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KEC INTERNATIONAL

INR 312

Power puff BUY

KEC International’s (KEC) Q2FYQ7 results were in line with our expectations in terms of
revenue growth and profitability. Net revenue grew by 13% Y-0-Y to INR 4.6 bn. EBITDA
margin expanded by 260bps Y-o-Y and 170bps Q-0-Q to 12.2% as revenue from more
projects entered the profit-recognition phase in Q2FY07. However, net margin expansion
by only 80bps to 4.6%, depressed by higher tax incidence. Consequently, EBIDTA grew
by 44% Y-0-Y to INR 571 mn and net profit grew by 40% Y-0-Y to INR 217 mn.

Order backlog as on Q2FY07-end was INR 30 bn compared to INR 28 bn as on Q1FY07-
end. Order backlog scenario has been stagnant for the industry as contracts from Power
Grid Corporation (PGCIL) slowed down in Q2FY07. We expect robust investment scenario
in the T&D space in KEC’s key addressed geographies of Middle East, Africa, and India is
likely to translate into high order backlog. On our EPS estimates of INR 25.2 and INR 34.3
for FYO7 and FY08, respectively, the stock trades at 12.4x and 9.1x FYO7E and FYO8E
earnings, respectively. We continue to remain positive on KEC’s performance outlook and
maintain our ‘BUY’ recommendation.

#*  Robust investment scenario in T&D space continues

International orders constituted ~75% of the order backlog, while the balance portion was
contributed by domestic orders. Rural electrification project orders were at 16% of the total
order backlog. We expect robust growth in KEC’s order backlog going forward, given a
favorable investment environment in Middle Eastern and African markets. In India, we
anticipate increase in contracts from PGCIL in H2FYQ7 vis-a-vis H1FY07. PGCIL is likely to
float tenders worth INR 15 bn in Q3FY07, which is likely to aid growth in KEC’s visibility
horizon.

#  QOutlook and valuations

We expect KEC to grow revenues by a CAGR of 22% for FY06-08E, in the backdrop of a
robust demand scenario across its operating geographies, customer and types of contract.
We expect net sales of INR 20.8 bn and INR 25.6 bn in FYO7E and FYO8E, respectively.
EBITDA margin is likely to continue showing modest improvement. In the backdrop of
strong H1FYO7 performance in EBITDA-level profitability, we would like to believe that a
case of margin improvement does exist but given the volatility of such project-led
businesses, we do not see would like to stick to our margin assumptions. Improvement in
return ratios post restructuring provides us comfort on valuations at current levels. At
current EPS estimates of INR 25.2 and INR 34.3 for FYO7 and FY08, respectively, the
stock is trading at 12.4x and 9.1x FYO7E and FYO8E earnings, respectively. We reiterate
our ‘BUY’ recommendation.

Financials

Year to March Q2FY07 Q2FY06* % change Q1FYQ7 % change FY06 FYOQO7E
Revenues (INR mn) 4676.6  4127.2 13.3 41236 7134 17272.3 20798.5
EBITDA (INR mn) 571.2 395.8 44.3 430.3 327 16221 1996.5
Net profit (INR mn) 216.8 154.9 40.0 145.6 48.9 493.0 951.6
EPS (INR) 5.8 41 39.8 3.9 48.9 138.1 25.2
PE (X) 23.8 12.4
EV/EBITDA (x) 8.8 74
ROAE (%) 19.3 41.5

* Proforma numbers
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KEC International

Favorable macro scenario in India

The current power transmission capacity in India is 11,000 MW. PGCIL has a target of achieving
18,000 MW by the end of the tenth plan. We believe this sets the stage for acceleration in the
order inflow for the industry as a whole. The most important entry barriers in this industry are the
prequalification norms. KEC being the oldest, is one of the best players in terms of
prequalification norms. We believe KEC is in a sweet spot and is likely to grow firmly over the

long term.
Financials snapshot (INR mn)
Year to March Q2FY07 Q2FY06* 9% change Q1FYOQ7 % change FY06 FYQ7E FYO8E
Revenues (net) 4,677 4,127 13.3 4,124 134 17,272 20,799 25,610
Raw material** 1,951 2,321 (15.9) 1,306 49.4 13,123 15,581 19,034
Staff cost 218 207 54 219 0.5) 838 1,085 1,323
Other operating expenses™* 1,937 1,204 60.9 2,169 (10.7) 1,689 2,136 2,761
Total expenditure 4,105 3,731 10.0 3,693 77.2 15,650 18,802 23,118
EBITDA 571 396 44.3 430 32.7 1,622 1,997 2,492
Depreciation 84 29 187.3 88 4.8 269 217 226
EBIT 488 367 33.0 343 424 1,353 1,780 2,266
Interest 157 163 3.4) 118 32.5 593 457 471
Other income 2 5 NM 0 500.0 4 64 75
Extraordinary items - - NM - NM - - -
PBT 333 209 59.0 224 482 765 1,387 1,870
Tax 116 54 7113.5 79 46.56 272 435 578
Adjusted net profit 217 155 40.0 146 48.9 493 952 1,292
Reported net profit 217 155 40.0 146 48.9 493 952 1,292
Equity capital(FV:INR10) 377 376 o1 377 - 377 377 377
# of shares (mn) 38 38 0.1 38 - 38 38 38
EPS (INR) 5.8 41 39.8 3.9 48.9 131 25.2 34.3
Market cap. (INR mn) 11,758 11,758 11,758
PE (x) 23.8 12.4 9.1
EV/EBITDA (x) 8.8 71 5.7
Market cap / Revenues (x) 0.7 0.6 0.5
as % of net revenues
Raw material*™ 41.7 56.2 (25.8) 31.7 31.7 76.0 74.9 74.3
Other operating expenses™* 41.4 29.2 42.0 52.6 21.3) 9.8 10.3 10.8
EBITDA 12.2 9.6 274 10.4 17.0 9.4 9.6 9.7
Adjusted net profit 4.6 3.8 235 3.5 31.3 2.9 4.6 5.0
Tax rate 34.8 25.9 34.2 35.1 0.9 35.5 31.4 30.9

* Proforma numbers

*does not include erection and construction charges for Q1FY07

*“includes erection and construction charges for Q1FY07
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Financial Statements

Income statement (INR mn)
Year to March FY04 FY05 FY06 FYO7E FYO8SE
Income from operations 8,168 12,303 17,272 20,799 25,610
Direct costs 4,723 8,844 13,128 15,581 19,034
Employee costs 555 760 838 1,085 1,323
Other expenses 1,909 1,503 1,689 2,136 2,761
Total operating expenses 7,187 11,107 15,650 18,802 23,118
EBITDA 981 1,196 1,622 1,997 2,492
Depreciation and amortisation 101 101 269 217 226
EBIT 880 1,096 1,353 1,780 2,266
Interest expenses 605 487 593 457 471
Other income 55 68 4 64 75
Profit before tax 330 676 765 1,387 1,870
Provision for tax (137) 254 272 435 578
Extraordinary items 214 - - - -
Reported profit 253 423 493 952 1,292
Adjusted net profit 466 423 493 952 1,292
Shares outstanding 33 38 38 38 38
Dividend per share - - 1.2 2.7 4.2
Dividend payout % - - 9.2 10.7 12.3
Common size metrics- as % of net revenues

Year to March FY04 FY05 FY06 FYO7E FYO8SE
Operating expenses 88.0 90.3 90.6 90.4 90.3
Depreciation 1.2 0.8 1.6 1.0 0.9
Interest expenditure 7.4 4.0 3.4 2.2 1.8
EBITDA margins 12.0 9.7 9.4 9.6 9.7
Net profit margins (adjusted) 5.7 3.4 2.9 4.6 5.0
Growth metrics (%)

Year to March FY04 FY05 FY06 FYO7E FYO8E
Revenues 11.9 50.6 40.4 20.4 23.1
EBITDA 86.0 21.9 35.6 23.1 24.8
PBT 334.6 105.3 13.0 81.4 34.8
Net profit (adjusted) N.A 9.4) 16.6 93.0 35.8
EPS 589.0 (19.9) 16.5 93.0 35.8
Cash flow statement (INR mn)
Year to March FY04 FY05 FY06 FYO7E FYO8E
Net profit 466 423 493 952 1,292
Add: Depreciation 101 101 269 217 226
Add: Misc expenses written off 1 ()] 3 - -
Add: Deferred tax (137) 219 201 288 350
Gross cash flow 431 739 966 1,456 1,867
Less: Dividends - 31 52 114 178
Less: Changes in W. C. (444) (1,237) (466) (607) 1,186
Operating cash flow 876 1,945 1,381 1,849 503
Less: Change in investments (156) 8 205 - -
Less: Capex (403) (145) (508) 110 372
Free cash flow 1,435 2,082 1,684 1,739 130
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Balance sheet (INR mn)
As on 31st March FY04 FY05 FY06 FYO7E FYO8E
Equity capital 333 376 377 377 377
Preference capital 220 130 130 130 130
Reserves & surplus 1,823 2,742 1,365 2,202 3,316
Shareholders funds 2,375 3,249 1,872 2,709 3,823
Secured loans 5,494 4,749 3,325 3,616 3,543
Unsecured loans 286 35 1 1 1

Borrowings 5,779 4,784 3,326 3,617 3,544
Sources of funds 8,155 8,033 5,198 6,327 7,367
Intangible assets 0 0 2,339 2,202 2,066
Gross block 2,698 2,440 2,024 2,194 2,566
Depreciation 1,241 1,030 133 213 303
Net block 1,457 1,410 1,892 1,981 2,263
Capital work in progress 40 152 60 0 0
Total fixed assets 1,497 1,562 1,951 1,981 2,263
Investments 866 874 205 205 205
Inventories 508 1,064 1,249 1,297 1,677
Sundry debtors 5,889 8,440 7,260 9,100 11,765
Cash and equivalents 403 1,661 636 2,667 2,724
Loans and advances 4,362 4,961 1,619 1,894 2,285

Total current assets
Sundry creditors and others

11,162 16,126 10,764 14,957 18,350
5,630 10,518 9,723 12,297 14,367

Provisions 87 142 136 231 312
Total CL & provisions 5,717 10,661 9,860 12,529 14,679
Net current assets 5,445 5,465 905 2,428 3,671

Net deferred tax 347 128 (201) (489) (839)
Others 0 3 0 0 0
Uses of funds 8,155 8,033 5,198 6,327 7,367
Book value per share (BV) 71 86 50 72 101

Ratios

Year to March FY04 FY05 FY06 FYO7E FYO8E
ROAE (%) 19.1 15.0 19.3 415 39.6
ROACE (%) 10.2 13.5 23.7 30.9 33.1

Current ratio 2.0 1.5 1.1 1.2 1.3
Debtors (days) 263 250 153 160 168
Fixed assets t/0 (x) 5.5 7.9 8.9 10.5 11.3
Average working capital t/o (x) 1.4 2.3 10.5 12.5 8.4
Gross debt/equity 2.4 1.5 1.8 1.3 0.9
Valuations parameters

Year to March FY04 FY05 FY06 FYO7E FYO8E
EPS (INR) 14.0 11.2 13.1 25.3 34.3
Y-o0-Y growth (%) 589.0 (19.9) 16.5 93.0 35.8
CEPS (INR) 171 13.9 20.2 31.0 40.3
PE (x) 22.2 27.8 23.8 12.4 9.1

Price/BV(x) 4.4 3.6 6.3 4.3 3.1

EV/Sales (x) 1.8 1.2 0.8 0.7 0.6
EV/EBITDA (X) 15.2 11.9 8.8 7.1 5.7
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RATING INTERPRETATION

Buy Expected to appreciate more than 20% over a 12-month period Reduce Expected to depreciate up to 10% over a 12-month period

Accumulate Expected to appreciate up to 20% over a 12-month period Sell Expected to depreciate more than 10% over a 12-month period

Trading Buy Expected to appreciate more than 10% over a 45-day period Trading Sell Expected to depreciate more than 10% over a 45-day period
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