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Risk to our call

KNR Constructions (KNR) reported decent set of numbers during Q4
FY20 with standalone revenue de-grew by mere ~6% despite COVID
related execution shutdown during 10 days of Mar’ 20.

Its operating margin remained robust at 21.7% (up 161bps yoy)
backed by improved contribution from high-margin irrigation
projects. However, higher interest and tax outgo led to a 29% decline
in adjusted net profit.

At the end of Mar'20, KNR'’s order book stood heathy at ~Rs.52 bn
(excluding 1 HAM projects estimated to have EPC value of Rs.6.4 bn
and two Irrigation projects worth ~Rs.20 bn),

During the quarter, KNR received the appointed date for its
Somwarpet HAM project (4 projects out of 5 HAM projects received
AD). During FY20, KNR booked ~Rs.610 mn of arbitration award,

The Working Capital has increased due to rise in receivables during
the quarter. The Debtors increased to 78 days at end of Q4 FY20
from its normalized levels of ~50 days.

Labor availability during April to June has been at 30-40% on an
average. The Company expects situation to drastically improve from
July 2020.

Despite strong order book position, we expect revenues to be under
pressure in FY21 as loss of execution during Apr'’20 and existing
shortage of labor would impact execution.

Operating margin is likely to come under pressure during H1 FY21
due to sluggish execution while fixed costs continue.

Order book remains strong currently and focus on two major
segments of roads and irrigation to help get new orders. The
proceeds from BOT - toll asset sale (expected in next few months)
would enhance bidding capacity.

Considering the COVID impact on topline and margins, we cut our
estimates for FY21 and FY22. However, we believe, the Company is
well placed to speed up execution as COVID related impact settles.

Continued focus on asset monetization and comfortable balance
sheet position provide comfort. We maintain our BUY rating on the
stock for revised target of Rs.266 (Based on SOTP valuation).

Slower than expected ramp up in execution.

Exhibit 1: Result table (Standalone)

Y/e 31 Mar (Rs m)

Revenue

Operating Profit
OPM (%)

Other Income
Depreciation
Interest
Exceptional item
PBT

Tax

Reported PAT
Adjusted PAT

Q4FY20  QA4FY19 yoy(%)  Q3FY20 qoq (%)
6,756 7,157 (5.6) 5,579 211
1,469 1,441 1.9 1,244 18.1

21.7 20.1 161 bps 223 -55 bps
73 151 (51.9) 70 44
(538) (478) 12.4 (517) 40
(145) (75) 93.0 (142) 2.1
- (25) NA (67) NA
860 1,014 (15.2) 588 462
(187) (92) 103.2 (186) 0.7
672 922 (27.0) 402 67.2
672 947 (29.0) 469 43.3
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With COVID-19 impacting the labor availability and raw material’ supply chain, KNR is
currently executing the projects with the efficiency level of ~55-60%. The management
expects execution during H1 FY21 to remain subdued with likely rebound in H2 FY21.

Out of its Portfolio of 5 HAM Projects, a) KNR Srirangam has achieved 37.4% physical
progress, b) KNR Tirumala achieved 54.4%, c) KNR Shankampet achieved 43.7% and d) KNR
Somwarpeth achieved 6.9% progress. In the 51" HAM project namely KNR Palani, the
company has submitted financial closure document to NHAI on 22" May'20 and expects to
achieve Appointed date over next couple of months.

Order book at the end of FY20 stood at Rs.52.3bn (excludes one HAM project having
estimated EPC value of Rs.6.4bn and two irrigation projects worth ~Rs,20bn).

The management expects NHAI to award ~4,000 km of road projects during FY21 (better
than ~3,200 km awarded in FY20). Out of the current bidding pipeline, the company has
identified 4-5 HAM projects (worth ~Rs.70 bn) mainly located in Telangana, Andhra and
Telangana regions. The management is targeting ~Rs.30 bn of inflows during FY21 (mainly
from road segment).

KNR along with its JV partners has received 2 irrigation projects worth ~Rs.23bn from
Irrigation & CAD Department, Govt. of Telangana on 17t May’20. As per the management,
the projects have better margin profile as compared to roads and other type of irrigation
projects. Going forward, the company is not targeting any major projects from irrigation
segment.

The company has arbitration claims (worth ~Rs.5.5bn) which are under process at different
levels. During FY20, the company has booked Rs.610mn of arbitration award.

For the KNR Walayar BOT project, the company has signed SPA with Cube Highways and
Infrastructure Ill Pte. Ltd for sale of its 100% stake for an enterprise value of Rs.5.3bn. The
company has received approvals from lenders and in-principal approval from NHAI. The
management expects whole process to complete over next two-three months.

With MoRTH considering the release of retention money to provide liquidity to the
contractors, KNR is expecting some inflows from the same (total retention money:
~Rs.1.5bn).

The company has not opted for mortarium considering its comfortable liquidity position
(debt: Rs.2.3bn including promoter loan of Rs.1.8bn; D/E:0.1x).

Till 315t Mar'20, the company has infused ~Rs.2bn towards equity investment in various
projects. Equity requirement towards existing projects during FY21 is estimated to be
~Rs.1.5bn.

The management has guided for minimal capex (Rs.500mn) during FY21.

With available MAT credit of ~Rs.350mn, the management has guided for ~25% effective
tax rate for FY21 (under old tax regime). However, the company would opt for new tax
regime in FY22.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 2
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Exhibit 2: Robust order book provides revenue visibility over next couple of years
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2019

Source: Company, YES Sec - Research; * Estimated EPC value of Oddanchatram - Madathukulam HAM and Kaleshwaram
Irrigation Projects

Exhibit 3: Roads segment contribute 70% to the overall order book*

m Roads (HAM)

B Roads (Others)

M |rrigation

Source: Company, YES Sec - Research; *Excludes estimated EPC value of Oddanchatram - Madathukulam HAM and
Kaleshwaram Irrigation Projects

Exhibit 4: Major player in Southern India with 98% order book concentration
2%
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Source: Company, YES Sec - Research; *Excludes estimated EPC value of Oddanchatram - Madathukulam HAM and
Kaleshwaram Irrigation Projects
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Exhibit 5: Financial Summary (Standalone)

Y/e 31 Mar (Rs m) FY19 FY20 FY21E FY22E
Revenues 21,373 22,442 21,320 26,650
yoy growth (%) 10.6 5.0 (5.0) 25.0
Operating profit 4,270 4,871 3,997 5,273
OPM (%) 20.0 217 18.7 19.8
Reported PAT 2,633 2,252 1,607 2,605
Adjusted PAT 2,658 2,360 1,607 2,605
yoy growth (%) (2.3) (11.2) (31.9) 62.1
EPS (Rs) 18.72 16.0 114 185
P/E (x) 10.5 12.3 17.2 10.6
EV/EBITDA (x) 7.0 6.1 7.1 4.5
Debt/Equity (x) 0.2 0.1 0.1 0.1
RoE (%) 20.5 14.8 9.5 13.7

Source: Company, YES Sec - Research
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this report. 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 YSL and associates 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.

DISCLOSURE OF INTEREST

Name of the Research Analyst : Alok Deora, Lokesh Kashikar

The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.

Particulars Yes/No

Sr.
No.
Research Analyst or his/her relative’s or YSL’s financial

interest in the subject company(ies) No

Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more securities of
2 the subject company(ies) at the end of the month No
immediately preceding the date of publication of the
Research Report

Research Analyst or his/her relative or YSL has any other
3 material conflict of interest at the time of publication of No
the Research Report

Research Analyst has served as an officer, director or
employee of the subject company(ies)

YSL has received any compensation from the subject

company in the past twelve months No

YSL has received any compensation for investment
6 banking or merchant banking or brokerage services from No
the subject company in the past twelve months

YSL has received any compensation for products or
services other than investment banking or merchant
banking or brokerage services from the subject company
in the past twelve months

No

YSL has received any compensation or other benefits from
8 the subject company or third party in connection with the No
research report

YSL has managed or co-managed public offering of
9 securities for the subject company in the past twelve No
months

Research Analyst or YSL has been engaged in market

iy making activity for the subject company(ies)

No

Since YSL and its associates are engaged in various businesses in the financial
services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage
services or for any other product or services of whatsoever nature from the
subject company(ies) in the past twelve months or associates of YSL may have
managed or co-managed public offering of securities in the past twelve
months of the subject company(ies) whose securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more and/or
other material conflict of interest in the securities discussed herein.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18
months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL") is a wholly owned subsidiary of YES BANK LIMITED. YSL is
a SEBI registered stock broker holding membership of NSE, BSE and MCX. YSL is also a SEBI
registered Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL offers,
inter alia, trading/investment in equity and other financial products along with various value
added services. We hereby declare that there are no disciplinary actions taken against YSL by
SEBI/Stock Exchanges.
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