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Q2FYO08 Result Review

KEC International

Buy Current Price: Rs725 Target price: Rs927

Results were above our estimates

Figure 1: Actual Vs Religare Estimates

Q2FY08A Q2FY08E Difference (%) Consensus
Net sales 5629.6 5,374 4.8 NA
EBITDA 745.4 661 12.8 NA
EBITDA margins (%) 132 123 90bps NA
PAT 338 250 35.1 NA
PAT margins (%) 6.0 47 130bps NA

Source: Religare Institutional Equity Research, Bloomberg

Financial highlights

Net sales were up 20% YoY to Rs 5.6bn.

EBITDA was up 32% YoY. The EBIDTA margins expanded by 120bps YoY
to 13.4%. The margin improved YoY due to the execution of higher margin
orders in the quarter.

Adjusted PAT was up 56% YoY as interest costs remained flat YoY.
Valuations and Recommendation

The stock is trading at 17x its 1 year forward earnings. We have upgraded our
earnings by 12.4%, 10.9% and 10.5% in FY08, FY09 and FY10 respectively.
As we expect the strong earnings growth to continue, we are upgrading our
target multiple to 16.5x from 15x, to reflect the company’s ability to throw up
positive surprises. We have revised our target price for the stock to Rs 927 in
order to reflect the impact of upgardation of earnings, a higher multiple and
rolling forward of earnings. We maintain our Buy rating on the stock.

Figure 2: Quarterly Performance (Rs mn)
FYO07 FY08 FYO07 FYO8E
1Q 2Q 3Q 4Q 1Q 2QA
Net Sales 4,124 4,677 5,723 6,409 5,116 5,630 20,932 25,591
Change % 8.9 13.3 25.1 34.0 24.1 20.4 21.2 22.3
EBITDA 430 571 805 707 639 754 2,513 3,263
EBITDA margin (%) 10.4 12.2 14.1 11.0 12.5 13.4 12.0 12.7
Change (%) 26.4 47.0 82.6 56.4 48.5 32.1 55.0 29.9
Depreciation 88 84 83 80 88 68 334 317
Other Income 0 2 2 3 1 3 7 11
Interest exp/(inc) 118 157 149 168 163 157 593 629
PBT 224 333 574 461 388 529 1,593 2,328
PBT margin (%) 54 71 10.0 7.2 7.6 9.4 7.6 9.1
PBT growth (%) 46.8 88.9 158.5 115.9 73.0 59.1 108.2 46.2
Extraordinary exp/(Inc) 0 0 0 0 0 0 0 0
Tax 79 116 192 160 135 191 546 810
Effective tax rate (%) 35.1 34.8 33.5 34.6 34.8 36.1 34.3 34.8
PAT reported 146 217 382 302 253 338 1,046 1,517
Adjusted PAT * 146 217 382 302 253 338 1,046 1,517
Adj PAT margin (%) 3.5 4.6 6.7 4.7 4.9 6.0 5.0 5.9
Change (%) 71 125 133 105 74 56 112 45
Equity Capital (Rs mn) 377 377 377 377 377 377 377 377
Adj EPS 3.86 5.75 10.14 8.01 6.71 8.97 27.75 40.24

* Excluding extraordinary
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Other business highlights

® The order book of the company stood at Rs 48bn (including L1 orders).
Nearly 75% of the order book came from international orders and 25%
from domestic orders.

® The company is awaiting court approval for the proposed merger of RPG
Transmission and NITEL into the KEC International. The merger is EPS
dilutive by 2% based on FYO7 PAT.

® We have upgraded our earnings by 12.4%, 10.9% and 10.5% in FYOS8,
FY09 and FY10 respectively, to reflect the better than expected margin
outlook for the company.

Figure 3: Table for earnings revision

(Rs mn) Earlier estimates Revised estimates Upgrade/(downgrade) (%)

FYOSE FY09E FY10E FYOSE FYO9E FY10E FYOSE FY09E FY10E
Net Sales 25591 31681 38225 25591 31681 38225 0.0 0.0 0.0
EBITDA 3151 3790 4461 3262.6 3923.9 4543.6 35 35 3.1
EBITDA margin (%) 12.3 12.0 11.9 12.7 12.4 12.2 40bps 40bps 30bps
PBT 2069 2548 3141 2327.6 2938.4 3607.7 12.5 15.3 14.9
Adj PAT 1350 1696.5 2073.5 1517 1881 2291 12.4 10.9 10.5
Adj PAT margin (%) 5.3 5.4 5.4 5.9 5.9 6.0 60bps 50bps 60bps
Adj EPS (Rs) 35.8 45 55 40.2 49.9 60.8 12.4 10.9 10.5

Source: Religare Institutional Equity Research, Bloomberg




$&RELIGARE

ik Pl Bisd

INSTITUTIONAL EQUITY RESEARCH

KEC International— Q2FY08 Result Review — 2 November 2007

Stock performance

KEC International

Absolute Perf. From Apr 04
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12 month forward rolling band charts

KEC International
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Financials
Income statement

(Rs mn)

Y/E, 31st March FY06 FYO07 FYO8E FYO09E FY010E
Net sales 17,276 20,932 25,591 31,681 38,225
EBITDA 1,626 2,513 3,263 3,924 4,544
EBITDA margin (%) 9.4 12.0 12.7 12.4 12.2
Depreciation 269 334 317 390 395
EBIT 1,356 2,178 2,946 3,534 4,148
Other income - 7 11 50 120
Interest Exp/(Inc) 593 593 629 645 661
PBT (Operating) 763 1,593 2,328 2,938 3,608
PBT margin (%) 4.4 76 9.1 9.3 9.4
Extra ord (inc)/exp - - - - -
Taxes 272 546 810 1,058 1,317
Minority interest - - - - -
PAT( Reported) 492 1,046 1,517 1,881 2,291
Less: Extra ordinary income
/ Others - - - - -
Adj PAT 492 1046 1517 1881 2291
Adj PAT margin (%) 2.8 5.0 5.9 5.9 6.0
Quarterly — Financials (Rs mn)
Y/E, 31st March Q2FY07 Q3FY07 Q4FY07 Q1FY08 Q2FY08
Net sales 4,676.6 5,722.7 6,409.2 5,116 5,629
Changes (%) 13.3 25.1 34.0 241 20.4
EBITDA 571.2 804.5 706.5 639 744
Changes (%) 47 83 56 48.5 30.3
Margin (%) 12.2 14.1 11.0 12.5 13.2
PAT 216.8 382.1 301.8 253 338
PAT adj 216.8 382.1 301.8 253 338
Changes (%) 1251 133.4 104.7 73.8 56.0
Margin (%) 4.6 6.7 4.7 4.9 6.0
EPS adj (Rs) 5.8 10.1 8.0 6.7 9.0
EPS dil (Rs) 5.8 10.1 8.0 6.7 9.0
Ratios
Y/E, 31st March FY06 FY07 FYO8E FYO09E FYO010E
Growth
Net sales (%) 21.2 22.3 23.8 20.7
EBITDA (%) 54.6 29.9 20.3 15.8
PAT adjusted (%) 112.8 45.0 24.0 21.8
EPS adjusted (%) 112.8 45.0 24.0 21.8
EPS diluted (%) 112.8 45.0 24.0 21.8
EPS Consl and diluted (%)
Valuations
P/E (x) 51.4 241 171 14.5 11.8
P/BV (x) 14.6 9.9 9.7 6.1 4.2
EV/EBITDA (x) 17.2 11.5 9.1 7.4 6.1
EV/Sales (x) 1.6 1.4 1.2 0.9 0.7
Profitability
EBITDA margin (%) 9.4 12.0 12.7 12.4 12.2
Adj PAT margin (%) 2.8 5.0 5.9 5.9 6.0
RoE (%) 28.9 44 .4 43.6 37.6 33.4
RoCE (%) 16.0 23.0 25.0 24.6 23.8
RolC (%)* 18.3 21.3 25.6 27.0 294
B/S ratios
Inventory days 30.8 31.5 31.0 30.0 29.0
Creditor days 148.0 148.6 147.0 147.0 147.0
Debtor days 140.4 155.1 155.0 150.0 152.0
Working Capital days 8.6 27.3 47.8 54.8 26.4
Net debt/equity 1.5 1.4 0.8 0.5 0.2

Balance sheet (Rs mn)
YIE, 31st March FY0O6 FY07 FYO8E FYO09E FYO010E
Liabilities

Equity share capital 377 377 377 377 377
Total Res. & Surplus 1,365 2,213 3,549 5,204 7,221
Total Shareholders' fund 1,742 2,590 3,926 5,581 7,598
Convertible Debt -

Others Debt 3,326 3,864 3,864 3,864 3,864
Total Loans 3,326 3,364 3,864 3,864 3,864
Deferred tax liability (net) 209 335 335 335 335
Total liabilities 5,407 6,919 8,255 9,910 11,927
Assets

Net fixed assets & others 4,230 4,076 3,782 3,394 3,001
Capital WIP & others 60 23 2 2 2
Total non-current assets 4,290 4,099 3,784 3,396 3,003
Total investments 205 206 206 206 206
Current assets

Inventories 1,249 1,506 1,804 2,135 2,509
Sundry debtors 6,803 9,041 10,867 13,313 15,918
Cash & cash equivalents

Cash 636 214 758 1,623 2,961
Liquid investments - - - - -
Other current assets 1,619 1,717 2,047 2,218 1,911
Total current assets 10,307 12,478 15,477 19,188 23,299
Total current liabilities 9,266 9,539 10,746 12,125 13,652
Total provisions 136 370 467 754 929
Net current assets 904 2,569 4,265 6,308 8,718
Misc. expenditure 8 45 - - -
Total assets 5,407 6,919 8,255 9,910 11,927
Cash flow

Y/E, 31st March FY06 FYO07 FYO8E FYO09E FY010E
Cash from operations

PBT 1,593 2,328 2,938 3,608
Tax paid (546) (810) (1,058) (1,317)
Dep & amortization 334 317 390 395
Working capital changes (2,087) (1,151) (1,279) (972)
Others 0 0 0 0
Net cash from operations (707) 683 992 1,714
Cash from investments 0 0 0 0
Capital expenditure (140) 2) (2) 2)
Sale/purchase of inv & others 38 (45) 0 0
Net cash from investments (103) (46) (2) (2)
Cash from financing 0 0 0 0
Issue of shares & share premium 0 0 0 0
Dividend paid (125) (182) (225) (274)
Debt change 538 0 0 0
Others (27) 89 0 (0)
Net cash from finanacing 386 (93) (225) (274)
Net change in cash (423) 544 765 1,438
Per share data

Y/E, 31st March FY06 FY07 FYO8E FYO09E FY010E
EPS adjusted 13.0 27.8 40.2 49.9 60.8
EPS diluted - wtd 13.0 27.8 40.2 49.9 60.8
EPS Consl and diluted - - - - -
CEPS 20.2 36.6 48.7 60.2 71.2
Book value 46.0 67.5 104.1 148.0 201.5
Dividend 1.2 2.9 4.2 5.2 5.6
OJs shs.-actual (mn) 37.7 37.7 37.7 37.7 37.7
O/s shs.-diluted (mn) 37.7 37.7 37.7 37.7 37.7
O/s shs wtd / diluted (mn) 37.7 37.7 37.7 37.7 37.7

* ROIC is calculated on post tax basis.
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Rating definition

Buy 1 > 15% returns relative to Sensex Accumulate :
Sell 1 > (-)15% returns relative to Sensex Reduce
Hold : Upto +/ (-) 5% returns relative to Sensex

+5 to +15% returns relative to Sensex
(-) 5 to (-) 15% returns relative to Sensex
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Religare Securities Ltd. Taj Building, 210, D.N. Road, Mumbai - 400001

For inquiries contact:
Email: institutionalsales@religare.in
Phone: 6655 0000

DISCLAIMER: Religare Securities Limited (Religare) has two independent equity research groups: Institutional Equities (Institutional Equity Research) and
Priority Client Group (Religare Research). Religare Institutional Equity Research is aimed to service the institutional clients of Religare Securities Limited
including the Portfolio Management Services of Religare whereas Religare Research is published with a view to service all segments of clients including Retail,
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reports that are contrary with and reach different conclusion from the information presented in this report. The views and opinions expressed in this document
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We are not soliciting any action based upon this material. This report is not to be construed as an offer to sell or the solicitation of an offer to buy any security in
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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 its own advisors to determine the merits and risks of such an investment. Price and value of the investments referred to in this
material may go up or down. Past performance is not a guide for future performance. Certain transactions -including those involving futures, options and other
derivatives as well as non investment grade securities - involve substantial risk and are not suitable for all investors. Reports based on technical analysis centers
on studying charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and as such, may not match with a
report on a company's fundamentals.

Opinions expressed are our current opinions as of the date appearing on this material only. We do not undertake to advise you as to any change of our views
expressed in this document. While we would endeavor to update the information herein on a reasonable basis, Religare, its subsidiaries and associated
companies, their directors and employees are under no obligation to update or keep the information current. Also there may be regulatory, compliance, or other
reasons that may prevent Religare and affiliates from doing so. Prospective investors and others are cautioned that any forward-looking statements are not
predictions and may be subject to change without notice.

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 Religare and affiliates 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.

Religare and its 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 a
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Religare, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any damages of any kind.
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any form to any other person or published, copied, in whole or in part, for any purpose, without prior written permission from Religare. We do not guarantee the
integrity of any e-mails or attached files and are not responsible for any changes made to them by any other person.

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’s holding in the stocks mentioned in the report: NIL
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