 26% -56%
Railway 584 460 15 - 59 111 987| 6405% 789%
Civil/Water - - - 223 148 278 114 NA -59%
Solar 121 (5) 445 - 30 56 11| -97% -79%
Total 3,103 2,706 3,724 2,790 2,957 5,553 3,809| 2% -31%
Exhibit: Interest Cost as % of Sales
Interest as percentage of sales improved to 2.4% and will
improve further to 2.25-2.3%
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Exhibit:Railway Business Order book and growth %

Government spending lead to strong growth in order book
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mmmm Order Book —a&— Growth YoY%

Exhibit:Civil Business Order Book and Growth %
KEC has entered civil segment in last year and growing at high
speed. Aiming affordable housing projects.
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Exhibit: Railway Business Revenue and Growth %
Management expect to double revenue in FY19
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Exhibit: Civil Business Revenue and Growth %
In first year of operation KEC reported robust revenue growth
and management expect to do double revenue in FY19
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Income Statement

Financials Details

Y/E March FY13 FY14 FY15 FY16 FY17 FY18 FY19E FY20E
Revenue from Operation 6,979 7,902 8,468 8,710 8,755 10,096 12,105 14,695
Change (%) 20% 13% 7% 3% 1% 15% 20% 21%
EBITDA 381 493 512 692 818 1,006 1,222 1,486
Change (%) -19% 29% 4% 35% 18% 23% 21% 22%
Margin (%) 5% 6% 6% 8% 9% 10% 10% 10%
Depr & Amor. 56 71 88 132 130 110 120 131
EBIT 325 423 424 561 688 896 1,102 1,355
Int. & other fin. Cost 194 263 309 279 254 247 270 343
Other Income 16 14 146 10 29 40 40 40
EBT 147 173 261 291 463 690 872 1,053
Exp Item 0 18 - - - - - -
Tax 82 88 100 144 159 230 305 368
Min. Int & P/L share of Ass. - 0 0 (0) - - - -
Reported PAT 65 67 161 148 305 460 567 684
Adjusted PAT 65 58 161 148 305 460 567 684
Change (%) -11% 178% -8% 106% 51% 23% 21%
Margin(%) 1% 1% 2% 2% 3% 5% 5% 5%
Balance Sheet
Y/E March FY13 FY14 FY15 FY16 FY17 FY18 FY19E FY20E
Share Capital 51 51 51 51 51 51 51 51
Reserves 1,096 1,140 1,278 1,239 1,535 1,946 2,390 2,927
Networth 1,147 1,192 1,330 1,290 1,586 1,997 2,442 2,978
Debt 1,456 1,809 2,045 3,023 1,998 1,639 2,176 2,868
Other Non Cur Liab 100 93 91 141 182 145 145 145
Total Capital Employed 1,855 1,794 2,067 1,883 2,352 2,736 2,981 3,518
Net Fixed Assets (incl CWIP) 1,008 992 881 1,011 922 998 1,137 1,210
Non Cur Investments - - 0 - - - - -
Other Non Cur Asst 252 351 523 297 262 254 254 254
Non Curr Assets 1,260 1,343 1,404 1,308 1,184 1,252 1,391 1,464
Inventory 396 505 476 360 395 627 752 913
Debtors 2,887 3,808 3,853 4,658 4,200 5,039 5,306 6,643
Cash & Bank 156 144 206 75 176 193 190 230
Other Curr Assets 1,212 1,234 1,411 1,919 1,951 667 799 970
Curr Assets 4,650 5,691 5947 7,012 6,722 6,526 7,048 8,756
Creditors 2,467 3,213 3,325 2,027 2,198 4,657 4,311 4,630
Provisons 79 115 111 83 70 83 100 121
Other Curr Liab 1,004 989 843 1,262 1,552 1,746 1,816 2,204
Curr Liabilities 3,550 4,317 4,278 3,372 3,820 6,487 6,227 6,955
Net Curr Assets 1,101 1,374 1,668 3,640 2,902 39 821 1,801
Total Assets 6,253 7,411 7,745 8,891 8,728 10,539 11,260 13,216
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Financials Details

Cash Flow
Y/E March FY13 FY14 FY15 FY16 FY17 FY18E FY19E FY20E
PBT 147 155 261 148 305 690 872 1,053
(inc)/Dec in Working Capital (391) (396) (321) (835) 703 (136) (785) (940)
Non Cash Op Exp 56 71 88 132 130 110 120 131
Int Paid (+) 194 263 309 279 254 247 270 343
Tax Paid 98 113 122 133 104 305 305 368
others 5 10 (62) 190 215 214 - -
CF from Op. Activities (87) (9) 153 (75) 1,662 848 173 218
(inc)/Dec in FA & CWIP (142) (146) 117 (23) (67) (186) (259) (204)
Free Cashflow (229) (155) 269 (99) 1,595 662 (86) 14
(Pur)/Sale of Inv 0 - - - - 91 (61) (175)
others 6 1 0 (3) (24) (1) - -
CF from Inv. Activities (122) (136) 125 (23) (183) (96) (320) (379)
inc/(dec) in NW - - - - - - - -
inc/(dec) in Debt 395 410 106 306 (1,122) (332) 536 692
Int. Paid (198) (263) (305) 276 (256) (270) (270) (343)
Div Paid (inc tax) (36) (15) (17) 58 (1) (99) (122) (148)
others - - - - - - - -
CF from Fin. Activities 161 132 (216) 639 (1,379) (728) 143 202
Inc(Dec) in Cash (48) (14) 62 541 100 24 (3) 40
Add: Opening Balance 194 146 132 185 75 208 231 228
146 132 194 741 176 232 228 268

Closing Balance

* FY18 numbers are estimated

Key Ratio

Y/E March FY13 FY14 FY15 FY16 FY17 FY18 FY19E FY20E
ROE 6% 6% 12% 11% 19% 23% 23% 23%
ROCE 18% 24% 20% 30% 29% 33% 37% 39%
Asset Turnover 1.12 1.07 1.09 0.98 1.00 0.96 1.08 1.11
Debtor Days 151 176 166 195 175 182 160 165
Inv Days 21 23 21 15 16 23 23 23
Payable Days 129 148 143 118 132 168 130 115
Int Coverage 1.67 1.61 1.37 2.01 271 3.64 4.08 3.95
P/E 23 26 13 21 18 12 17 14
Price / Book Value 1 1 2 2 3 3 4 3
EV/EBITDA 5 4 5 5 7 6 8 7
FCF per Share (9) (7) 2 (7) 62 26 (3) 1
Div Yield 1% 1% 1% 1% 0.0% 1.5% 1.0% 1.3%
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DISCLAIMER

Disclaimer: This document has been prepared by Microsec Capital Limited (hereinafter referred to as MCL) to provide information about the Company
(ies)/sector(s), if any, covered in the report and may be distributed by it and/or its associates.

This report does not construe to be any investment, legal or taxation advice. This research report does not constitute an offer, invitation or inducement to
invest in securities or other investments and MCL is not soliciting any action based upon it. This report should not be reproduced or redistributed to any other
person in any form. This report does not constitute a personal recommendation or take into account the particular investment objectives, financial situations,
or needs of individual clients. Before acting on any advice or recommendation in this report, investors should consider whether it is suitable for their
particular circumstances and, if necessary, seek professional advice. Neither MCL, its subsidiaries/Associates, nor its directors, employees, agents,
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/research reports/opinions expressed herein.

While we would endeavour to update the information herein on reasonable basis, MCL and/or its associates are under no obligation to update the
information. Also there may be regulatory, compliance, or other reasons that may prevent MCL and/or its associates from doing so. MCL/it’s associates or
employees shall not in any way be responsible and liable for any loss or damage that may arise to any person from any inadvertent error in the information
contained in this report. MCL/it’s associates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter
pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MCL and its associates, their directors and employees and their relatives may; (a) from time to time, have a long or short position in, act as principal in, and
buy or sell the securities or derivatives thereof of companies mentioned herein. (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 company(ies) discussed herein or may have any other potential
conflict of interests with respect to any recommendation and other related information and opinions.; however the same shall have no bearing whatsoever
on the specific recommendations made by the analyst(s), as the recommendations made by the analyst(s) are completely independent of the views of the
associates of MCL even though there might exist an inherent conflict of interest in some of the stocks mentioned in the research report.

MCL and/or its affiliates and/or employees may have interests/positions, financial or otherwise of over 1 % at the end of the month immediately preceding
the date of publication of the research in the securities mentioned in this report.

The research professionals responsible for the preparation of this document may interact with trading desk personnel, sales personnel and other parties for
the purpose of gathering, applying and interpreting information. Subject Company may have been a client of MCL or its associates during twelve months
preceding the date of distribution of the research report. MCL or its associates may have investment banking and other business relationships with some
companies covered by our Research Department. Any or all of the foregoing among other things, may give rise to real or potential conflicts of interest.

MCL and it's associates may have managed or co-managed public offering of securities, may have received compensation for investment banking or
merchant banking or brokerage services, 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. MCL and it's associates have not received any compensation or other benefits from
the subject company or third party in connection with the research report.

Microsec Capital Ltd. (“MCL”) is SEBI registered Research Analyst under SEBI (Research Analyst) Regulation 2014 having registration Number INH300002407.
Besides, MCL is SEBI registered stock broker, Depository Participant, Merchant Banker, Portfolio Management Services and AMFI registered Mutual Fund
distributor.

The Company issues research reports to clients/prospective clients/others without any additional fees/charge.
No material disciplinary action impacting equity research analysis activities has been taken by any statutory/ Regulatory authority against MCL.

Analyst Certification
The matter related to the report has been taken from sources believed reliable and the views expressed about the subject or issues in this report accurately

reflect the personal views of the analyst/analysts. MCL does not compensate partly or in full, directly or indirectly, related to specific recommendations or
views expressed by the research analysts. Disclosure of interest statement of research analyst is as below:-

1.Analyst’s ownership of the stocks mentioned NIL
2.Served as an officer, director or employee in subject Company NO



