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BUY CMP Rs329 Target Rs377 Upside 14.6%

Sustaining the momentum in tough times;
Retain BUY

Our View: We revise our FY21E/FY22E earnings estimates marginally by 4%/6%
respectively to factor in the Q2FY21 performance (execution beat/margin miss), minor
impact from Covid related disruptions & strong bidding pipeline. KECI is trading
attractively at ~12x FY22 EPS, vs long term avg. 1-yr forward P/E of 14x. Retain ‘BUY’
with revised TP of Rs377 at 14x FY22 EPS. We remain positive on KECI given its
diversified & healthy order backlog, ability to bag orders in tough times & proven
execution track record.

Uncertain on near term margins; Aiming for 10%+ in long run: EBITDA Margin
compression was mainly due to i) Depreciation of Brazilian currency, and Cost
escalations in Brazil, ii) Increasing share of Non-TD (ramp up of Railway & Civil, and iii)
Extra cost incurred due to Covid. For the next half, it would mainly depend on the mix
of business. If international T&D ramps up, suppose it goes back to 50% of share then
we may see margins going to 10% in second-half. The management has re-iterated of
maintaining EBITDA Margin of 10%+ in the long run.

Strong order pipeline: KECI has current order book of Rs230bn, further mgmt. expects
Rs250bn of project to be tendered in next 2 months. Similarly, a significant number of
tenders in Africa, SAARC are expected to be quoted in next few months.

Domestic T&D activities expected to be better in H2FY21: Core T&D has been
Substantially strong due to International orders. KECI has L1 of Rs35bn form
International T&D business. Management is cautiously positive on SAE with
normalization in operations. Of the 3 EPC projects, the company is expecting to
complete one project this quarter. One of the orders was sold to French part, the
company is executing from them. The other order is L1 with Sterlite. In addition, four
L1 orders are under negotiation with execution in Q1FY22. The company has been
cautious in new negotiating new orders due to volatility in metal prices in Brazil.
Especially after Valle dam burst, sever volatility in commodity prices & transport prices
are seen.

Exhibit 1: Result Table (Standalone)

(Rs mn) Q2FY21 Q2FY20 %yoy QLFY21 %qoq (Y2l vs.our

Yes Sec est

Order inflow 24,350 26,510 (8.1) 19,310 26.1 30,221 (19.4)
Order backlog 195,150 180,850 7.9 196,820 (0.8) 196,949 (0.9)
Total sales 32,577 28,088 16.0 22,068 47.6 29,492 10.5
EBITDA 2,931 2,938 (0.2) 1,949 50.4 3,097 (5.4)
EBITDAM (%) 9.0 10.5 (146.3) 8.8 16.6 10.5 (150.3)
Depreciation (374) (347) 7.7 (391) (4.3) (3877) (0.9)
Interest (674) (822) (17.9) (663) 1.8 (650) 3.8

UMESH RAUT
Other income 68 36 88.6 69 (2.0) 38 78.6 Lead Analyst
PBT 1,950 1,805 8.0 965 102.2 2,107 (7.5) umesh.raut@ysil.in
Tax (525) (414) 26.8 (257) 104.6 (590) (11.1) +91 7874052571
Adjusted PAT 1,426 1,391 2.5 708 101.3 1,517 (6.0)
Exceptional AMAR AMBANI, Sr. President, Head of Research
item 9 9 & &

amar.ambani@ysil.in
Reported PAT 1,426 1,391 25 708 101.3 1,517 (6.0)
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Focus on expansion of railways business: Significant ramp up of project is seen. Company got its
first order for Metro electrification. The company is focusing on new technologies - third rail,
power supply, ballast less tracks, signalling & telecommunication. Delay in awarding of projects
has been seen in H1FY21. The company expect revenue of Rs35bn in FY21. Of Rs50bn order
book, 2/3 is non OHE. The railways segment has evolved from OHE - Civil (conventional railway)
- new offerings: Metro - third rail, power supply, ballast less tracks, signaling &
telecommunication. To expand its addressable market, company would look to cater to
international markets.

Civil: Company is currently working on 4 DMRC and Kochi project. Second Kochi project has
commenced. In-line with execution strategy, the company has received order with FGD,
warehouses & water pipeline. Currently has an L1 of more than RS30bn. Civil business is behind
railways by 6-8 quarters. Management expects this segment to clock a revenue of Rs14-15bn by
year end. The company has classified civil business into i) Metro Civil which forms the major
portion, ii) Water pipelines, iii) Warehouse, data centre, residential, industrials, hospitals, airports,
cement, auto, hydrocarbon, gas grids. The company has received its first order from Chemical
industry during this quarter.

Non-T&D share: For FY21, the share of Non-T&D would be 45-46%. In the longer run, the
company does not expect significant growth in T&D mainly due to larger bases. However,
increasing share of Railways & Civil will help. Working Capital for non T&D business is more or
less similar to T&D, for railways it is much better.

Net Debt: Debt levels are within the targeted range of Rs25bn. The company does not see
significant reduction in debt level over the next two-years as its focussing to grow at a healthy
rate of 15%. Instead focus would be reducing Net Working Capital to 110 days from current 130
days, and reduction in interest cost (management expects interest cost as a % Sales to be below
2% in the second half). Notably, on receivable side, collection is good, especially in case of
railways, company has received Rs4-5bn of bank guarantee.

Interest cost: Blended debt cost is ~5% for KECI (due to excessive liquidity in the system, banks
are offering short term loan at 30-40bps over AAA rated, rather below MCLR).

Forex: Due to increasing share of international order, the company has increased its foreign debt
level (currently at 60%). The management stated it has tried to match liabilities of loan worth
receivables. However, now rupee cost has come down, the company has shifted to Indian rupee.
Hence, we would see Forex gains in Q3FY21.

Impact of RM price: Except SAE, no significant impact of RM on results were seen. In case of
Cable business, EPC players are waiting reduction in copper prices, rather when the prices will
fall; hence Cable business was flat.

Mechanization & Digitalization: The company has been able to increase its efficiency by 2x in
case of railways due to mechanization. It is moving towards digitalization through automation
drive at its project sites, which could aid in margin uptick in medium term.

Export incentives: The impact of MEIS provision is around Rs100-150mn for Q2FY21. The same
impact would be seen in Q3FY21 to the tune of Rs100-150mn. However, with commissioning of
Dubai plant, majority of Indian offtake would be consumed in India and for export orders Dubai
centre would be looked after. Dubai centre has commenced its operation and started receiving
orders, the company has started dispatching.

Management indicated that all 220+ sites are operational with labour availability and
manufacturing activities at pre-COVID-19 levels.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 2
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Key highlights from Q2FY21 results:
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Order book stood at Rs195bn (+8% yoy). Domestic/International mix stands at 61%/39%.
L1 order position is at ~Rs35bn.

Order inflow was Rs43.7bn during YTDFY21, up 16% yoy. Domestic/International mix
stands at 41%/59%.

KECI's sales came in at Rs32.6bn, 16% up yoy (+10.5% vs our est.)

Railways/Solar & smart infra sales increased by 45%/253%/307% yoy respectively while
T&D (incl SAE)/Cables business execution remained flat yoy.

EBITDA margin stood at 9% (-150bps vs our est.), 146bps down yoy. EBITDA remained flat
yoy to Rs2.93bn (in line with our est.)

Interest cost declined by 18% yoy to Rs674mn (2.1% of sales.)
PAT came in at Rs1.43bn, up 2.5% yoy (-6% vs our est.)
Net Working Capital (NWC) stands at 132 days as on 30th September 2020.

Net debt stood at Rs24.2bn as on Q2FY21. Overall net debt and interest bearing acceptances
has been maintained flat despite a growth in revenue yoy led by, i) Judicious monitoring of
cash flows, ii) Continuous focus on collection of retention, iii) Concerted efforts for
expediting commercial closure of projects

Exhibit 2: Cost Analysis (Standalone)

'::I :s% G Q2FY21 Q2FY20 bpsyoy Q1FY21  bpsqoq %ze?gzei vs. ‘::
COGS 46.7 495  (2824) 465 21.3 490  (2326)
E;‘;Ztr']‘;zs 25.6 19.7 590.9 22.7 297.0 225 3127
Employee cost 8.3 98  (147.7) 114 (314.2) 9.0 (69.9)
Other expenses 104 10.5 (14.5) 10.6 (20.7) 9.0 140.0
Total costs 91.0 89.5 146.3 91.2 (16.6) 89.5 150.3
Exhibit 3: Financial Summary
Y/e 31 Mar (Rs mn) FY18 FY19 FY20 FY21E FY22E
Revenues 100,526 110,005 119,654 127,319 141,776
yoy growth (%) 17.1 9.4 8.8 6.4 11.4
EBITDA 10,057 11,499 12,344 11,716 14,000
EBITDAM (%) 10.0 10.5 10.3 9.2 9.9
Adjusted PAT 4,604 4,958 5,655 5,490 6,920
yoy growth (%) 50.4 6.1 16.3 (2.9) 26.0
EPS (Rs) 17.8 18.9 220 21.4 26.9
P/E (x) 185 17.4 15.0 154 12.2
P/BV (x) 4.2 3.5 3.0 2.6 2.2
EV/EBITDA (x) 9.8 8.6 8.5 9.1 7.7
Net Debt/Equity (x) 0.7 0.6 0.7 0.7 0.6
ROE (%) 25.6 21.9 21.6 18.1 195
ROCE (%) 16.2 168 16.7 13.7 14.7
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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 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.

DISCLOSURE OF INTEREST

Name of the Research Analyst : Umesh Raut

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.

Sr.

No. Particulars

Yes/No

Research Analyst or his/her relative’s or YSL's financial

interest in the subject company(ies) No

Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more securities of
2 the subject company(ies) at the end of the month No
immediately preceding the date of publication of the
Research Report

Research Analyst or his/her relative or YSL has any other
3 material conflict of interest at the time of publication of No
the Research Report

Research Analyst has served as an officer, director or
employee of the subject companyf(ies)

YSL has received any compensation from the subject
company in the past twelve months

YSL has received any compensation for investment
) banking or merchant banking or brokerage services from No
the subject company in the past twelve months

YSL has received any compensation for products or
services other than investment banking or merchant
banking or brokerage services from the subject company
in the past twelve months

~

YSL has received any compensation or other benefits from
8 the subject company or third party in connection with the No
research report

YSL has managed or co-managed public offering of

9 securities for the subject company in the past twelve No
months
10 Research Analyst or YSL has been engaged in market No

making activity for the subject company(ies)

Since YSL and its associates are engaged in various businesses in the financial
services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage
services or for any other product or services of whatsoever nature from the
subject company(ies) in the past twelve months or associates of YSL may have
managed or co-managed public offering of securities in the past twelve
months of the subject company(ies) whose securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more and/or
other material conflict of interest in the securities discussed herein.
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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: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-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 SEBI registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a
SEBI registered Category | Merchant Banker, Investment Adviser and a Research Analyst. 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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