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, X . . : Stock data (as on August 13, 2020)
v" KKC's PAT came in ahead of est. as higher other income (incl.

exceptional gain of Rs357mn due to interest on tax refund) & g‘;f%eek b/l Rs) 65;?’228
gross margin expansion negated the sluggish sales performance. Market cap (Rs/USD mn) 121067 / 1618
v" Gross margin expanded by 757bps yoy due to favorable sales Z:t;tjgm:}r;‘is::i; ?Z
mix as distribution business was 37% of sales vs 26% in Q1FY20. Div yield (%): 32
KKC expects gross margin to decline to its sustainable level of Bloomberg code: KKC IN
HIGHLIGHTS 35% once other segments witness recovery in demand. NSE code: CUMMINSIND
v" Commercial/ Residential real estate activities expected to Stock performance
remain sluggish & will take longer time to recover, while data
. . . CUMMINSIND Nifty
centers & healthcare would likely to support powergen biz. Rail 120 1
& Mining (55% of industrial sales) to lead industrial biz recovery 100 +
in next 2-3 quarters. Significant demand uncertainties persist in 80 -
export markets, so recovery would be difficult to predict. 60 -
40 -
v We think fortunes of KKC's powergen business are primarily 20
dependent on realty & infra segments, which would be facing 0 i i .
multiple demand headwind in medium term. Though Aug-19 Dec-19 Apr-20 Aug-20
implementation of CPCB-1V is getting delayed by 2-3 quarters,
weak end markets & price cautious customers won't be able to M 3M 1y
absorb price hikes. Hence, KKC would struggle to maintain Absolutereturn  124% 204 (25.2)

double digit growth on a sustainable basis given a structural

downtrend in the core business. Shareholding pattern (As of Jun’20 end)

' Promoter 51.0%
Our View v" We remain highly skeptical on KKC's margin recovery to 11%+ Fll+DII 37.6%
over FY20-FY22 due to, i) Unfavorable product mix (increasing Others 11.2%

share of industrials within domestic sales, delay in export . . .
Ain earnings estimates

revival), ii) Pricing pressure in India worse than global levels

. o . . i FY21e FY22e
(LHP/ HHP pricing significantly below inflation levels in EPS (New) 16.8 19.6
domestic market), iii) Competition getting fierce amidst slowing EPS (Old) 15.8 19.6
demand and iv) KKC's inability to keep control over fixed costs. % change 6% 0%

We also expect contraction in margins of Export biz in mid-term,
foreseeing incremental competition over time.

v" Retain ‘SELL’ with TP of Rs332 at 17x FY22E EPS. Deteriorating
Valuation earnings quality (post tax non-core income as % of PAT at 56%

in FY22E) & weakening return profile justify our target multiple.

Risk to call v' Faster than expected demand & margin recovery.

Exhibit 1: Financial Summary (Consolidated)

Y/e 31 Mar (Rs mn) FY18 FY19 FY20 FY21E FY22E

Revenues 51,119 56,973 51,915 41,710 48,967

yoy growth (%) 0.1 11.5 (8.9) (19.7) 17.4

EBITDA 7,329 8,691 5,892 3,761 4,897

EBITDAM (%) 14.3 15.3 11.3 9.0 10.0 UMESH RAUT
Adjusted PAT 7,118 7,426 7,056 4,652 5,424 Lead Analyst

yoy growth (%) (9.2) 111 (2.3) (35.9) 16.6 -

EPS (Rs) 24.1 268 26.2 16.8 19.6 Ll e Eeps

P/E (x) 18.1 16.3 16.7 26.0 22.3 +91 7874052571

P/BV (x) 2.9 2.8 2.8 2.6 25

EV/EBITDA (x) 16.2 134 19.3 29.9 22.9 .
Net D/E (x) ©0.1) 0.1) 0.2) ©0.2) ©0.2) AMAR AMBANI, Sr. President, Head of Research
Core ROIC (%) 14.3 13.8 10.6 4.8 6.8 amar.ambani@ysilin

ROE (%) 16.7 17.7 16.7 10.4 11.6

Source: Company, YES Sec - Research
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Exhibit 2: Result table (Consolidated)

(Rs mn) Q1FY21 Q1 FY20 % yoy Q4 FY20 % qoq
Total sales 5,028 13,517 (62.8) 10,625 (52.7)
EBITDA 19 1,516 (98.7) 675 (97.1)
EBITDAM (%) 0.4 11.2 (1,083.2) 6.3 (596.6)
Depreciation (308) (296) 4.2 (313) (1.5)
Interest (44) (54) (17.7) (51) (12.8)
Other income 967 630 534 670 44.3
PBT 634 1,797 (64.7) 981 (35.4)
Tax (180) (579) (68.8) 469 (138.5)
Share in JVs/MI 76 308 (75.2) 290 (73.6)
Recurring PAT 530 1,526 (65.2) 1,740 (69.5)
Exceptional item 0 0 (38)
Reported PAT 530 1,526 (65.2) 1,702 (68.9)
Source: Company, YES Sec - Research
Exhibit 3: Cost analysis (Consolidated)
As a % of net sales Q1FY21 Q1FY20 bps yoy Q4 FY20 bps qoq
COGS 58.1 65.7 (757.3) 64.7 (653.9)
Employee cost 23.8 10.5 1,327.1 13.6 1,013.1
Other expenses 17.7 12.6 5134 15.4 237.4
Total costs 99.6 88.8 1,083.2 93.7 596.6
Source: Company, YES Sec - Research
VALUATION CHART
Exhibit 4: Deteriorating earnings/returns deserve Pre-FY14 P/E trajectory
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Source: Company, YES Sec - Research
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Exhibit 5: PG growth revival hinges on real estate recovery
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Exhibit 6: Distribution remains only secular growth driver for KKC
(Rs mn) (%)
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Exhibit 7: Exports recovery likely to be delayed
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Source: Company, YES Sec - Research
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Exhibit 8: Industrial growth likely to be supported by rail segment
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Exhibit 9: Industrial growth driven by rail & marine segments
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Source: Company, YES Sec - Research
Exhibit 10: Gross margin expansion in Q1FY21 temporary in nature
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Source: Company, YES Sec - Research
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Exhibit 11: Income statement (Consolidated)

Y/e 30 Mar (Rs mn) FY18 FY19 FY20 FY21E FY22E
Total operating revenues 51,119 56,973 51,915 41,710 48,967
Growth (%) 0.1 11.5 (8.9) (19.7) 17.4
EBITDA 7,329 8,691 5,892 3,761 4,897
EBITDA margin (%) 14.3 15.3 11.3 9.0 10.0
Growth (%) (8.9) 18.6 (32.2) (36.2) 30.2
Depreciation & amortization 944 1,111 1,206 1,288 1,371
EBIT 6,385 7,580 4,686 2,473 3,526
EBIT margin (%) 12.5 13.3 9.0 5.9 7.2
Interest 152 168 210 215 240
Other income 1,613 2,351 2,575 2,812 2,600
Profit before tax 7,847 9,763 7,051 5,070 5,886
Tax 1,818 3,263 1,019 1,298 1,483
Associate income 659 926 1,223 880 1,021
Minority interest 0 0 0 0 0
Adjusted net profit 6,687 7,426 7,255 4,652 5,424
Extraordinary items (431) 0 199 0 0
Reported net profit 7,118 7,426 7,056 4,652 5,424
Adjusted net margin (%) 131 13.0 14.0 11.2 111
Diluted EPS (Rs) 24.1 26.8 26.2 16.8 19.6
Growth (%) (9.2) 111 (2.3) (35.9) 16.6
Exhibit 12: Balance sheet (Consolidated)
Y/e 30 Mar (Rs mn) FY18 FY19 FY20 FY21E FY22E
SOURCE OF FUNDS
Share capital 554 554 554 554 554
Reserve & Surplus 40,632 42,275 43,466 45,282 47,035
Total shareholder's funds 41,186 42,830 44,020 45,836 47,590
Minority Interest 0 0 0 0 0
Debt 2,568 3,126 4,893 5,053 3,549
Deferred tax liabilities/(assets) 1,402 2,432 2,265 2,166 1,670
TOTAL 45,156 48,387 51,178 53,055 52,808
APPLICATION OF FUNDS
Gross block 28,509 29,299 33,053 35,053 37,285
Less: Depn. and amort. 8,300 9,147 10,353 11,641 13,012
Net block 20,209 20,151 22,700 23,412 24,273
Capital WIP 387 1,585 800 800 1,200
Long term investments 7,085 4,682 2,559 2,425 2,425
Other long term assets 2,226 2,326 2,077 2,411 2,211
Inventories 5,444 6,329 5,772 5,142 5,635
Debtors 13,382 12,836 12,836 10,856 11,403
Cash & cash equivalents 4,709 7,381 12,353 13,818 12,764
Loans & advances 3,706 5,314 2,863 2,879 3,098
Total current liabilities 11,991 12,215 10,783 8,689 10,201
Net current assets 15,249 19,643 23,042 24,006 22,699
TOTAL 45,156

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Exhibit 13: Cash flow statement (Consolidated)

Y/e 30 Mar (Rs mn) FY18 FY19 FY20 FY21E FY22E
PBT 9,266 10,689 8,075 5,070 5,886
Depreciation 944 1,111 1,206 1,288 1,371
Others (1,664) (1,545) (1,783) (880) (1,021)
Tax Paid (1,835) (2,374) (1,623) (1,298) (1,483)
Changes in Working Capital (392) (2,349) 133 499 254
Net Cash from Operations 6,319 5,532 6,007 4,679 5,006
Capex (918) (2,741) (2,371) (2,334) (2,432)
Change in Investment 1,582 670 (1,163) 134 0
Others (2,004) 2,234 1,395 0 ]
Net Cash from Investing (1,340) 162 (2,139) (2,200) (2,432)
Change in debt 0 558 1,767 160 (1,504)
Change in Equity 0 0 0 0 0
Others (4,696) (5,808) (5,890) (1,174) (2,123)
Net Cash from Financing (4,696) (5,251) (4,123) (1,014) (3,628)
Net Change in Cash 284 444 (255) 1,464 (1,054)
Free cash flow (FCF) 5,096 5,806 4,048 2,639 2,754

Exhibit 14: Ratio analysis (Consolidated)

Y/e 30 Mar (Rs mn) FY18 FY19 FY20 FY21E FY22E
PROFITABILITY RATIOS

EBITDA Margin (%) 14.3 153 11.3 9.0 10.0
Adjusted net margin (%) 13.9 13.0 13.6 11.2 111
Return on invested capital (%) 14.4 14.0 10.7 4.8 6.8
Return on equity (%) 16.7 17.7 16.7 10.4 11.6
EFFICIENCY RATIOS

Asset Turnover 25 2.6 22 1.7 1.9
Debt to equity 0.1 0.1 0.1 0.1 0.1
Net debt to equity (0.1) (0.1) (0.2) (0.2) (0.2)
Interest coverage 42.0 45.2 22.3 115 14.7
Debtor days 95.5 82.2 90.2 95.0 85.0
Inventory days 38.9 40.5 40.6 45.0 42.0
Payable days 54.2 52.9 49.0 49.0 49.0
PER SHARE DATA

Diluted EPS (Rs) 241 26.8 26.2 16.8 19.6
BVPS (Rs) 148.6 154.5 158.8 165.4 171.7
DPS (Rs) 15.0 17.0 14.0 8.5 11.0

VALUATION RATIOS

P/E 18.1 16.3 16.7 26.0 22.3
P/BV 29 2.8 2.8 2.6 2.5
EV/EBITDA 16.2 134 19.3 29.9 22.9
Dividend Yield (%) 34 3.9 3.2 1.9 2.5

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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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 : Umesh Raut

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

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

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.

YES Securities (India) Limited

Registered Address: Unit No. 602 A, 6th Floor, Tower 1 & 2,
Indiabulls Finance Centre, Senapati Bapat Marg, Elphinstone Road,
Mumbai - 400013, Maharashtra, India.

Contact Details: +91-22-71123123
Email: research@ysil.in | Website: https://yesinvest.in

Registration Nos.: CIN: U74992MH2013PLC240971 | SEBI Single
Registration No.: NSE, BSE, MCX & NCDEX : INZ000185632 | Member
Code: BSE - 6538, NSE - 14914, MCX - 56355 & NCDEX - 1289 |
MERCHANT BANKER: INM000012227 | RESEARCH ANALYST:
INHO00002376 | INVESTMENT ADVISER: INAOO0O007331 |
AMFI ARN Code - 94338

Details of Compliance Officer: Name: Vaibhav Purohit,
Email id: compliance@ysil.in, Contact No-+91-22-33479208

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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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, NCDEX 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.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.



