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KEC International Ltd
Strong order book to lead growth

Capital Goods Sharekhan code: KEC
Reco/View: Buy © CMP: Rs. 949 Price Target: Rs. 1,100 N
/]\ Upgrade € Maintain J Downgrade
Summary

¢ Order book is at a record high of ~Rs. 42,500 crore (including L1 position of Rs 8412 crore),
representing a 2.5x revenue potential on the base of FY24x revenues. Revenue growth of 14% was
led by T&D segment (28%) which was compensated by non-T&D segment (-3%).

Operating profits grew by 17%, while margins improved by 17bps to 6.3%. Margins recovery were
slower due to execution of low margin legacy orders.

Strong traction in T&D segment leading to order intake of Rs 9,000 crore a stellar 70% y-o-y growth
leading order book to Rs 26,000 crore.

+ We retain a Buy on KEC with a revised PT of Rs. 1100, (20x of FY27 EPS) backed by an improving
margin trajectory, robust order book and strong earnings outlook.

*

*

YTDFY25 order intake reached Rs. 13,482 crore, representing a stellar growth of 50% y-o-y
primarily from the T&D segment (Rs. 9000 crore) and Railways (Rs 1350 crore). Management
expects the T&D segment to grow by 20% in FY25E driven by faster execution in domestic T&D
segment. The company also plans to set up a fully-integrated manufacturing line for aluminum
conductors for captive use, which will improve competitiveness of its T&D business. Civil
segment’s execution will be backed by a strong order backlog to be executed in the current
year. The segment is expected to grow 30% on a strong order book of Rs 10,000 crore. Railways
segment will be more focused on completion of existing projects.

Key positives

* T&D segment grew by a strong 28% with strong order inflow of Rs 9,000 crore. Record order book
stands at Rs 26,000.

¢ YTD order inflow were at Rs 13,842 crore, representing a 50% y-o-y growth. KEC has received orders
of Rs. 1300 crore in railways segments.

¢ Aluminum conductor plant already commissioned, and dispatch is expected in November.

Key negatives

+ Railways and oil & gas segments have a subdued performance and declined by 37% and 28%,
respectively.

Management Commentary

¢ Heavy rainfall in some regions of India and supply chain bottlenecks in T&D has led to delay in

execution of margin accretive orders. Shortage of professional labour has impacted the civil business
showing a growth of 9% in Q2FY25.

+ YTD order inflow were at Rs 13,842 crore, representing a 50% y-o-y growth. Management has guided
that KEC is expected to surpass the earlier order intake guidance of Rs 25000 crore.

+ Tenders under evaluation/ pipeline is to the tune of Rs 1.5 lakh crore of which 70% is held contributed
by T&D segment.

¢ The cables business is being transferred to a subsidiary and expects a total turnover of Rs 2500-2700
crore by FY27.

Revision in estimates — We have retained the estimates for FY25-27
Our Call

Maintain Buy with a revised PT of Rs. 1,100: A strong order book of ~Rs. 42,500 crore (including L1)
bodes well for revenue growth. In addition, successful diversification into other high-growth potential
segments such as civil projects, cables, and oil & gas would help scale up business and profitability.
We expect ~16% revenue growth for FY2024-27E with a sequential improvement in its margins. KEC
is trading at a P/E of ~16"x its FY2027E EPS, which provides room for an upside, given its healthy order
backlog and order pipeline and the possibility of margin revival. Hence, we maintain our Buy on the
stock with a revised price target (PT) of Rs. 1100 (20x on FY27EPS).

Key Risks

Slowdown in tendering activities could impact its execution. Further, escalation in input costs and
supply-side constraints are key challenges.

Valuation (Consolidated) Rs cr
Pardeulrs | P3| e Pt Pase| P
Net Sales 17,282 19,914 23,147 26,791 31,027
OPM (%) 4.8 6.1 7.5 9.0 9.2
Adj Net Profit 176 347 718 1,194 1,528
% YoY growth -53.1 97.0 107.0 66.3 28.0
Adj EPS (Rs) 6.8 135 279 46.4 594
PER (x) 137.9 70.0 338 203 15.9
P/BV (x) 6.4 5.9 5.2 4.2 33
EV/EBITDA (x) 32.7 229 16.0 11.5 9.7
ROCE (%) 10.5 14.9 204 26.5 27.8
ROE (%) 4.8 8.8 16.3 22.7 234

Source: Company; Sharekhan estimates
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Key Highlights

Order book: YTDFY25 order intake stood at Rs 13,482 crore with significant contribution from T&D and Railways
segment. KEC currently has order book of Rs 42,500 crore (including L1 position), which gives revenue visibility for
next 2-3 years. Management has guided that KEC is expected to surpass the earlier order intake guidance of Rs 25000
crore.

T&D segment: Revenues strongly grew by 28% y-o-y driven by execution of order book. Significant traction is seen in
T&D ordering activities leading to order intake of Rs 9,000 crore (70% growth y-o-y). Margins are expected to improve
in the second half backed by execution of margins accretive PGCIL orders. Management guided an overall EBITDA
margins to be 7.5% for FY25 and around 9% for FY26.

Aluminum conductor capacity: The recent rise in renewable energy capacity led to increased demand for new
transmission lines, which led to higher demand for aluminium conductors. To fulfil this demand, KEC plans to set up a
fully integrated manufacturing line for aluminium conductors. The plant is operational, and dispatch is expected from
November month. Cables business is being transferred to a subsidiary and expects a total turnover of Rs 2500-2700
crore by FY27.

Civil Segment: YTDFY25 order intake stood at Rs 1200 crore as the company secured multiple orders from diverse
sectors including industrial, residential and the defence sectors. Expanded portfolio with the addition of prestigious
new client in Metals and Mining segment.

Railways: YTD order intake stands at Rs 1300 crore in conventional and emerging areas of metros. The company is
focusing on fast-tracking and completion of existing projects. Going for only selective bidding which are margins
accretive. Kavach orders have been announced.

Oil & Gas: KEC has strengthened its order book by securing its second order for composite station works and currently
has decent order book including L1 order of Rs 681 crore. It has started exploring international opportunities and
these have been approved by leading global energy company based in the Middle East.

Renewables: The segments stand at a order book of Rs 1300 crore. KEC have commenced execution on its largest
order for a 625 MWp Solar PV project in Rajasthan.

Results (Consolidated) Rs cr
Particulars | Q2FY25 | Q2FY24 | YoY (%) | Q1FY25| QoQ (%)
Net Sales 5,113 4,499 13.7 4,512 13.3
Operating profit 320 274 16.7 270 18.4
Other income 7 16 -58.1 43 -84.6
Interest 168 178 -5.5 155 8.5
Depreciation 45 47 -2.6 47 -2.6
PBT 113 66 72.5 112 1.3
Tax 28 10 182.0 24 14.7
Adj PAT 85 56 53.0 88 -2.5
EPS 33 2.2 53.0 34 -2.5
Margin bps bps
OPM (%) 6.3 6.1 17 6.0 27
NPM (%) 1.7 1.2 43 1.9 (27)
Tax rate (%) 24.7 15.1 961 21.8 290

Source: Company, Sharekhan Research
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Order Intake & Order Book (Consolidated)

Order Intake = YTD FY25
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Rs 13,482 Cr.

Order Book

(Growth of 50%) Rs 34,088 Cr. 5%
9%
69% 27%
uT&D = Civl Rallways ® Renewables = Cables mT&D = Civil Railways = Renewables = Cables Oil & Gas
Domestic : 50% International : 50% Domestic : 67% International : 33%

v Highest ever Order Book + L1 of over Rs 42,500 Crore

v" Tenders under Evaluation and in Pipeline ~Rs. 1,50,000 Crore

Source: Company presentation
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Outlook and Valuation

B Sector view - Ample levers offer scope for growth

The government’s rising focus on infrastructure availability, affordable housing, thrust on rural electrification, 100%
electrification of therailway network by 2025, and increasing metrorail to 25 cities by 2025 are expected to propel growth
for user industries. The government has envisaged Rs. 111 lakh crore of capital expenditure in the infrastructure sector
from FY2020 to FY2025. Sectors such as energy (24%), roads (18%), urban (17%), and railways (12%) amount to ~71% of
projected infrastructure investments. The government’s continued thrust on infrastructure investments is expected
to improve demand across railways, metros, roads, healthcare, and real estate, providing ample opportunities for KEC.
India’s focus on becoming a $5 trillion economy, building industries to drive manufacturing-led growth, and goals
on sustainable energy will ensure significant investments in the power sector. India’s power-generation capacity is
expected to reach 777 GW by 2030, and the development of a high-voltage transmission grid will need to keep pace
with generation capacity. Other factors that will drive growth in the T&D sector are the need for setting up of inter-
regional grid capacity to ensure seamless flow of power from one region to another, evacuation infrastructure for
renewables, and cross-border interconnections with SAARC countries. With the setting up of a cross-country national
grid, states are planning huge investments to improve connectivity, reliability, and affordability. An increase in large-
size transmission lines, as well as substation tenders from state utilities can thus benefit companies such as KEC.

B Company outlook - Better long term prospects

Ordering activity is gradually gaining momentum, with tendering visibility remaining healthy in railways, international
T&D, and civil segments. The management seesaRs. 1,30,000 crore project pipeline across businesses. The International
T&D pipeline is very strong in the Middle East, the Americas, Bangladesh, and the Far East regions. The company
expects execution to pick up going ahead for FY2024, with a scale-up in execution in international T&D orders, civil,
and oil and gas, while domestic T&D is expected to remain flat. Sluggishness in domestic T&D project awards is well
compensated through opportunities in international T&D segment (across the MENA region, Bangladesh, the Far East
and North and West Africa), with a good chunk of tenders being floated. The green energy corridor is also a potential
business opportunity for KEC.

M Valuation - Maintain Buy with a revised PT of Rs. 1,100:

A strong order book of ~Rs. 42,500 crore (including L1) bodes well for revenue growth. In addition, successful
diversification into other high-growth potential segments such as civil projects, cables, and oil & gas would help scale
up business and profitability. We expect ~16% revenue growth for FY2024-27E with a sequential improvement in its
margins. KEC is trading at a P/E of ~16'x its FY2027E EPS, which provides room for an upside, given its healthy order
backlog and order pipeline and the possibility of margin revival. Hence, we maintain our Buy on the stock with a
revised price target (PT) of Rs. 1100 (20x on FY27EPS).
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About company

KEC is a global power transmission infrastructure EPC major. The company is in the power T&D, cables, railways,
renewable (solar energy), smart infra, and civil construction businesses. Globally, the company has powered
infrastructure development in more than 61 countries. KEC is a leader in power transmission EPC projects and has
over seven decades of experience. Over the years, the company has grown through the organic and inorganic routes.

Investment theme

T&D spend in India is expected to be around Rs. 2,300 billion over FY2018-FY2023E, up 28% over FY2012-FY2017. Much
of this spending will likely come from state electricity boards. Additionally, ordering for the Green Energy Corridor will
likely provide ample opportunities in the domestic market. Moreover, expansion in the regional transmission network
in Africa, SAARC, and CIS countries will likely supplement domestic demand and present a large business opportunity.
KEC has significantly scaled up the non-T&D segments (railways, civil, and cables segments), and margins in these
segments have improved significantly. The opportunity size remains high in the non-T&D segment to provide enough
opportunity to ramp up its total order outstanding for the business. KEC's order book remains strong, providing
strong revenue visibility; and order inflow visibility remains healthy in international T&D, railways, and civil segments.
Stability in the margins going forward would be a key re-rating trigger for the stock.

Key Risks

+ Slower-than-expected project execution in domestic and international markets due to various reasons is expected
to affect performance.

+ Slowdown in tendering activities, especially in T&D, railways, and overseas orders.

Additional Data
Key management personnel

Harsh Vardhan Goenka  Non-Executive - Non-Independent Director-Chairperson

Vimal Kejriwal Managing Director & CEO
Rajeev Aggarwal Chief Financial Officer
Ajit Tekchand Vaswani Non-Executive - Independent Director

Source: Company

Top 10 shareholders

Sr.No. Holder Name Holding (%)
1 HDFC Asset Management Co Ltd 7.53
2 L&T Mutual Fund Trustee Ltd/India 2.67
3 Kotak Mahindra Asset Management Co 2.59
4 DSP Investment Managers Pvt Ltd 2.26
5 Nippon Life India Asset Management 2.08
6 IDFC Mutual Fund/India 1.96
7 STEL Holdings Ltd 1.88
8 Royal Bank of Canada 1.76
9 Vanguard Group Inc/The 1.76
10 | Tata Asset Management Pvt Ltd 1.5

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Understanding the Sharekhan 3R Matrix

Right Sector
Positive

Neutral

Negative

Right Quality
Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent industry
growth), increasing investments, higher entry barrier, and favorable government
policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse government
policies affecting the business fundamentals and global challenges (currency
headwinds and unfavorable policies implemented by global industrial institutions)
and any significant increase in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record, Healthy
Balance sheet/cash flows, differentiated product/service portfolio and Good corporate
governance.

Macro slowdown affecting near term growth profile, Untoward events such as natural
calamities resulting in near term uncertainty, Company specific events such as factory
shutdown, lack of positive triggers/events in near term, raw material price movement
turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of key
management personal, questionable corporate governance, high commodity prices/
weak realisation environment resulting in margin pressure and detoriating balance
sheet

Strong earnings growth expectation and improving return ratios but valuations are
trading at discount to industry leaders/historical average multiples, Expansion in
valuation multiple due to expected outperformance amongst its peers and Industry
up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of roadblocks
such as corporate governance issue, adverse government policies and bleak global
macro environment etc warranting for lower than historical valuation multiple.
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or any other use is strictly prohibited. This information/ document is subject to changes without prior notice.

Recommendation in reports based on technical and derivatives analysis is based on studying charts of a stock’s price movement, trading volume,
outstanding positions, as opposed to focusing on a company’s fundamentals and as such, may not match with a report on acompany’s fundamentals.
However, this would only apply for information/document focused on technical and derivatives research and shall not apply to reports/documents/
information focused on fundamental research.

This information/document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may receive this report
at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this information/report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN has not
independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While we would endeavour
to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies, their directors and employees
(“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance, or other
reasons that may prevent SHAREKHAN and affiliates from doing so. This document is prepared for assistance only and is not intended to be and must
not alone be taken as the basis for an investment decision. Recipients of this report should also be aware that past performance is not necessarily
a guide to future performance and value of investments can go down as well. The user assumes the entire risk of any use made of this information.
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. The investment discussed or views expressed may not be suitable for all investors. We do not undertake
to advise you as to any change of our views. Affiliates of Sharekhan may have issued other recommendations/ reports that are inconsistent with and
reach different conclusions from the information presented in this recommendations/report.

This information/recommendation/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 SHAREKHAN 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.

The analyst certifies that the analyst might have dealt or traded directly or indirectly in securities of the company and that all the views expressed in
this document accurately reflect his or her personal views about the subject company or companies and its or their securities and do not necessarily
reflect those of SHAREKHAN. The analyst and SHAREKHAN further certifies that either he or his relatives or Sharekhan associates might have
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report/ material preparation and strives to minimize conflict in preparation of research report. The analyst and SHAREKHAN does not have any
material conflict of interest or has not served as officer, director or employee or engaged in market making activity of the company. The analyst and
SHAREKHAN has not been a part of the team which has managed or co-managed the public offerings of the company, and no part of the analyst’s
compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this document. Sharekhan Ltd or its
associates or analysts have not received any compensation for investment banking, merchant banking, brokerage services or any compensation or
other benefits from the subject company or from third party in the past twelve months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make market, act
as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested in any of the securities or
related securities referred to in this report and they may have used the information set forth herein before publication. SHAREKHAN may from time
to time solicit from, or perform investment banking, or other services for, any company mentioned herein. Without limiting any of the foregoing, in
no event shall SHAREKHAN, 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.

Forward-looking statements (if any) are provided to allow potential investors the opportunity to understand management’s beliefs and opinions in
respect of the future so that they may use such beliefs and opinions as one factor in evaluating an investment. These statements are not a guarantee
of future performance and undue reliance should not be placed on them. Such forward-looking statements necessarily involve known and unknown
risks and uncertainties, which may cause actual performance and financial results in future periods to differ materially from any projections of
future performance or result expressed or implied by such forward-looking statements. Sharekhan/its affiliates undertakes no obligation to update
forward-looking statements if circumstances or management’s estimates or opinions should change except as required by applicable securities
laws. The reader/investors are cautioned not to place undue reliance on forward-looking statements and use their independent judgement before
taking any investment decision.

Investment in securities market are subject to market risks, read all the related documents carefully before investing. The securities quoted are for
illustration only and are not recommendatory. Registration granted by SEBI, and certification from NISM in no way guarantee performance of the
intermediary or provide any assurance of returns to investors.
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