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KEI Industries’ (KEII) Q3FY08 results were in line with expectations on revenue and profitability 

fronts. For the quarter, revenue grew by ~46% Y-o-Y to ~INR 2 bn, EBITDA grew by ~23% Y-

o-Y to INR 301 mn, and net profit grew by ~22% Y-o-Y to INR 135 mn. EBITDA margins 

declined significantly (~240bps) in the quarter to ~12.9% driven by higher raw material expense 

and staff cost, both of which increased by ~53% Y-o-Y. Net margins were down by ~110bps 

to ~5.8%, primarily due to impact of reduced EBITDA and higher interest expense.  

  
EBITDA margins dipped due to lower margins in the stainless steel wires segment, which 

dropped due to volatility in nickel prices, the key input for manufacturing stainless steel. 

Margins in the power cables business were also impacted on account of KEII’s effort to 

gain faster entry in the HT cables segment and expenses incurred by the company to 

expand its dealer network and develop markets in new geographies. 

 

We have revised our FY09 estimates upwards as we expect faster ramp up in the 

Chaupanki facility, which commenced partial production in January 2008. Our FY09 

revenue and PAT estimates stand revised upwards by ~12% to INR 13 bn and by 7% to 

~INR 870 mn, respectively. We are also introducing our FY10E numbers. We expect 

revenues of ~INR 16.5 bn and PAT of ~INR 1 bn in FY10E. KEII is the second-largest 

power cable manufacturer and the largest listed player in the power cable space in India. 

On our fully diluted EPS of INR 11 and INR 14, the stock is trading at a P/E of 8x and 6x 

for FY09E and FY10E, respectively. KEII remains a significant play on the Indian power 

cable industry. We continue to maintain our ‘BUY’ recommendation on the stock.  

 
 Partial completion of Chaupanki expansion project 

KEII’s new manufacturing facility at Chaupanki commenced commercial production in the 

first week of January 2008. However, the HT cable unit of the Chaupanki facility is in the 

final phase of construction and is expected to be commissioned by May 2008. The 

Chaupanki facility is likely to contribute ~INR 3.5 bn to revenues annually. Further, the 

company’s HT cables upgradation and LT cables expansion at Bhiwadi is in the final phase 

of construction and is expected to be operational by April 2008.  

 
 Loss in stainless steel wire segment 

Fall in nickel prices in Q2FY08 resulted in lower selling prices of house wires, which impacted 

the company’s margins for the second time in a row. KEII posted meagre operating margins 

of ~1.6% in the quarter in the stainless steel wires segment, down by ~6% Y-o-Y.  
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Maintaining momentum BUY 

Edelweiss Research is also available on Bloomberg EDEL <GO>, Thomson First Call, Reuters and Factset. 

Financials

Year to September Q3FY08 Q3FY07 % change Q2FY08 % change FY07 FY08E

Revenues (INR mn) 2,335 1,605 45.5 1,984 17.7 6,043 8,851

EBITDA (INR mn) 301 245 22.9 279 7.9 872 1,210

Net profit (INR mn) 135 110 22.4 116 16.2 401 580

EPS (INR) 2.3 2.2 4.5 2.0 16.2 6.8 7.4

P/E (x) 12.6 11.6

EV/EBITDA (x) 7.8 5.6

ROAE (%) 32.0 31.5
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 Plans to enter power generation projects 

KEII plans to enter the power generation space, for which it will form a subsidiary company 

through which investments will be made in power projects. The company plans to enter into 

joint ventures for generation of power through biomass-based power plants. 

 

 Key revision in estimates 

We have revised our revenue estimates upwards for FY09 on the back of increased capacity for 

the LT cable segment. We expect lower margins in FY09E and FY10E due to higher 

competition in the LT power cables segment and lower margins in the HT cables segment as 

the company gains entry in the market. Consequently, our EBIDTA and PAT estimates for FY09 

stand revised. Key revisions are given in the table below: 

 
Table 1: Revised estimates post Q3FY08 results 

FY08E FY09E FY08E FY09E Remarks 

Revenues (INR mn) 8,851     11,790   8,851     13,193  
Higher revenue due to increased capacity for the LT cable 
segment

EBITDA (INR mn) 1,210     1,612     1,210     1,712    

Higher EBITDA in FY09E due to increase in revenue 

estimates, margin compression in LT cable segment due 

to higher competition and lower margins in the HT cables 

segment as the company gains entry in the market.

EBITDA margin (%) 13.7       13.7       13.7       13.0      

PAT (INR mn) 580        812        580        870       
Higher PAT in FY09E due to increase in revenue estimates

Net margin (%) 6.5        6.9         6.5         6.6        

Fully diluted EPS (INR) 7.4        10.4       7.4         11.1      Adjusted for increase in PAT estimates

Previous estimates Revised estimates

 
Source: Edelweiss estimates 

 
 Outlook and valuations: Strong revenue visibility; maintain ‘BUY’ 

 In our view, the improvement in revenue visibility story holds true for KEII, as it does for other 

electrical equipment manufacturers. KEII is the second-largest power cable manufacturer and 

the largest listed player in the power cable space in India. For investors looking to play the 

power cable space in India, KEII is the best option available. On our fully diluted EPS of INR 11 

and INR 14, the stock is trading at a P/E of 8x and 6x for FY08E and FY09E, respectively. We 

continue to maintain our ‘BUY’ recommendation on the stock. 
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Financials snapshot (INR mn)

Year to March Q3FY08 Q3FY07 % change Q2FY08 % change FY07 FY08E FY09E

Revenues (net) 2,335 1,605 45.5 1,984 17.7 6,043 8,851 13,193

Raw material 1,760 1,151 53.0 1,476 19.3 4,385 6,505 9,794

Staff cost 38 25 52.5 35 8.6 115 150 220

Other operating expenses 236 184 28.2 195 21.3 672 985 1,468

Total expenditure 2,034 1,360 49.6 1,705 19.3 5,171 7,640 11,481

EBITDA 301 245 22.9 279 7.9 872 1,210 1,712

Depreciation 19 16 20.5 18 4.2 57 131 177

EBIT 282 229 23.0 260 8.2 815 1,079 1,535

Interest 104 70 48.6 97 6.9 237 300 386

Other income (2) 0 (731.6) (1) 276.5 2 9 5

Extraordinary items 0 0 NM 0 0.0 0 0 0

PBT 176 159 10.3 163 8.2 580 788 1,155

Tax 41 49 (16.7) 47 (12.0) 178 209 284

Adjusted net profit 135 110 22.4 116 16.2 401 580 870

Reported net profit 135 110 22.4 116 16.2 401 580 870

Equity capital(FV:INR 2) 118 101 17.1 118 -            118 120 120

Fully diluted no. of shares (mn) 59 50 17.1 59 -            59 78 78

EPS (INR) 2.3 2.2 4.5 2.0 16.2 6.8 7.4 11.1

Market cap. (INR mn) 5,074 5,074 5,074

P/E (x) 12.6 11.6 7.7

EV/EBITDA (x) 7.8 5.6 4.0

Market cap / Revenues (x) 0.8 0.6 0.4

as % of net revenues

Raw material 75.4 71.7 5.1 74.4 1.4 72.6 73.5 74.2

Other operating expenses 10.1 11.5 (11.9) 9.8 3.0 11.1 11.1 11.1

EBITDA 12.9 15.3 (15.6) 14.1 (8.3) 14.4 13.7 13.0

Adjusted net profit 5.8 6.9 (15.9) 5.9 (1.2) 6.6 6.5 6.6

Tax rate 23.3 30.8 (24.5) 28.6 (18.7) 30.8 26.5 24.6  
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Company Description 

 
KEII is one of the leading manufacturers of low-tension and high-tension power cables in India. It has 

an annual capacity of 3,000 kms for high-tension cables and 37,000 kms capacity for low-tension 

cables. It is undertaking massive capacity expansion projects in high-tension power cables to 

become one of the leading players in the segment. 

 

 

Investment Theme 

 
Power cables constitute ~3% of the total power generation project cost, while it accounts for ~2% of 

the project cost in power transmission projects. Considering the demand for power cables is high on 

the back of industrial expansion and infrastructure growth, KEII as a leading player in this space is 

well-placed to leverage this growth opportunity. 

 

 

Key Risks 

 
Since copper is the main raw material for power cables, any unexpected increase in its prices is likely 

to impact KEII’s margins negatively.  

 

As pre qualifications are awarded to various players from different state utilities and corporates, entry 

barriers are likely to fall, resulting in higher competition.  
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Financial Statements 
 
Income statement (INR mn)

Year to March FY06 FY07 FY08E FY09E FY10E

Income from operations 3,013 6,043 8,851 13,193 16,521

Direct costs 2,031 4,385 6,505 9,794 12,265

Employee costs 81 115 150 220 275

Other expenses 453 672 985 1,468 1,838

Total operating expenses 2,564 5,171 7,640 11,481 14,378

EBITDA 449 872 1,210 1,712 2,143

Depreciation and amortisation 27 57 131 177 195

EBIT 422 815 1,079 1,535 1,949

Interest expenses 95 237 300 386 485

Other income 9 2 9 5 6

Profit before tax 336 580 788 1,155 1,470

Provision for tax 76 178 209 284 362

Reported profit 260 401 580 870 1,108

Adjusted net profit 260 401 580 870 1,108

Basic shares outstanding 10.1 59.0 60.2 60.2 60.2

Diluted share outstanding 10.1 59.0 78.3 78.3 78.3

Dividend per share 2.0 0.5 0.5 0.5 0.5

Dividend payout (%) 7.8 7.3 5.2 3.5 2.7

Common size metrics- as % of net revenues

Year to March FY06 FY07 FY08E FY09E FY10E

Operating expenses 85.1 85.6 86.3 87.0 87.0

Depreciation 0.9 0.9 1.5 1.3 1.2

Interest expenditure 3.1 3.9 3.4 2.9 2.9

EBITDA margins 14.9 14.4 13.7 13.0 13.0

Net profit margins 8.6 6.6 6.5 6.6 6.7

Growth metrics (%)

Year to March FY06 FY07 FY08E FY09E FY10E

Revenues 46.8 100.6 46.5 49.1 25.2

EBITDA 112.4 94.3 38.9 41.4 25.2

PBT 171.5 72.3 35.9 46.5 27.3

Net profit 210.0 54.4 44.4 50.2 27.3

Basic EPS (adjusted for split) 210.0 54.4 44.4 50.2 27.3  
 
Cash flow statement (INR mn)

Year to March FY06 FY07 FY08E FY09E FY10E

Net profit 260 401 580 870 1,108
Add: Depreciation 27 57 131 177 195

Add: Deferred tax 25 32 0 0 0

Gross cash flow 312 490 710 1,047 1,302

Less: Dividends 20 29 30 30 30

Less: Changes in W. C. 442 1,029 883 1,366 1,048

Operating cash flow (150) (569) (203) (349) 224

Less: Change in investments 2 1 0 0 0

Less: Capex 489 516 900 400 100

Free cash flow (641) (1,086) (1,103) (749) 124  
 
 
 



KEI  Industries 

6 

 
 
Balance sheet (INR mn)

As on 31st March FY06 FY07 FY08E FY09E FY10E

Equity capital 101 118 120 120 120

Amount against warrants 39 0 0 0 0

Reserves & surplus 852 1,401 2,044 2,881 3,955

Shareholders funds 992 1,519 2,165 3,001 4,075

Secured loans 532 2,730 2,632 2,832 2,832

Unsecured loans 235 366 613 1,114 1,270

Borrowings 767 3,096 3,245 3,945 4,102

Sources of funds 1,759 4,614 5,410 6,947 8,177

Gross block 886 1,402 2,302 2,702 2,802

Depreciation 142 191 271 378 495

Net block 744 1,211 2,031 2,324 2,307

Capital work in progress 61 199 0 0 0

Total fixed assets 805 1,410 2,031 2,324 2,307

Investments 2 4 4 4 4

Inventories 984 1,761 2,579 3,844 4,814

Sundry debtors 757 1,741 2,550 3,801 4,760

Cash and equivalents 141 1,375 665 543 744

Loans and advances 121 393 576 859 1,075

Total current assets 2,004 5,270 6,370 9,047 11,394

Sundry creditors and others 968 1,949 2,855 4,256 5,329

Provisions 23 45 66 98 123

Total CL & provisions 991 1,994 2,921 4,354 5,452

Net current assets 1,012 3,276 3,449 4,693 5,942

Net deferred tax (60) (75) (75) (75) (75)

Uses of funds 1,759 4,614 5,410 6,946 8,177

Book value per share (BV) 17 26 37 51 69

Ratios

Year to March FY06 FY07 FY08E FY09E FY10E

ROAE (%) 40.9 32.0 31.5 33.7 31.3

ROACE (%) 33.9 25.6 21.5 24.8 25.8

Current ratio 2.0 2.6 2.2 2.1 2.1

Debtors (days) 92 105 105 105 105

Fixed assets t/o (x) 3.7 4.3 4.4 5.7 7.2

Non cash working capital t/o (x) 4.6 4.4 3.8 3.8 3.5

Average capital t/o (x) 2.4 1.9 1.8 2.1 2.2

Net debt/Equity 0.6 1.1 1.2 1.1 0.8

Debt/Equity 0.8 2.0 1.5 1.3 1.0

Valuations parameters

Year to March FY06 FY07 FY08E FY09E FY10E

EPS  (INR) (adjusted for split) 4.4 6.8 9.6 14.5 18.4

Y-o-Y growth (%) 210.0 54.4 41.4 50.2 27.3
Diluted EPS 3.3 6.8 7.4 11.1 14.1

Y-o-Y growth (%) 210.0 104.9 8.7 50.2 27.3
CEPS (INR) 4.9 7.8 12.0 17.8 22.1

P/E (x) 25.9 12.6 11.6 7.7 6.1

Price/BV(x) 5.1 3.3 2.3 1.7 1.2

EV/Sales (x) 2.3 1.1 0.8 0.5 0.4

EV/EBITDA (x) 15.1 7.8 5.6 4.0 3.2  
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Edelweiss Research is also available on Bloomberg EDEL <GO>, Thomson First Call, Reuters and Factset. 

Naresh Kothari Co-Head   Institutional Equities naresh.kothari@edelcap.com +91 22 2286 4246 

Vikas Khemani  Co-Head   Institutional Equities vikas.khemani@edelcap.com +91 22 2286 4206 

Shriram Iyer Head   Research  shriram.iyer@edelcap.com  +91 22 2286 4256 

Coverage group(s) of stocks by primary analyst(s): Power: 
KEI Industries, Apar Industries, Emco, Kalpataru Power Transmission, KEC International, RPG Transmission, Jyoti Structures, ABB, BHEL, Voltas,  

L & T, Siemens, Suzlon Energy and Crompton Greaves 
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Edelweiss Securities Limited, 14th Floor, Express Towers, Nariman Point, Mumbai – 400 021, Board: (91-22) 2286 4400, Email: research@edelcap.com

This document has been prepared by Edelweiss Securities Limited (Edelweiss). Edelweiss and its holding company and associate companies are a full service, integrated 
investment banking, portfolio management and brokerage group. Our research analysts and sales persons provide important input into our investment banking activities. This 
document does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. The information contained 
herein is from publicly available data or other sources believed to be reliable, but we do not represent that it is accurate or complete and it should not be relied on as such. 
Edelweiss or any of its affiliates 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. This document 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 document should make such investigation as it deems necessary to arrive at an independent evaluation of an 
investment in the securities of companies 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. We and our affiliates, officers, directors, and employees may: (a) from 
time to time, have long or short positions in, and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such 
securities and earn brokerage or other compensation or act as advisor or lender/borrower to such company (ies) or have other potential conflict of interest with respect to any 
recommendation and related information and opinions. 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 Edelweiss and affiliates to any registration or licensing requirements within such 
jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and persons in whose possession this document comes, should inform themselves 
about and observe, any such restrictions.  The information given in this document 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. Edelweiss reserves the right to make modifications and alterations to this statement 
as may be required from time to time. However, Edelweiss is under no obligation to update or keep the information current. Nevertheless, Edelweiss is committed to providing 
independent and transparent recommendation to its client and would be happy to provide any information in response to specific client queries. Neither Edelweiss nor any of its 
affiliates, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential including lost revenue or lost profits that 
may arise from or in connection with the use of the information. Past performance is not necessarily a guide to future performance. The disclosures of interest statements 
incorporated in this document are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. Edelweiss Securities 
Limited generally prohibits its analysts, persons reporting to analysts and their family members from maintaining a financial interest in the securities or derivatives of any companies 
that the analysts cover. 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. Analyst holding in the stock: no. 
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Rating Interpretation
  

Rating  Expected to 

Buy appreciate more than 20% over a 12-month period 

Accumulate appreciate up to 20% over a 12-month period 

Reduce depreciate up to 10% over a 12-month period 

Sell depreciate more than 10% over a 12-month period 

Date Company Title Price (INR) Recos 
 
25Jan-08 Kirloskar Out of stream; 137 Accum. 
 Oil. Engi. Result Update 
 
25-Jan-08 TIL Margins continue to impress;610 Buy 
  Result Update 
 
26-Nov-07 Siemens High margins, a one off; 1,952 Reduce 
 India Result Update 
 
02-Nov-07 TIL On fire; 482 Buy 
  Result update 

Edelweiss Research is also available on Bloomberg EDEL <GO>, Thomson First Call, Reuters and Factset. 

Distribution of Ratings / Market Cap 

Edelweiss Research Coverage Universe 

 Buy Accumulate Reduce Sell Total 

Rating Distribution* 108 44 16 3 188 

* 12 stocks under review / 5 rating withheld 

 > 50bn Between 10bn and 50 bn < 10bn 

Market Cap (INR) 103 66 19 


