‘5 RELIGARE

Values that bind

Institutional Equity
Research

Key data 25 April 2008
Sector Capital Goods
Market cap Rs3.2bn/US$0.1bn

Visit Note

Kalindee Rail Nirman Engineers Ltd

52 Wk H/L (Rs) 600/160
BSE Avg. daily vol. (6m) 2,334,285
BSE Code 522259
NSE Code KALINDEE
Bloomberg KRNEIN
Reuters KALI.BO
Sensex 16,721
Nifty 5,000

Shareholding pattern (%)
30-Sep-07 31-Dec-07

Flls 19.6 20.6
MFs and institutions 21 2.8
Promoters 23.7 234
Others 54.7 53.3

Absolute returns (%)

1mth  3mth 12mth
Kalindee Rail 7.2 (23.6) NA
Sensex 9.4 (2.9) 18.3

Kunal Sheth
Kunal.sheth@religare.in
+91 22 6655 0141

Not Rated Current Price: Rs 290

We recently met the management of Kalindee Rail Nirman Engineers Ltd
(KRNEL). The key takeaways from our meeting were as follows:

Railways a huge opportunity waiting to be tapped: The Indian railways
(IR) have charted out aggressive expansion plans. It plans to increase its
spending by 3x to Rs 2,500 bn in the XI plan from Rs 840 bn in the Xth plan.
The metro rail projects and the dedicated freight corridor (DFC) also offer
immense opportunities. Given the reputation that KRNEL enjoys with the
railways for its timely execution and proven skills, it will be among the biggest
beneficiaries of this increased spending.

Strong order book provides revenue visibility: the Company’s order book
of Rs 5 bn (2.7x FYQ7 sales) provides strong visibility. KRNEL expects to bag a
project worth Rs 3-4 bn in the next six months, which will further strengthen
its order book and revenue visibility.

Strong financial performance: The Company’s sales and earnings grew at
CAGRs of 72% and 116% respectively over FY05-07. The company’s sales
were Rs 1.8 bn and EBITDA margin was 11.7% in 9MFY08. The company saw
its margins expand by 380 bps between FY05-9MFY08, mainly due to better
margin contracts and internal efficiencies. The RoE for FYO7 was 22%, which
is quite healthy.

Valuations:

The stock is currently trading at a P/E of 24x Its TTM earnings.

Figure: 1 Financials

Year to 31 March FYO03 FY04 FY05 FY06 FY07
Net Revenues (Rs mn) 305 371 541 901 1,881
EBITDA (Rs mn) 16 19 43 73 182
PAT adj (Rs mn) 9 9 20 36 94
EPS adj (Rs) 1.7 1.9 4.0 7.3 12.3
EPS diluted (Rs) 1.7 1.9 4.0 7.3 12.3
EPS growth (%) 0 9 109 83 68
P/E (x) 169.1 155.0 74.0 404 241
RoE (%) 20 11 15 22 22
Price/BV (x) 14 8 3 2 2
EV/EBITDA (x) 32 26 22 8 5
EV/Sales (x) 53 4.3 4.2 1.8 1.3

Source: Company, Religare Institutional Research
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The Company

Kalindee Rail Nirman Engineers Limited (KRNEL) is a major player in the
execution of the major railway signaling and telecommunication projects in
India. KRNEL is credited with the successful and timely execution of projects
at the highest level of quality and state of the art technology. Kalindee has
executed, with distinction and quality, various prestigious projects spread far
and wide in the country. Its projects include the gauge conversion project
from meter to broad gauge, new railway line construction, the modernization
of railway yards, upgradation of railway sidings in ports, power plants,
petroleum sidings, access control systems for metro rail and fiber optic
networks.

Business Sector
KRNEL is present in the following business segments-

Figure 2: Business segments

. Track, Signaling and Telecommunication, Building, Bridges
Railways . i . .
, Fixed Installations for Electric Traction.

Metro Rail Systems Ballast-less Underground Track, Access Control Systems and Automatic Fare Collection.
Telecommunication Optic Fiber, Copper Cable and Wireless Networks .

Civil Works Buildings, Bridges

Source: Company, Religare Institutional Research
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Railways plan to spend Rs
2500bn in the XI plan

Given the reputation that
KRNEL enjoys with the
railways for its timely
execution and proven skills,
it will be among the biggest
beneficiaries of this
increased spending.

The surplus cash with the
railways has increased
nearly three-fold from Rs
90 bn in 2005 to Rs 250 bn
in 2008.

Railways is a huge opportunity
waiting to be tapped

The railways have charted out aggressive expansion plans. It plans to increase
its spending by 3x to Rs 2,500 bn in the XI plan from Rs 840 bn in the Xth
plan. The metro rail projects and the dedicated freight corridor (DFC) also
offer immense opportunities. Given the reputation that KRNEL enjoys with
the railways for its timely execution and proven skills, it will be among the
biggest beneficiaries of this increased spending.

Figure 3: Expected investments in railways in XI plan.

Rs Cr 2007-08 2008-09 2009-10 2010-11 2011-12 Total

Rolling Stock* 8,082 9,294 10,688 12,291 14,135 54,489
Capacity Augmentation and Development 7,744 10,189 13,431 17,730 23,455 72,548

Safety and Other Works 16,322 18,886 21,879 25376 29,453 111,916
Investment in PSUs 1,883 2,034 2,196 2,372 2,562 11,047
Dedicated Freight Corrider 1,330 2,407 4,357 7,405 14,500 30,000
Metro Rail Projects 3,706 4,206 4,656 5,106 5,856 23,530
Total 39,067 47,016 57,207 70,280 89,961 303,530

Source: Planning commission ,Religare Institutional Research

The total public investment in the Indian railways over the Eleventh Plan is
projected at Rs 2,500 bn. This excludes the investment in metro rail projects.
An additional investment of Rs 235 bn is projected for metro rail projects,
which would be shared equally by the private sector and the respective states.
Another Rs 300 bn is likely to be spent on the dedicated freight corridor,
taking the total investment to Rs 3,035 bn at 2006-07 price level.

With a turn-around in its fortunes, the Indian railways have the resources to
invest and add infrastructure. The surplus cash with the railways has

increased nearly three-fold from Rs 90 bn in 2005 to Rs 250 bn in 2008.

Figure 4: Budget cash surplus for railways
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Source: Budget document, Religare Institutional Research




48 RELIGARE

Values that bind

INSTITUTIONAL EQUITY RESEARCH
Kalindee Rail - Visit note — 25 April 2008

Over the past 2 to 3 years,
the railway freight traffic
has grown by 8 to 11%,,
and is projected to cross

1,100 million tonnes by the

end of the Eleventh Five
Year Plan

The government has
earmarked Rs 300 bn for
the DFC project in the XIth
plan. The addressable
market for the company is
about Rs 60-90bn.

In order to address the
problems of poor
infrastructure and rising
traffic, Mass Rapid
Transport System (MRTS)
projects like metro rails are
gaining importance in
various states

Dedicated rail freight corridor(DFC)

The Indian railways (IR) have withessed a dramatic turn-around and an
unprecedented financial turnover in the past two and a half years. This has
been made possible by higher freight volumes without a substantial
investment in infrastructure, increased axle load, reduction of turn-around
time of rolling stock, reduced unit cost of transportation, rationalization of
tariffs resulting in improvement in market share and improved operating
margins. Over the past 2 to 3 years, the railway freight traffic has grown by 8
to 11%, and is projected to cross 1,100 million tonnes by the end of the
Eleventh Five Year Plan. In order to support the increased volume and
increase the share of freight revenue in the total revenue, the government has
decided to build a DFC. The government has earmarked Rs 300 bn for the
project in the XIth plan. The addressable market for the company is about Rs
60-90bn.

Need for Dedicated Freight Corridor Project

The Golden quadrilateral of Delhi, Mumbai, Chennai and Howrah and its two
diagonals (Delhi-Chennai and Mumbai-Howrah) carry more than 55% of the
revenue earning freight traffic of the IR. The existing trunk routes of Howrah-
Delhi on the eastern corridor and Mumbai-Delhi on the western corridor are
highly saturated with their line capacity utilization varying from 115% to
150%. The surge in the demand for power (requiring heavy movement of
coal), the booming infrastructure and growing international trade have led to
the conception of the Dedicated Freight Corridors (DFCs) along the eastern
and western Routes. To facilitate the smooth and efficient working of the DFC,
the ministry of railways has created a special purpose vehicle (SPV) named
Dedicated Freight Corridor Corporation of India Ltd (DFCCIL). To start with,
the IR has planned to construct a new DFC covering about 2762 kms on two
corridors - the eastern corridor from Ludhiana to Sone Nagar and the western
corridor from Jawahar Lal Nehru Port, Mumbai to Tughlakabad/Dadri - and
interlinking the two corridors at Khurja. The project would focus on the up-
gradation of transportation technology, the increase in productivity and the
reduction in unit transportation costs.

Metro Rails

In order to address the problems of poor infrastructure and rising traffic, Mass
Rapid Transport System (MRTS) projects like metro rails are gaining
importance in various states. Since KRNEL has already bagged orders from the
Delhi Metro Rail Corporation in phase 1 in the past, it has proved that it has
the skill set and the required technologies to win more such orders. This
makes it a strong contender for the upcoming metro projects in Mumbai,
Bangalore and Hyderabad. The XI plan has earmarked Rs 235 bn for metro
projects. The addressable market for the company is about Rs 47-70 bn.
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The company has an order
book of Rs 5 bn (2.7x FY07
sales).

Strong order provides revenue
visibility

The company has an order book of Rs 5 bn (2.7x FY07 sales). The
order book provides a strong visibility. The company expects to bag a

project worth Rs 3-4 bn in the next six months which will further
strengthen its order book and revenue visibility.

Figure 5: Order book break up segment wise
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Source: Company, Religare Institutional Research

The IR is a major customer for KRNEL followed by the Delhi Metro Rail
Corporation. Private customers constitute only 13% of the total order book.
The company depends heavily on the railways’ capex plans. However, the
thrust on metro rail and the increasing mining activity by private players might
reduce its dependence on the railways.

Figure 6: Order book break up customer wise.
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Source: Company, Religare Institutional Research




== HELIGAHE INSTITUTIONAL EQUITY RESEARCH

Values that bind Kalindee Rail - Visit note — 25 April 2008

Strong financial performance

The company saw its sales and earnings grow at CAGRs of 72% and
116% respectively over FY05-07. The company’s sales were Rs 1.8bn
and EBIDTA margin was 11.7% in 9MFY08. The company saw its
margin expand by 380bps between FY05-9MFY08, mainly due to
better margin contracts and internal efficiencies. The RoOE for FYO7 is
also healthy at 22%.

Figure 7: Margin trends
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Source: Company, Religare Institutional Research
Figure 8: Return ratios
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Source: Company, Religare Institutional Research

The company has issued 0.5% coupon FCCBs worth US$ 7 mn (Rs 315 mn) in
April 07 at a conversion price of Rs 160 per share, due in 2012, to fund its
working capital requirement. The company has also allotted 1.6 mn equity
shares to a private equity firm - AMIFI. It has also issued warrants of 0.4 mn
shares to promoters and promoter groups, at a conversion price of Rs 156 per
share.
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Key risks

Dependence on railways

The company largely depends on the railways’ capex plans. Any delay in
spending by the railways could affect the order book and in turn affect the
sales of the company.

Raw material cost inflation
The inability to pass on the price hike in the key raw materials can affect the
margins of the company in an adverse manner.

Low liquidity
Low liquidity leads to wide fluctuation in the price of the stock.

Valuations
The stock is currently trading at a P/E of 24x Its TTM earnings.
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Stock performance

Kalindee Rail

Absolute Perf. From Apr 04

Relative Perf. From Apr 04
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Trailing band charts

Kalindee Rail
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Financials
Income statement (Rs mn) Balance sheet (Rs mn)
Y/E, 31st March FYO3 FY04 FY0O5 FY06 FY07 Y/E, 31st March FYO3 FY04 FY05 FY06 FY07
Net sales 305 371 541 901 1,881 Liabilities
EBITDA 16 19 43 73 182 Equity share capital 49 49 49 49 105
EBITDA margin (%) 5.4 5.0 7.9 8.1 9.7 Total Res. & Surplus 61 74 95 127 590
Depreciation 3 3.7 5.0 5.4 6.2 Total Shareholders' fund 111 124 145 176 696
EBIT 13 15 38 68 176 8?: Ventl)blztDebt 35_ 76; 1 17_ 415- 541-
- ers be
IOtther ':‘?mlel 3 2 o 2 - g = (1) Total Loans 35 76 117 415 541
nterest Expl(Inc) . : : Deferred tax liability (net) 6 6 5 5 2
PBT (Operating) 12 9 26 53 137 Total liabilities 152 205 267 596 1239
PBT margin (%) 3.8 25 4.8 5.9 7.3
Extra ord (inc)/exp 4.2 4.7 0 0 0 Assets
Taxes 6 5 1" 24 52 Net fixed assets & others 29 44 49 56 68
Minority interest - - - - - Capital WIP & others 0 0 0 0 0
PAT( Reported) 11 12 20 36 94 Total non-current assets 29 44 49 56 68
Less: Extra ordinary 26 3.0 Total investments 3 0 0 0 0
income / Others ’ ’ ;::‘:llr‘:r;f::ts
Adj PAT 9 9 20 36 94 .
Adj PAT margin (%) 28 25 36 a0 5.0 Inventories 76 125 131 195 427
. . . - . Sundry debtors 35 28 49 244 408
Cash & cash equivalents 19 20 51 76 505
Quarterly - Financials (Rs mn) Cash
(Rs mn) Q3FY07 Q4FY07 Q1FY08 Q2FY08 Q3FY08 ngd Investments . o1 ] 240
Net sales 49035 82481 48134 43867 93865 T”t‘el" Cu"e”ttassetf 126 — 32; sig 15‘;9
otal current assets
Ch % 1096  106.0 1484 17.8 91.4
EBITan\eS (%) o o o e pre Total current liabilities 70 8 99 79 346
Total provisions 6 5 11 30 62
0,
f/lha”,geso/( %) 1?1'1 123'2 1‘1‘?'2 fi'g ??j Net current assets 120 161 217 540 1,171
PA:rgln (%) : : 2 2 6'2 Misc. expenditure 0 0 ()} 0 0
P g 2; 2; 23 23 o Total assets 152 205 267 596 1239
adj
Changes (%) 1575 2483 1917 421 66.5
Margin (%) 76 45 6.0 6.6 6.6 Cash flow
EPS adj (Rs) 4.26 5.86 2.76 2.76 5.91 Y/E, 31st March FY03 FY04 FY05 FY06 FY07
EPS dil (RS) 4.26 5.86 2.76 2.34 4.99 Cash from operations
PBT 13 12 26 53 137
Ratios 1D'ax ;zaid - (6?3 (5‘2 (11 ; (2452 (52é
ep amortization
:;’ E, 311:t March ACEE AL At AL A Working capital changes (101)  (40) (26) (297) (202)
row
Others 21 1) (0) 2) 1)
:;TS;';S;%) f;; 132'2 S?'; 122'; Net cash from operations 69) (30) (7) (265) (111)
- (%) . 9'1 109'5 83.1 161.6 Cash from investments
PAT adjusted (%) : : : : Capital expenditure (53)  (18) (10) (10) (18)
EPS adjusted (%) 9.1 109.5 83.1 23.2
EPS diluted (% 9.1 1095 83.1 68.0 Sale/purchase of inv & others (3.4) 3.4 - - -
fluted (%) : : : : Net cash from investments (56) (15) (10) (10) (18)
EPS Consl and dilute.(%) Cash from financing
Valuati Issue of shares & share premium 41 - - - 426
aluations .. .
Dividend paid - - - - -
: :\ﬁ"(’ ) 1691'1 155'2 74'2 40'3 24'; Debt change 35 41 41 297 126
X
Others 60 5 6 3 6
EV/EBITDA (x) 53§ fg 422 1 2 1 2 Net cash from finanacing 137 45 47 300 557
EVISales (x) : : : : : Net change in cash 1 1 30 26 429
Profitability
EBITDA margin (%) 54 5.0 7.9 8.1 9.7
Adj PAT margin (%) 28 25 36 40 50 Per share data
RoOE (%) 20.4 10.6 14.7 225 217 YIE, 31st March FY03 FY04 FY05 FY06 FY07
RoCE (%) 24 10 17 16 19 EPS ad]USted 1.74 1.90 3.99 7.30 8.99
RolC (%) 11 6 11 10 18 EPS diluted - wtd 1.74 1.90 3.99 7.30 12.26
EPS Consl and diluted
B/S ratios CEPS 946 1240 16.05 4759 70.59
Debtor days 41 34 31 74 85 O/s shs.-actual (mn) 49 49 49 49 10.5
Working Capital days 120 139 113 188 129 Ols ShS.-d”Ute({j (mn) 4.9 4.9 4.9 4.9 10.5

* RoIC is calculated on the basis of post tax basis
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Rating definition

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

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,
HNIs and Institutional clients and PMS.

This document has been prepared by Religare Securities Limited — Institutional Equities. Affiliates of Religare- Institutional Equities may have issued other
reports that are contrary with and reach different conclusion from the information presented in this report. The views and opinions expressed in this document
may or may not match or may be contrary with the views, estimates, rating and target price of the Priority Client Group of Religare Securities Limited.

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
any jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of Religare-Institutional Business. It does not
constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients Religare-
Institutional will not treat recipients as customers by virtue of their receiving this report. We have reviewed the report, and in so far as it includes current or
historical information, it is believed to be reliable. It should be noted that the information contained herein is from publicly available data or other sources believed
to be reliable. Neither Religare, nor any person connected with it, accepts any liability arising from the use of this document.

This document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for any investment decision. The investment
discussed or views expressed may not be suitable for all investors. The user assumes the entire risk of any use made of this information. The recipients of this
material should rely on their own investigations and take their own professional advice. Each recipient of this document should make such investigations 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 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
market maker in the financial instruments of the company (ies) discussed herein 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. Without limiting any of the foregoing, in no event shall
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.

Copy right in this document vests exclusively with Religare. 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, 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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