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Rating changs - Balance sheet strengthens further

Higher margin irrigation projects offset revenue miss to some extent
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Though 4QFY20 revenues were lower than expectation, KNR Construction
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Research, Sales and Trading team. We (KNR) outperformed on operating margins yet again. Higher interest outflow
el and depreciation owing to mobilization of HAM projects, coupled with
FOL1 higher tax rate led to lower PAT (4QFY20/FY20: -29%/-18%). Order book
\) (incl. L1) stood strong at INR79b, providing strong revenue visibility with

OB/Rev ratio of 3.6x.
B The net cash balance sheet coupled with pending proceeds from
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EPS by 25%, but raised FY22E EPS by 9%. We maintain our Buy rating with TP

of INR280 (prior: INR270), based on Mar’22E EPS.
Financials & Valuations (INR b)

Y/E Mar 2020 2021 2022e lrrigation projects lead to margin surprise; order book remains strong
Sales 222 235 306 W 4QFY20 revenue was down 6% YoY (17% below est.) to INR6.8b. EBITDA was
EBITDA 4.7 4.4 5.8 flat YoY at INR1.5b (9% below est.); EBITDA margin came in at 21.7%, up
FE’QITTDA %) zig 1;'; 1;'2 160bp YoY owing to higher contribution from high margin irrigation projects.
EPS (INR) 145 118 202 Higher interest and depreciation cost coupled with lower other income led
EPS Gr. (%) 183 -184 70.7 to 17% YoY decline in PBT to INR859m. Effective tax rate stood at 21.8% (v/s
BV/Sh. (INR) 1155 1261 145.1 8.9% YoY). Adj. PAT came in at INR672m, down 29% YoY (14% below est.).
Ratios m  FY20revenue stood at INR22.2b, up 5% YoY. EBITDA came in at INR4.7b, up
o ‘(ij 12:31 g; 1‘2:; 14% YoY. EBITDA margins expanded by 120bp YoY to 20.5%. PBT stood at
RoCE (%) 13.9 103 151 INR2.6b, down 4% YoY owing to higher depreciation and interest cost with
Payout (%) 6.8 10.1 5.9 lower other income. Effective tax rate stood at 22.9% (v/s 9.7% YoY).
Valuations Adjusted PAT came in at INR2b, down 18% YoY. Cash flow from operations
P/E () 136 166 97 stood at INR3.9b in FY20 v/s INR2.5b in FY19.
P/BV (x) 1.7 1.6 1.4 . .
EV/EBITDA (x) 63 6.7 39 W Order book stood at INR52.3b, with OB/Rev ratio of 2.4x. The company has
Div Yield (%) 05 05 05 L1 position in a HAM project with EPC value of INR6.4b and in two irrigation
FCF Yield (%) 69 100 116 projects with a value of INR20.2b. Including the same, order book stood at
INR79b, with OB/Rev ratio of 3.6x, one of the highest in the last 10 years.
Shareholding pattern (%) B Gross debt stood at INR2.3b, while net debt stood at INR1.3b, down from
AsOn Mar-20 Dec-19 Mar-19 INR2.0b in FY19. Net D/E improved to 0.1x (FY19: 0.2x).
Promoter 55.2 55.2 55.2 . .
oI 326 311 290 Key management commentary highlights
il 19 )5 30 ™ The company is left with 20-30% of the total labor workforce, with the
Others 104 1.2 121 situation expected to get better from Jul’20. Execution rate in Apr-May’20

stood at 20-30%, with the current rate being 50-60%.

B Proceeds from the Walayar project sale is expected in 1HFY21.

m  NHAI ordering is yet to begin, but the company has identified around six
projects, which it intends to bid for when the bidding process restarts.

B The company has around INR1.5b as retention money with the NHAI/states,
which it expects to come in owing to a directive from the Road Ministry
urging agencies to release retention money to ease the liquidity situation.

FIl Includes depository receipts
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Valuation and view

We cut our FY21E EPS by 25% on account of muted performance expectation in
1HFY21 owing to the COVID led shutdown and the upcoming rainy season. However,
we raise our FY22E EPS by 9%. We forecast FY20-22E revenue/EBITDA/PAT growth of
17%/11%/18%. Our margin estimates are conservative as we build in 210bp margin
decline over FY20-22E. Thanks to the timely monetization of road assets, the company
should have net cash balance sheet position, which gives it a key competitive
advantage over peers in (a) bidding for newer projects, and (b) strong execution
despite the financing challenges in the sector as the dependency on bank financing
is minimal. We maintain our Buy rating with TP of INR280, based on Mar’22E EPS.

Quarterly performance (INR M)
Y/E March FY19 FY20 MOSL
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q FY19 FY20 4QE Var (%)
Net Sales 5,395 4,163 4,489 7,157 4,646 5,232 5,579 6,756 21,204 22,212 8,121 -17
YoY Change (%) 12.2 5.8 36 146 -139 25.7 243 -5.6 9.8 4.8 13.5
Total Expenditure 4,465 3,331 3,588 5,716 3,746 4,154 4,335 5,287 17,103 17,522 6,510
EBITDA 930 831 901 1,441 900 1,078 1,244 1,469 4,101 4,691 1,612 -9
Margins (%) 17.2 200 20.1 201 194 206 223 21.7 19.3 21.1 19.8
Depreciation 360 393 450 478 389 475 517 538 1,681 1,918 523
Interest 72 74 73 75 90 98 142 145 291 474 106
Other Income 178 88 217 151 168 36 70 73 634 346 104
Extra-Ord expense 168 0 0 -25 0 280 -67 0 138 213 0
PBT 676 453 595 1,039 589 541 655 859 2,763 2,644 1,086 -21
Tax 104 3 74 92 112 120 186 187 268 605 300
Rate (%) 15.4 0.6 125 89 19.0 221 284 218 9.7 229 27.7
Reported PAT 740 450 521 922 477 701 402 672 2,633 2,252 786 -14
Adj PAT 572 450 521 947 477 421 469 672 2,495 2,039 786 -14
YoY Change (%) -154 -238 -20.7 187 -166 -6.5 -10.0 -29.0 -83 -183 -17.0
Margins (%) 10.6 108 116 13.2 103 8.0 8.4 9.9 11.8 9.2 9.7

Exhibit 2: Current order book provides strong revenue
Exhibit 1: Order book break-up (FY20: INR52.3b) visibility
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Exhibit 4: PAT trend — Muted growth over FY19-21E is on

Exhibit 3: EBITDA and EBITDA margin trend account of normalization of tax rates
EBITDA (INR b) —O—EBITDA margin (%) Adj PAT (INR b) —O—YoY (%)
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Exhibit 6: KNR has one of the strongest balance sheets in the
Exhibit 5: We have factored in some worsening of working road sector with net D/E of 0.1x in FY20 and likely net cash

capital cycle on account of irrigation projects balance sheet by FY22E
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Management commentary highlights

NHAI:

m  NHAIl awarded 3,211kms in FY20 as against 4,000kms in FY19.

m COVID-19 led to delay in ordering toward end-Mar’20.

B FY21 target consists of awarding 4,000-4,500kms of projects.

B Around 5-10 projects were supposed to be out for bidding in the last two
months but got delayed.

B Around six projects have been identified by KNR, which it intends to bid for.

COVID-19 impact:

B The company faced logistic and raw material availability issues just after the
lockdown ended.

B The company bagged INR20b worth of orders during the shutdown.

®  KNR has not opted for moratorium with banks.

Financial Highlights:

B Interest cost was higher during 4QFY20 due to interest mobilization on HAM
projects.

m Standalone debt stood at INR2.30b, including promoter loan of INR1.8b.

12 June 2020 3



MoTiLAL OSWAL

KNR Construction

B The company has equity commitment of INR5.8b and has invested INR2b till
date.
m  KNRis expected to invest INR1.5b as equity in FY21.

Labor impact:

®  The company is left with 20-30% labor and is trying to hold on to them.

m Different states have put certain rules on entry of migrant people (like
quarantine for 14 days), which has led to difficulty for laborers returning.

B Management expects relaxation to further ease from Jul’20.

m Current projects are running at 50-60% efficiency.

Irrigation project:

m  With delay in payments, margins can return to the 13-15% range.

® Irrigation projects generally have higher margins than road projects.

m  KNR does not intend to subcontract the Pump House project in Kerala.

®  Order backlog: Mehga project — INR5.18b, Navayuga project — INR8.47b, Others
— INR430m.

Receivables:

B INR5b is the total receivable outstanding from the Telangana government for
the Irrigation project. INR2b was outstanding as at end-Mar’20 but got delayed
owing to the COVID situation. INR3b was billed in Apr-May’20.

B KNR expects payment in another 1-2 month.

B The company held some creditor payment to balance out the delay in
receivables.

B KNR has ~“INR1.5b of retention money pending with the NHAI and the states.

Capex:

B Around INRO.5b of maintenance capex will be incurred in FY21.

®  No capex is required in new irrigation projects.

B |n FY22, the company will invest in equipment related to lift irrigation schemes
and pump house irrigation.

EBITDA margin:
B 200-300bp decline is expected in 1HFY21. From 3QFY21, KNR should ramp up
and get margins back.

Tax rate:

B Pending MAT credit of INR340m will be utilized in FY21.
B FY21is expected to see tax rate of ~25%.

B The company will migrate to the new tax rate in FY22.

Others:

B The company expects 3-4 projects in FY21 with a target of INR30b.

B Other expenses were up in FY20 owing to consultancy charges in the HAM
projects.

B In Tamil Nadu, the company expects a tender award, for which bid has been

submitted.

Percentage of land acquired for KSHIP/Palani projects stand at 72%/50%.

Proceeds from the Walayar project sale is expected in 1HFY21.

KNR incurs around INR150m in fixed cost every month.

INR600m of mobilization advance is pending each in Somwarpet and Palani

project.
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Valuation and view

m  Strong balance sheet: KNR has already announced monetization of three HAM
projects as well as the Walayar Toll project. We expect the balance sheet to
strengthen further with net cash position of INR5b by FY22E. The company has
the best balance sheet position amongst mid-cap road EPC companies. This
should support premium valuations for KNR, in our view.

m Strong order book to support revenue growth: Given the company’s strong
order book position (OB/Rev: 2.4x) and superior execution capability, we expect
revenue CAGR of 17% over FY20-22E. Thanks to the strong balance sheet
position, KNR is well positioned to bid for new projects as and when bidding
commences in the road sector. We expect NHAI awarding to pick up in 2HFY21
with total awarding of 4,000-4,500kms for FY21.

B Maintain Buy: We cut our FY21E EPS by 25% on account of muted performance
expectation in 1HFY21 owing to the COVID led shutdown and the upcoming
rainy season. However, we raise our FY22E EPS by 9%. We have pushed the
realization of asset monetization proceeds to FY22E. We forecast
revenue/EBITDA/PAT growth of 17%/11%/18% over FY20-22E. Thanks to the
timely monetization of road assets, the company will have net cash balance
sheet position, which gives it a key competitive advantage v/s peers in (a)
bidding for newer projects, and (b) strong execution despite financing
challenges in the sector as dependency on bank financing is minimal. We
maintain our Buy rating with TP of INR280 (prior: INR270), based on Mar’22E
EPS.

Exhibit 7: We cut our FY21 EPS estimate by 25% and raise FY22E EPS by 9%

Earnings Change (o] [¢] New Change

INRm FY21E FY22E FY21E FY22E FY21E FY22E
Revenue 26,631 29,973 23,534 30,606 -11.6% 2.1%
EBITDA 4,927 5,545 4,354 5,815 -11.6% 4.9%
EBITDA margin 18.5% 18.5% 18.5% 19.0% 0.0% 0.5%
Adj. PAT 2,232 2,619 1,665 2,843 -25.4% 8.5%

Source: MOFSL, Company
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Financials and valuations

Standalone - Income Statement (INR m)
Y/E March FY18 FY19 FY20 FY21E FY22E
Total Income from Operations 19,317 21,204 22,212 23,534 30,606

Change (%) 25.3 9.8 4.8 5.9 30.1
EBITDA 3,861 4,101 4,691 4,354 5,815

Margin (%) 20.0 19.3 21.1 18.5 19.0
Depreciation 1,341 1,681 1,918 2,057 2,175
EBIT 2,520 2,420 2,772 2,297 3,640
Int. and Finance Charges 231 291 474 438 317
Other Income 393 634 346 366 477
PBT bef. EO Exp. 2,682 2,763 2,644 2,225 3,799
EO Items 2 138 213 0 0
PBT after EO Exp. 2,683 2,901 2,857 2,225 3,799
Total Tax -37 268 605 560 956

Tax Rate (%) -1.4 9.2 21.2 25.2 25.2
Reported PAT 2,721 2,633 2,252 1,665 2,843
Adjusted PAT 2,719 2,495 2,039 1,665 2,843

Change (%) 61.7 8.2 -18.3 -18.4 70.7

Margin (%) 14.1 11.8 9.2 7.1 9.3
Standalone - Balance Sheet (INR m)
Y/E March FY18 FY19 FY20 FY21E FY22E
Equity Share Capital 281 281 281 281 281
Total Reserves 11,297 13,862 15,958 17,454 20,128
Net Worth 11,578 14,143 16,239 17,735 20,409
Total Loans 2,118 2,641 2,300 2,300 300
Deferred Tax Liabilities -1,408 -1,739 -1,610 -1,610 -1,610
Capital Employed 12,289 15,045 16,929 18,425 19,099
Gross Block 8,795 10,752 12,769 13,269 14,269
Less: Accum. Deprn. 4,859 6,412 8,331 10,388 12,563
Net Fixed Assets 3,936 4,340 4,438 2,881 1,706
Capital WIP 0 0 102 102 102
Total Investments 5,356 6,448 7,149 8,649 4,942
Current Assets 8,959 10,176 13,880 15,947 24,253
Inventory 712 951 1,232 1,305 1,697
Account Receivables 2,320 2,344 4,761 5,648 6,733
Cash and Bank Balance 438 130 330 988 5,411
Other current assets 5,489 6,751 7,557 8,006 10,412
Current Liability 5,962 5,919 8,639 9,153 11,904
Current Liabilities 5,777 5,754 8,407 8,907 11,584
Provisions 184 164 232 246 320
Net Current Assets 2,997 4,258 5,241 6,794 12,350
Appl. of Funds 12,290 15,045 16,929 18,425 19,099
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Financials and valuations

Ratios

Y/E March FY18 FY19 FY20 FY21E FY22E
Basic (INR)

EPS 19.3 17.7 14.5 11.8 20.2
Cash EPS 28.9 29.7 28.1 26.5 35.7
BV/Share 82.3 100.6 115.5 126.1 145.1
DPS 0.2 0.4 0.9 1.0 1.0
Payout (%) 1.2 2.6 6.8 10.1 5.9
Valuation (x)

P/E 10.2 11.1 13.6 16.6 9.7
P/BV 2.4 2.0 1.7 1.6 1.4
EV/EBITDA 7.6 7.4 6.3 6.7 3.9
Dividend Yield (%) 0.1 0.2 0.5 0.5 0.5
FCF per share -3.4 3.1 13.5 19.7 22.8
Return Ratios (%)

RoE 26.5 19.4 134 9.8 14.9
RoCE 24.7 18.2 13.9 10.3 15.1
RolC 47.7 29.4 24.5 19.1 314
Working Capital Ratios

Fixed Asset Turnover (x) 2.2 2.0 1.7 1.8 2.1
Asset Turnover (x) 1.6 1.4 13 1.3 1.6
Inventory (Days) 13 16 20 20 20
Debtor (Days) 44 40 78 88 80
Leverage Ratio (x)

Current Ratio 1.5 1.7 1.6 1.7 2.0
Interest Cover Ratio 10.9 8.3 5.8 5.2 11.5
Net Debt/Equity 0.1 0.2 0.1 0.1 0.3
Standalone - Cash Flow Statement (INR m)
Y/E March FY18 FY19 FY20 FY21E FY22E
OP/(Loss) before Tax 2,682 2,906 2,937 2,225 3,799
Depreciation 1,341 1,681 1,923 2,057 2,175
Interest & Finance Charges 209 291 473 438 317
Direct Taxes Paid -237 -550 -844 -560 -956
(Inc)/Dec in WC -2,347 -1,506 -310 -896 -1,133
CF from Operations 1,648 2,822 4,180 3,264 4,203
Others -120 -347 -239 0 0
CF from Operating incl EO 1,528 2,474 3,941 3,264 4,203
(Inc)/Dec in FA -2,009 -2,034 -2,036 -500 -1,000
Free Cash Flow -480 441 1,905 2,764 3,203
(Pur)/Sale of Investments -23 -1,083 -1,098 -1,500 3,706
Others 184 262 291 0 0
CF from Investments -1,848 -2,855 -2,843 -2,000 2,706
Inc/(Dec) in Debt 763 268 -511 0 -2,000
Interest Paid -167 -298 -401 -438 -317
Dividend Paid -85 -68 -153 -169 -169
Others 0 170 168 0 0
CF from Fin. Activity 512 73 -897 -607 -2,486
Inc/Dec of Cash 192 -308 200 657 4,423
Opening Balance 246 438 130 331 988
Closing Balance 438 130 331 988 5,411
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NOTES
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