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KALPATARU POWER TRANSMISSION

Strong execution

Engineering and Capital Goods Result Update

Strong execution; margins expand 69bps Y-o0-Y

Kalpataru Power Transmission’s (KPP) Q4FY10 results were ahead of our
expectations, driven by higher execution. Revenue recorded robust growth of
50% Y-o-Y to INR 8.4 bn on back of strong 72% Y-o-Y growth in the
infrastructure division, while transmission division grew 50% Y-o-Y. Biomass
segment’s growth declined 5% Y-o-Y during the quarter. EBITDA in Q4FY10
surged 60% Y-o-Y to INR 926 mn. EBITDA margin improved 69bps Y-o0-Y to
11.1% on back of lower raw material and employee costs, which, to an extent,
were subdued by increase in other expenses. On segmental basis, operating
margins improved for transmission and infrastructure businesses by 74bps Y-o-Y
to 10.0% and 136bps Y-o-Y to 7.2%, respectively; biomass business margins
dipped 2,624bps Y-0-Y to 10.0%. PAT growth was robust at 148% Y-o-Y to INR
574 mn, primarily due to margin expansion and decrease in interest cost.
Interest cost dipped 367bps Y-0-Y to 1.7% of sales.

Order backlog at 1.6x FY11E revenues provides strong visibility

KPP’s order backlog (excluding L1) at FY10 end was flat Y-o-Y at INR 50 bn.
However, order accretion during the quarter, at INR 7 bn, declined 55% Y-0-Y.
Of the current order backlog, international orders account for ~INR 15 bn. The
transmission line tower and distribution segment account for ~INR 45.0 bn and
~INR 2.5 bn, respectively. The pipeline business had an order backlog of ~INR
2.5 bn.

Outlook and valuations: Order inflow lowered; maintain ‘HOLD’

We have marginally revised up our revenue estimates for KPP by 3.3% and
5.2% for FY11l and FY12, respectively on the back of lowered execution period.
Also, we have revised our PAT estimate for FY11lE and FY12E by 7.1% and 8.0%,
respectively on the back of lowered interest cost. Our revised standalone EPS
estimate for FY11l and FY12 is now INR 63.4 (down 8.2%) and INR 70.1 (down
6.5%) despite increase in PAT estimate for FY11l and FY12 due to dilution after
the QIP issue by the company. On our revised estimates, the stock is trading at
P/E of 16.1x and 14.5x FY11E and FY12E earnings, respectively. Given the rich
valuation, we maintain ‘HOLD’ recommendation on the stock and rate it ‘Sector
Performer’ on relative returns (refer rating page for details).

Financials (standalone)

Year to March Q410 Q409 % change Q310 9% change FY10 FY11E
Net rev. (INR mn) 8,383 5,584 50.1 7,192 16.6 25,974 30,753
EBITDA (INR mn) 926 579 60.0 822 12.8 3,048 3,539
Net profit (INR mn) 574 232 147.7 441 30.2 1,705 1,946
Diluted EPS (INR) 21.7 8.7 147.7 16.7 30.1 64.3 63.4
Diluted P/E (X) 15.8 16.1
EV/EBITDA (x) 10.3 9.6
ROAE (%) 18.7 15.0
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Engineering and Capital Goods

Financial snapshot (Standalone) (INR mn)
Year to March Q410 Q409 % change Q310 % change FY10 FY11E FY12E
Revenues 8,383 5,584 50.1 7,192 16.6 25,974 30,753 34,943
Raw material 3,965 3,064 29.4 3,174 24.9 11,552 16,424 18,624
Staff costs 409 308 32.8 416 (1.6) 1,618 1,948 2,201
Other operating expenses 3,082 1,634 88.7 2,780 10.9 9,756 8,841 10,151
Total expenditure 7,457 5,006 49.0 6,371 17.1 22,926 27,214 30,976
EBITDA 926 579 60.0 822 12.8 3,048 3,539 3,967
Interest 145 302 (52.0) 199 (27.0) 723 712 747
Depreciation 109 76 42.7 107 2.3 382 439 536
Other income 74 69 6.3 97 (24.0) 333 242 223
PBT 746 270 176.2 614 21.6 2,276 2,630 2,906
Tax 173 39 346.9 173 (0.3) 571 684 756
Core profit 574 232 147.7 441 30.2 1,705 1,946 2,150
Adjusted net profit 574 232 147.7 441 30.2 1,705 1,946 2,150
Minority Interest 0 0 NM 0] NM 0 0 0
Associate income 0 0 NM 1 NM 0 0 0
Net profit 574 232 147.7 441 30.1 1,705 1,946 2,150
Equity capital (FV INR 10) 265 265 265 265 307 307
No. of shares (mn) 27 27 27 27 31 31
Diluted EPS (INR) 21.7 8.7 147.7 16.7 30.1 64 63 70
Diluted P/E (x) 16 16 15
EV/EBITDA (X) 10.3 9.6 8.8
Market cap / Revenues (X) 1.0 0.9 0.8

as % of net revenues

Raw material 47.3 54.9 44.1 44.5 53.4 53.3
Staff expenses 4.9 55 5.8 6.2 6.3 6.3
Other operating expenses 36.8 29.3 38.7 37.6 28.8 29.1
EBITDA 11.1 10.4 11.4 11.7 11.5 11.4
Depreciation 1.3 1.4 1.5 1.5 1.4 1.5
Other income 0.9 1.2 1.4 1.3 0.8 0.6
Tax rate 231 14.3 28.2 25.1 26.0 26.0
Net profit 6.8 4.1 6.1 6.6 6.3 6.2

NM: Not meaningful
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Kalpataru Power Transmission

Company Description

Kalpataru Power Transmission (KPP), located at Gandhinagar, Gujarat, was promoted by
Mr. Mofatraj Munot, Mr. Mahendra Punatar, and Mr. Imtiaz Kanga. All the promoters
have rich experience in the transmission line industry. The company has three business
divisions viz. transmission line division, biomass energy division, and infrastructure
division. It has an in-house tower testing station with a capacity to test
square/rectangular base towers of up to 800 kV D/C as well as multi-circuit towers. KPP
also ventured into the construction segment with acquisition of ~51% stake in JMC
Projects (JMC); JMC is primarily engaged in the construction of industrial buildings, and
residential and commercial complexes. Off late, JMC has ventured into the infrastructure
segment with projects in roads, bridges, flyovers, and transportation structures.

Investment Theme

India’s inter-regional power transmission capacity is likely to increase from ~20,750 MW
currently to —37,700 MW at the end of the Eleventh Plan (FY12-end). Power Grid
Corporation of India (PGCIL) is likely to invest ~INR 300 bn over FY10-12E period to
upgrade India’s power transmission network. Besides PGCIL, Damodar Valley
Corporation (DVC) and various other state electricity boards (SEBs) are planning
transmission capacity expansions in India. Also, expansion in regional transmission
network in Africa and Middle East is likely to supplement domestic demand and present a
large business opportunity. KPP is the front-runner in the power T&D EPC sector, and
hence, is well-placed to leverage from the opportunity. Further, KPP’s pipeline business is
easily scalable. We expect the company to become a strong player in the pipeline
business, going forward.

Key Risks

Power T&D investments are executed by state utilities, which, in turn, are mandated by
the government. Hence, any change in the political environment can potentially impact
the pace of execution in the industry, thus impacting the timing of revenue growth.
Additionally, customer concentration risk is high in the business, which in turn, impacts
the bargaining power of transmission tower companies. Further, higher than expected
rise in steel prices is likely to negatively impact KPP’s margins.
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Engineering and Capital Goods

Financial Statements - Standalone

Income statement (INR mn)
Year to March FY08 FY09 FY10 FY11E FY12E
Income from operations 17,376 18,825 25,974 30,753 34,943
Materials costs 8,687 10,177 11,552 16,424 18,624
Employee cost 906 1,086 1,618 1,948 2,201
Other manufacturing expenses 5,244 5,335 9,756 8,841 10,151
Total operating expenses 14,836 16,598 22,926 27,214 30,976
EBITDA 2,540 2,227 3,048 3,539 3,967
Depreciation and amortisation 218 273 382 439 536
EBIT 2,322 1,954 2,665 3,100 3,431
Interest expense 521 1,056 723 712 747
Other income 215 308 333 242 223
Profit before tax 2,016 1,206 2,276 2,630 2,906
Provision for tax 516 262 571 684 756
Core profit 1,500 944 1,705 1,946 2,150
Prior period adjustments 1 0 0 0 0
Profit after tax 1,499 944 1,705 1,946 2,150
Equity shares outstanding (mn) 27 27 27 31 31
EPS (INR) basic 56.6 35.6 64.3 63.4 70.1
Diluted shares (mn) 27 27 27 31 31
EPS (INR) fully diluted 56.6 35.6 64.3 63.4 70.1
CEPS (INR) 65.6 47.1 78.8 77.7 87.5
DPS 7.5 7.5 7.5 7.5 7.5
Dividend payout (%0) 15.5 24.6 13.6 13.8 12.5

Common size metrics- as % of net revenues

Year to March FY08 FY09 FY10 FY11E FY12E
Operating expenses 85.4 88.2 88.3 88.5 88.6
Material cost 50.0 54.1 44.5 53.4 53.3
Employee cost 5.2 5.8 6.2 6.3 6.3
Other manufacturing expenses 30.2 28.3 37.6 28.8 29.1
Depreciation and amortisation 1.3 1.5 1.5 1.4 1.5
Interest expenditure 3.0 5.6 2.8 2.3 2.1
EBITDA margins 14.6 11.8 11.7 11.5 11.4
Net profit margins 8.6 5.0 6.6 6.3 6.2

Growth metrics (%26)

Year to March FYO8 FY09 FY10 FY11E FY12E
Revenues 14.0 8.3 38.0 18.4 13.6
EBITDA (3.9) (12.3) 36.8 16.1 12.1
Net profit (6.0) (37.0) 80.6 14.2 10.5
EPS (6.0) (37.0) 80.6 1.4) 10.5
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Kalpataru Power Transmission

Balance sheet (INR mn)
As on 31st March FYO8 FYO09 FY10E FY11E FY12E
Equity capital 265 265 265 307 307
Reserves & surplus 7,413 8,105 9,577 15,713 17,594
Shareholders funds 7,678 8,370 9,842 16,020 17,900
Secured loans 2,959 4,854 4,097 4,097 4,097
Unsecured loans 300 1,693 1,943 1,543 1,543
Borrowings 3,259 6,547 6,040 5,640 5,640
Deferred tax (Net) 97 128 128 128 128
Sources of funds 11,033 15,045 16,009 21,788 23,668
Gross block 2,960 3,591 4,441 5,691 6,441
Depreciation 733 1,007 1,389 1,829 2,364
Net block 2,227 2,584 3,052 3,862 4,076
Capital work in progress 19 100 0 0 0
Investments 1,475 1,268 1,268 1,268 1,268
Inventories 1,537 2,369 2,846 4,213 4,787
Sundry debtors 6,507 9,772 12,809 14,913 16,945
Cash and bank balances 892 445 397 1,603 810
Loans and advances 1,512 3,118 3,558 4,213 4,787
Other current assets 2,857 3,553 4,327 5,137 5,847
Total current assets 13,304 19,257 23,937 30,078 33,175
Sundry creditors and others 5,131 7,214 10,364 11,929 13,154
Provisions 861 950 1,884 1,491 1,697
Total current liabilities & provisions 5,992 8,165 12,248 13,420 14,852
Net current assets 7,312 11,092 11,689 16,657 18,323
Uses of funds 11,033 15,045 16,009 21,788 23,668
Book value per share (BV) (INR) 290 316 371 522 583
Free cash flow (INR mn)
Year to March FYO8 FY09 FY10E FY11E FY12E
Net profit 1,499 944 1,705 1,945 2,149
Add: Depreciation 218 273 382 439 536
Add: Deferred tax 21 31 0 0 0
Add: Others (15) 0 0 0 0
Gross cash flow 1,723 1,248 2,087 2,384 2,685
Less:Changes in working capital 1,770 4,227 645 3,762 2,459
Opertaing cash flow 47) (2,979) 1,442 (1,378) 226
Less: Capex 370 712 750 1,250 750
Free cash flow (418) (3,691) 692 (2,628) (524)
Cash flow metrics (INR mn)
Year to March FYO8 FY09 FY10E FY11E FY12E
Operating cash flow 47) (2,979) 1,442 (1,378) 226
Financing cash flow (341) 3,056 (740) 3,834 (269)
Investing cash flow 344 (505) (750) (1,250) (750)
Net cash flow (45) (428) (48) 1,206 (793)
Capex (370) (712) (750) (1,250) (750)
Dividend paid (233) (233) (233) (269) (269)
Share issuance/(Buyback) 0 0 0 4,503 0
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Engineering and Capital Goods

Profitability & liquidity ratios

Year to March FYO8 FY09 FY10E FY11E FY12E
ROAE (%) 21.3 11.8 18.7 15.0 12.7
ROACE (%) 26.9 16.7 18.7 17.6 16.0
Inventory (days) 66 70 82 78 88
Debtors (days) 125 158 159 165 166
Payable (days) 203 221 278 248 246
Cash conversion cycle (13) 6 (37) 5) 9
Current ratio 2.2 2.4 2.0 2.2 2.2
Debt/EBITDA 1.3 2.9 2.0 1.6 1.4
Interest cover (x) 4.5 1.9 3.7 4.4 4.6
Debt/Equity (x) 0.4 0.8 0.6 0.4 0.3
Adjusted debt/Equity 0.4 0.8 0.6 0.4 0.3

Operating ratios

Year to March FYO8 FY09 FY10E FY11E FY12E
Fixed assets turnover (x) 8.1 7.8 9.2 8.9 8.8
Total asset turnover(x) 1.7 1.4 1.7 1.6 1.5
Equity turnover(x) 2.5 2.3 2.9 2.4 2.1

Du pont analysis

Year to March FYO8 FY09 FY10E FY11E FY12E
NP margin (%) 8.6 5.0 6.6 6.3 6.2
Total assets turnover 1.7 1.4 1.7 1.6 1.5
Leverage multiplier 1.5 1.6 1.7 1.5 1.3
ROAE (%) 21.2 11.8 18.7 15.0 12.7

Valuation parameters

Year to March FY08 FY09 FY10E FY11E FY12E
Diluted EPS (INR) 56.6 35.6 64.3 63.4 70.1
Y-o-Y growth (%) (6.0) (37.0) 80.6 (1.4) 10.5
CEPS (INR) 65.6 47.1 78.8 77.7 87.5
Diluted P/E (x) 18.0 28.6 15.8 16.1 14.5
Price/BV(x) 3.5 3.2 2.7 2.0 1.7
EV/Sales (x) 1.6 1.7 1.2 1.1 1.0
EV/EBITDA (X) 11.0 14.3 10.3 9.6 8.8
Dividend yield (%) 0.7 0.7 0.7 0.7 0.7
Basic EPS 56.6 35.6 64.3 63.4 70.1
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RATING & INTERPRETATION

STOCK
RATING

Company Absolute Relative Relative = Company Absolute Relative Relative
reco reco risk reco reco Risk

ABB India BUY SO L AIA Engineering HOLD SuU M

Bajaj Electricals BUY SO BGR Energy Systems BUY SO

Bharat Heavy Electricals BUY SO Crompton Greaves BUY SO

Cummins India BUY SO Havell's India BUY SO

Jyoti Structures HOLD SP Kalpataru Power HOLD SP

Transmission

KEC International BUY SO Kirloskar Oil Engines BUY SO

Larsen & Toubro HOLD SP Punj Lloyd HOLD SuU

Sanghvi Movers BUY SO Siemens HOLD SuU

Techno Electric & Engineering BUY SO Texmaco BUY SP

Thermax BUY SO Voltamp Transformers HOLD SP

Voltas HOLD SuU

ABSOLUTE RATING

Ratings Expected absolute returns over 12 months
Buy More than 15%
Hold Between 15% and - 5%

Reduce Less than -5%

RELATIVE RETURNS RATING
Ratings Criteria
Sector Outperformer (SO) Stock return > 1.25 x Sector return
Sector Performer (SP) Stock return > 0.75 x Sector return
Stock return < 1.25 x Sector return

Sector Underperformer (SU) Stock return < 0.75 x Sector return

Sector return is market cap weighted average return for the coverage universe
within the sector

RELATIVE RISK RATING

Ratings
Low (L)
Medium (M)

High (H)

Criteria

Bottom 1/3rd percentile in the sector

Middle 1/3rd percentile in the sector

Top 1/3rd percentile in the sector

Risk ratings are based on Edelweiss risk model

Ratings
Overweight (OW)

Equalweight (EW)

Underweight (UW)

SECTOR RATING

Criteria

Sector return > 1.25 x Nifty return

Sector return > 0.75 x Nifty return

Sector return < 1.25 x Nifty return

Sector return < 0.75 x Nifty return
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Engineering and Capital Goods
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Distribution of Ratings / Market Cap Recent Research
Edelweiss Research Coverage Universe Date Company Title Price (INR) Recos
Buy Hold Reduce Total 31-May-10 AIA Increased expenses dent 398 Hold

Engineering profitability;

Rating Distribution* 101 56 9 169 Result Update

* 3 stocks under review
27-May-10 Bajaj One-offs dampen earnings; 202 Buy
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