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CMP: % 222

Target: ¥ 270 (22%)
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February, 14, 2021

Strong execution again; healthy growth outlook...

KNR Constructions reported a robust set of Q3FY21 numbers wherein
standalone revenue improved 23% YoY to X 686.3 crore, reflecting the sharp
pick-up in execution aided by healthy order book position and normalisation
of labour availability/raw material supply chain post Covid-19 related
disruptions. Furthermore, EBITDA margins, at 19.7%, were down 258 bps
YoY, on account of project mix. At the PAT level, robust operating
performance coupled with lower depreciation expense translated to 93%
YoY growth to X 77.6 crore.

Healthy order book position; execution to pick up ahead

KNR’s order book was robust at ¥ 7,664 crore (3.1x order book to TTM
revenues), mainly contributed by irrigation (45%), roads - HAM (30%) and
roads - EPC (25%) segments. Additionally, KNR secured a road EPC project
worth ¥ 539 crore in Tamil Nadu in January, 2021, strengthening its order
book further. Going forward, the company has submitted bids for 16 road
projects (15 HAM, one EPC) worth ~% 20,000 crore and aims to bag
~X 3,000-4,000 crore of orders in remainder of FY21. On execution front, its
healthy pace is likely to continue with strong order book position and desired
level of labours, raw material on-site. With these, the management expects
revenue to reach ¥ 2,500 crore in FY21E and has guided for 15-20% growth
in FY22E. Also, operating margin is likely to sustain at 18%+, going ahead.

Dues from Telangana sharply come down; at net debt-free level

Telangana dues have come down to ¥ 290 crore (including ¥ 140 crore old
dues and new billed and unbilled revenues) by Q3 end, mainly backed by
receipt of funds worth ~% 540 crore in November 2020. The management
expects further reduction with older dues getting cleared by FY21 end.
Additionally, KNR has infused % 346 crore equity towards HAM projects and
remaining equity commitment is ¥ 280 crore. It has guided for ¥ 90 crore
further equity infusion in Q4FY21 and ¥ 139 crore, ¥ 50 crore infusion in
FY22, FY23, respectively that is likely to be supported by internal cash
generation. During Q3FY20, standalone gross debt was at ¥ 16 crore, with
% 43 crore of cash, KNR remained net cash. Net working capital moderated
to 54 days (vs. 44 days) largely driven HAM receivables of ¥ 333 crore, as
the company has not drawn debt at SPV levels.

Valuation & Outlook

KNR is a proxy play on increased focus on roads and overall infrastructure
push. Considering a) strong execution, b) elevated level of margins, c) best
in class working capital cycle, d) monetisation of BOT/HAM assets, ) healthy
balance sheet, and f) strong return ratios, we maintain BUY on the stock with
a revised SoTP target price of ¥ 270 (X 260, earlier).

Key Financial Summary

< crore FY19 FY20 FY21E FY22E
Net Sales 2,137.3 2,244.2 2,523.6 2,962.8
EBITDA 421.0 487.1 491.6 563.5
EBITDA Margin (%) 20.0 21.7 19.5 19.0
PAT 263.3 225.2 259.1 303.6
EPS R) 18.7 16.0 9.2 10.8
P/E (x) 11.9 14.0 24.3 20.7
EV/EBITDA (x) 15.3 13.2 12.7 10.9
RoNW (%) 18.6 13.9 13.8 14.0
RoCE (%) 19.0 19.0 20.5 18.6
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Particular Amount (% crore)
Market Capitalization 6,238.4
Total Debt (FY20) 214.1
Cash (FY20) 33.1
EV 6,419.5
52 week H/L () 242/ 86
Equity capital 56.2
Face value 2.0

Key Highlights

® Total backlog at ~X 7,664 crore,
provides strong revenue visibility
of two to three years

® Maintain BUY with target price of
% 270/share

Key Risks to our Call

® Delay in Telangana’s remaining
receivables collection

® \Weaker than expected execution
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FY23E CAGR FY20-23E
3,535.8 16.4%
690.2 12.3%
19.5
390.6 20.1%
13.9
16.1
8.7
15.3
21.0

Source: Company, ICICI Direct Research

e
(&S]
S
o
D
(%}
[<b]

oc
>

=
=
o

L

‘©

+—
<5}

oc
I
n
(<b]
=
=
=
(&]
D

(V2]

=]

—




ﬂ Result Update | KNR Constructions ICICI Direct Research
Exhibit 1: Variance analysis

Particulars Q3FY21 Q3FY21E Q3FY20 YoY (%) Q2FY21 QoQ (%) Comments
Total Operating Income 686.3 619.0 557.9 23.0 601.2 14.2 Strong execution led to topline beat
Other Income 26.6 15.0 7.0 281.3 1.6 250.1

Consumption of raw materials 214.1 198.1 175.2 22.2 190.5 12.4

Employee benefit expenses 40.2 31.0 30.3 32.8 29.3 31.6

Other Expenses 91.0 58.8 71.3 17.8 53.9 68.7

EBITDA 135.3 117.6 124.4 8.8 124.0 9.0

EBITDA Margin(%) 19.7 19.0 22.3 -258 bps  20.6 -92 bps

Depreciation 31.3 37.1 51.7 -21.8 35.2 6.1

Interest 18.4 14.0 14.2 30.1 15.8 16.6

PBT 106.1 81.5 65.5 62.0 80.7 31.5

Taxes 28.5 20.5 18.6 53.4 19.6 NM

PAT 77.6 54.2 40.2 93.0 49.8 55.7

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY20 FY21E FY22E FY23E Comments
R Crore) 0ld New % Change old New % Change
Revenue 2,244.2 2,523.6 2,942.2 2,962.8 0.7 3529.0 3,535.8 0.2 Realign estimates post Q3
EBITDA 487.1 491.6 557.8 563.5 1.0 688.1 690.2 0.3
EBITDA Margin (%) 21.7 19.5 19.0 19.0 6 bps 19.5 19.5 2 bps
PAT 225.2 259.1 274.3 303.6 10.7 359.6 390.6 8.6
Diluted EPS (%) 8.0 9.2 9.8 10.8 10.7 12.8 13.9 8.6

Source: Company, ICICI Direct Research
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Conference call Highlights

Ordering & Construction activity: Construction activities across the
infrastructure sector have picked-up in Q3FY21 mainly aided by
improved labour availabilities (strength has reached at pre-Covid level),
smoothening of supply chain, and passage of monsoon period. During
9MFY21, road construction stood at ~8,200km (up 8% YoY).
Additionally, project awarding has witnessed significant improvement
across major segments such as roads, urban infrastructure, water
infrastructure and irrigation. Particularly, NHAI has awarded 2,423 km
during 9MFY21. Going forward, the management expects tendering
activities to remain robust (mainly in the road sector) backed by strong
visibility provided by NHAI's healthy bidding pipeline of ¥ 72,000 crore
(HAM'’s share: 55%, EPC: 38%, BOT: 2%). NHAI is aiming to award
4,800-5,000km during FY21 (vis-a-vis initial target of 4,500 km)

Order book and inflows: KNR'’s order book at the end of December 2020
was robust at ¥ 7,664 (~3.1x order book to TTM revenues), mainly
contributed by irrigation (45%), roads - HAM (30%) and roads - EPC
(25%) segments. Additionally, KNR has secured a road EPC project
worth ¥ 539 crore in Tamil Nadu post December 2020. During YTDFY21,
total inflows for the company were at ~% 4,000 crore. Going forward, the
company has submitted bids for 16 road projects (15 HAM, one EPC)
worth ~% 20,000 crore and aims to bag ~% 3,000-4,000 crore of orders
in the remainder of FY21

Guidance: Project execution has gathered pace during Q3FY21 with
improved labour availability and the company is currently operating at
pre-Covid efficiency levels. With these, the management expects overall
revenue to reach T 2,500 crore in FY21E and has guided for 15-20%
growth in FY22E. Additionally, operating margin is likely to sustain at 17-
18% with a better project mix

HAM projects: KNR has received appointed date for KNR Palani Infra
(Oddanchatram to Madathukulam) project having bid project cost of
% 920 crore on October 5, 2020. With these, all of its five HAM projects
are under executions. The physical progress on these projects are: a)
Trichy-Kallagam: 58.9%, b) Chittor-Mallavaram: 72.1%, c¢) Ramsanpalle-
Mangloor: 64.2% d) Magadi-Somwarpeth: 22.4% and e)
Oddanchatram-Madathukulam: 14.0%. The management has guided to
complete first three projects by June 2021

Equity requirement: Out of the total equity requirement of ¥ 624.3 crore,
KNR has already infused % 345.6 crore equity towards the HAM projects
till December 2020. The management has guided for ¥ 90 crore, ¥ 139
crore /~% b0 crore equity infusion towards HAM projects during
Q4FY21E, FY22E, FY23E, respectively

Irrigation project: The status of its four major projects in the irrigation
segments are: a) Mallana Sagar (Megha Engineering): ¥ 195 crore
outstanding order book value; likely to get completed by Q1FY22, b)
Venkatadri Reservoir bund (Navayuga Engineering) project: 3775 crore
outstanding order book value; likely to get completed over next one
year, and c) Kaleshwaram Project: work on first package started during
Q3FY21 while work on the second project will commence in Q1FY22.
Additionally, old dues from Telangana government have significantly
came down from ¥ 680 crore in September 2020-end to T 140 crore by
December 2020-end. Currently, the company has ¥ 290 crore (including
unbilled revenues) of total exposure towards Telangana government
which the management expects to reduce further by March 2021-end

ICICI Securities | Retail Research
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e Debt: KNR’s standalone debt has declined to ¥ 16 crore at the end of
December 2020. Additionally, cash and cash equivalent was at 43 crore,
aiding company to achieve net debt free status at standalone level. Its
consolidated debt/cash at the end of Q3FY21 was at ¥ 750 crore/ X
75crore, respectively

e Other income and interest cost: KNR executed a project in Karnataka
around a decade back, which was given to a sub-contractor for
implementation on back-to-back basis. On this project, the company has
received ~X 12.5 crore as interest income from authority during Q3FY21
(accounted under other income), which got passed-on to sub-contractor
(accounted under finance cost). Adjusted to this accounting, the
management expects interest cost to remain lower at % 6-7 crore on a
quarterly basis, going forward

e Capex: KNR incurred a capex of % 60 crore during 9MFY21 and expects
to incur another ~X 40 crore during Q4FY21. Similarly, the company
expects capex to remain at ¥ 100-120 crore in FY22

e Working capital: Working capital days were at 55 days at the end
Q3FY21 (vis-a-vis 44 days in end-Q2FY21) as the company has not
drawn new debt at HAM levels. Majority of incremental debtor is from
HAM projects

ICICI Securities | Retail Research 4
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Company Analysis

Exhibit 3: Order book update

Key Projects ( crore)
Elevated Highway along Avinashi Road in Coimbatore City (EPC) 1025
Magadi to Somwarpeth Project (KSHIP HAM) 698
Oddanchatram to Madathukulam Project (HAM) 551
Ramsanpalle to Mangloor Project (HAM) 388
Chittor to Mallavarm Project (HAM) 374
Trichy to Kallagam Project (HAM) 316
Top six projects 3352.2
Other Road projects 845.9
Irrigation projects 3465.6

Other projects

Total 7663.7

Source: Company, ICICI Direct Research

Exhibit 4: Strong order book position
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Exhibit 5: Net working capital days trend
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Exhibit 6: Revenue recovery better than anticipated
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Exhibit 7: EBITDA & EBITDA margin trend
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Exhibit 8: PAT trend
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Exhibit 9: Return ratios trend
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Valuation & Outlook

The company is a focused road based EPC player that enjoys a strong
execution track record with the reputation of completing projects on
time/ahead of the schedule. KNR also enjoys best in class WC cycle with
very healthy balance sheet and strong return ratio. With net debt free
position at standalone levels, equity commitment is likely to be supported
by internal cash generation and irrigation dues recovery and should not
entail new debt at standalone levels

Hence, we maintain our BUY recommendation on the stock with an SoTP
based revised target price of ¥ 270/share. We value its core EPC business at
% 255/share (10x FY23E EV/EBITDA).

Exhibit 10: SoTP valuation

Value  crore) Per Share () Comment

EPC Business (A) 6902 245 10x FY23E EV/EBITDA
BOT toll Investment (B = C+D) 90 3
Muzaffarpur tollway (D) 90 3 1x P/BV
HAM Projects Investment (E) 346 12 1x P/BV
Total Equity Investment (F=B+E) 436 16
Less: Net Debt (G) -280 -10 FY23E Net Debt
SoTP Value (A+F-G) 7618 m
Rounded-off target price 210

Source: Company, ICICI Direct Research

Exhibit 11: Price Performance

250 - 16000
200 - -~ 12000
150 ~
8000
100
60 4000
0 T T T T T T 0
(=) [o=] (=2 (=2 o o -
T T T8 g«
= (=2 el (=2 =2 [=2] K=l
F F g FEFE
KNR (LHS) —— Nifty Index

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research

ICICI Direct Research



ﬂ Result Update | KNR Constructions ICICI Direct Research

Financial summary

Exhibit 12: Profit and loss statement % crore @ Exhibit 13: Cash flow statement g crore

X Crore) FY20 FY21E FY22E FY23E < crore FY20 FY21E FY22E FY23E
Net Sales 2,244.2 2,523.6 2,962.8 3,535.8 Profit before Tax 304.4 359.8 405.9 522.2
Other operating income - - - - Depreciation 191.8 146.8 197.2 2115
Total Revenues 2,244.2 2,523.6 2,962.8 3,635.8 Interest Paid 41.4 42.0 21.2 28.8
Raw Material Expense 753.3 807.5 948.1 1,131.4 Cash Flow before WC changes 476.3 491.6 563.5 690.2
Other Construction Exp. 601.7 772.2 918.5 1,096.1 Net Increase in Current Assets (350.5)  (115.0)  (284.8)  (338.5)
Employee benefit expenses 125.2 140.8 165.3 197.3 Net Increase in Current Liabilities 286.7 118.7 172.7 225.3
Other Expenses 277.0 311.4 367.4 420.8 Net CF from Operating Activities 338.2 394.5 349.2 445.4
Total Operating Exp 1,757.2 2,032.0 2,399.3 2,845.6 (Purchase)/Sale of Fixed Assets (198.7) ~ (100.0)  (150.0)  (150.0)
EBITDA 487.1 491.6 563.5 690.2 Purchase of Investment (70.2)  (102.5)  (155.8)  (148.0)
Other Income 56.6 57.1 66.8 78.3 Interest Income (56.6) (57.1) (66.8) (78.3)
Interest 47.4 42.0 27.9 28.8 Net CF from Investing Activities (212.3) (145.4) (239.0) (219.7)
Depreciation 191.8 1468 1972 2175  Proceeds from share capital :

PBT 304.4 359.8 405.9 522.2 Interest Paid 47.4 42.0 21.2 28.8
Total Tax 68.5 100.7 102.3 131.6 Net CF from Financing Activities (105.9)  (201.8) 33.7 (120.5)
Reported PAT 235.9 959.1 303.6 390.6 Net Cash flow 20.1 41.4 143.9 105.2
Adjusted PAT 235.9 259.1 303.6 390.6 Opening Cash/ Cash Equivalent 13.0 33.1 80.4 224.3
EPS (Diluted) 8.0 9.2 10.8 13.9 Closing Cash/ Cash Equivalent 331 80.4 224.3 329.4

Source: Company, ICICI Direct Research
Source: Company, ICICI Direct Research ur pany, g i

Exhibit 14: Balance sheet % crore I Exhibit 15: Key ratios

[ Crore) FY20 FY21E FY22E FY23E (Year-end March) FY20 FY21E FY22E FY23E
Liabilities Per Share Data
Share Capital 28.1 56.2 56.2 56.2 EPS (Fully Diluted) 16.0 9.2 10.8 13.9
Reserves & Surplus 1,595.8 1,821.5 2,116.0 2,494.9 Cash EPS 29.7 14.4 17.8 21.6
Networth 1,6239 1,877.8 21722 25511 BV 115.5 66.8 112 90.7
Secured Loan 33.7 59.5 129.5 49.5 49.5
Unsecured Loan 180.5 - - - Operating Ratios
Total Debt 214.1 59.5 129.5 49.5 EBITDA / Net Sales 21.7 19.5 19.0 19.5
Deferred Tax Liability _ R B _ PAT / Net Sales 10.0 10.3 10.2 1.0
Total Liabilities 185 1956 2323 2625  InventoryDays 2 2 2 2
Debtor Days 77 70 70 70
Assets Creditor Days 41 41 41 4
Gross Block 1,211 13111 14611 1,611 Return Ratios
Net Block 377.9 3311 2839 2164  NoE 139 138 140 153
Capital WIP 102 102 102 102  RoCE 190 205 186 210
Non-current Investments 755.7 858.2 1,014.0 1,162.0 RolC 286 31 349 430
Valuation Ratios
Current Assets
Inventories 123.2 138.3 162.3 193.7 E\//E/ EBITDA 12; ;2'6 ;gg 22
13. 4.1 .5 16.
Sundry Debtors 476.1 484.0 568.2 678.1
EV / Net Sales 2.8 2.5 2.1 1.7
Loans and Advances 6.9 1.3 7.9 8.6
Market Cap / Sales 2.8 2.5 2.1 1.8
Other Current Assets 635.2 714.2 838.5 1,000.7 -
Price to Book Value 1.9 33 2.9 2.4
Cash 33.1 80.4 224.3 329.4 X
Total C A 1,241.4 1,343.8 1,576.9 1,881.1 Turnover Rafios
t t t ,241. 949, ,910. ,001.
CO Z_ urent ASsets ) 287 23 25,6 Asset turnover 1.2 1.3 1.3 1.3
reditors S 4 15 > Gross Block Turnover 1.9 1.9 2.0 2.2
Provisions 17.3 19.5 22.9 21.3 .
Solvency Ratios
Other Current Liabilities 593.7 677.6 795.5 949.3 Debt / Equity 0.1 0.0 0.1 0.0
Other Long Term Liabilities 11.6 13.0 15.3 18.3 Current Ratio 14 14 14 14
Total Current Liabilities 862.2 979.4 1,149.9 1,372.2 Debt / EBITDA 0.4 0.1 0.2 0.1
Net Current Assets 433.2 465.7 672.3 859.2 Quick Ratio 13 1.2 1.2 1.2
Total Assets 1,856 1,956 2,323 2,625 Source: Company, ICICI Direct Research

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
1+
ﬁ'clcl(i//r‘v‘[ com | “.“_f. | |
I».lllm-nll’-)'::)ul Fingertips | BHOI{ER \ .
ICICI Securities Ltd. 75 STARMINE | |
| Eﬂ;‘avysmwa'd 2012 ‘£=-;
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Bhupendra Tiwary, CFA, MBA (Finance), Lokesh Kashikar, MMS, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our
views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above
mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in
the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.
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with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial
interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as

Our proprietary trading and investment busil may make i decisions that are inconsi with the recomr i p  herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. 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 Institutional Research.
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The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
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associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.
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ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject
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ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
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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 ICICI Securities 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.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject
company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

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 ICICI Securities 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.

ICICI Securities | Retail Research 10



