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Wired for exponential growth; strong execution

INDIA | MIDCAP - ELECTRICALS | Quarterly Update

Top takeaways from Q1FY18

Revenue was up 44% yoy to Rs 7.9bn (PC: Rs 6.2bn), majorly driven by retail, EPC, and
EHV.

Strong execution in project business (EPC) resulted in 101% yoy growth (ex-cables).
Higher copper prices led to a 190bps decline in gross margin. Tight control on other
overheads helped EBITDA margin (9.7%, up 17bps yoy; PC: 9.4%).

Lower interest cost and tax rate led to higher-than-expected PAT of Rs 275mn vs. Rs
110mnin 1QFY17.

Conference call takeaways

v
v

Strong 18% yoy volume growth in cables (~70% of revenue) in 1QFY18.

Strengthened retail business by adding 99 dealers. Total dealers were 1,246 (up 23%),
resulting in 31% revenue growth in B/C. More focus on tier 2 and tier 3 cities (will add
about 150 dealers yearly) — this will help it to increase its B2C revenue share. We expect
this segment’s CAGR at 20-25% over the next 2-3 years.

For increasing its brand visibility, it will spend Rs 130mn in FY18.

Full operations of its EHV facility resulted in a revenue of Rs 590mn vs. Rs 170mn yoy.
Strong order back book of Rs 1bn.

EPC (ex wires & cables): Higher execution resulted in revenue of Rs 1.7bn vs. Rs 840mn
yoy. The segment has an order book of Rs 18bn (~65% from UP). KEI expects a revenue
of Rs 6.30bn in FY18.

Strong growth in 1Q exports (Rs 1.1bn vs. Rs 850mn yoy). Order book at Rs 1.2bn. Will
continue to focus on exports — sees 15% growth in FY18, adding new geographies and
countries.

Capacity expansion in LT cables (Rs 500mn); expects it to be operational by April 2018.
Sees additional revenue of Rs 3bn from this expansion.

Better utilisation of funds resulted in lower interest cost of Rs 299mn in 1QFY18 (3.8%
of sales vs. 5.0% in 1QFY17).

With improving product mix, the management expects revenue growth of 20% in FY18
(15%/5% volume/value growth) with operating margins of 10.5-11.0%.

Total debt as of June 2017 was Rs 5.6bn (Rs 1.6bn term, Rs 4bn WC). With annual
repayment of “Rs 600mn, KEI expects to pay off its term loan in 2-3 years. However,
with an increase in WC requirement for EPC, total debt will remain at Rs 3.5-4.0bn.

Outlook and valuation: At CMP, it trades at an FY19 PE of 12x and EV/EBITDA of 6.4x.
Considering strong product mix and healthy order book, we have raised our 18/19
estimates. We expect PAT CAGR of 32% over FY18-19, improvement in RoCE and RoE, and
FCF of Rs 1.7/2.2bn in FY18/19. We revise our target to Rs 300 (Rs 244 earlier) rolling
forward to FY19 (target EV/EBITDA multiple of 7.5x). Maintain Buy.
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BUY (Maintain)
CMP RS 260
TARGET RS 300 (15%)

COMPANY DATA
0/S SHARES (MN) : 78
MARKET CAP (RSBN) : 19
MARKET CAP (USDBN) : 0.3
52 - WK HI/LO (RS) : 249 /99
LIQUIDITY 3M (USDMN) : 2
PAR VALUE (RS) : 10
SHARE HOLDING PATTERN, %

Junl17 Mar17 Dec16
PROMOTERS : 46.6 46.6 49.0
FIl / NRI : 4.0 43 5.3
FI/MF: 18.6 18.7 17.7
NON PRO : 10.9 9.5 6.6
PUBLIC & OTHERS : 19.8 20.9 21.4
Key Financials
Rs mn FY17 FY18E FY19E
Net Sales 26,312 30,901 35,270
EBIDTA 2,743 3,343 3,970
Net Profit 986 1,276 1,716
EPS, Rs 12.7 16.4 22.1
PER, x 20.5 15.8 11.8
EV/EBIDTA, x 9.8 7.9 6.4
P/BV, x 43 34 2.7
ROE, % 20.8 21.6 22.8

CHANGE IN ESTIMATES
__Revised Est. % Revision__

Rs mn FY18E FY19E FY18E FY19E
Revenue 30,901 35,270 2.6 0.9
EBITDA 3,343 3,970 3.2 0.9
PAT 1,276 1,716 5.1 2.6

Deepak Agarwal (+ 9122 6246 4112)
dagarwal@phillipcapital.in

(Rs mn) Q1FY18 Q1FY17 yoy Q4FY17 qoq growth % vs. expectations % Comments

Revenue 7,909 5,499 43.8 7,398 6.9 29.5 Strong volume growth and execution
EBITDA 768 525 46.4 1,047 -26.6 34.1

EBITDA margin (%) 9.71 9.54 17bps 14.15 -444bps 33bps Higher copper prices and cost control
Interest 299 278 7.9 304 -1.4 Lower interest cost and better utilisation of funds.
Depreciation 80 66 20.5 77 4.2

Other income 16 9 70.0 73 -78.6

PBT 404 190 112.6 739 -45.3

Tax 130 80 61.6 112 15.5

Tax rate (%) 32.04 42.18 -1013bps 15.18 1686bps

PAT 275 110 149.9 627 -56.2 57.2

EPS (Rs) 3.6 1.4 149.9 8.1 -56.2 57.2
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Segment-wise results

Net Revenues Q1FY18 Q1FY17 % yoy Q4FY17 % QoQ
Cables 6,184 4,796 28.9 6,611 (6.5)
Stainless Steel Wire 290 262 10.7 314 (7.7)
EPC 2,952 1,346 119.2 1,759 67.8

(-) Inter Segment Revenue 1,177 423 178.2 674 74.8

Sub-total 8,248 5,981 37.9 8,010 3.0

Segment PBIT
Cables 689 533 29.2 751 (8.3)
Stainless Steel Wire 1 19 (92.7) 13 (89.6)
EPC 314 109 188.0 131 139.7

PBIT 1,004 661 51.9 895 12.1

(-)Interest 299 278 7.9 304 (1.4)

(-)Net un allocable Exp 221 211 4.8 208 6.1

(-) Inter segment results 79 (20) (502.6) (45) (276.7)

PBT 404 192 110.2 428 (5.6)

PBIT Margin(%)

Cables 11.1 111 - 11.4 -
Stainless Steel Wire 0.5 7.2 - 4.2 -
EPC 10.6 8.1 - 7.4 -

Source: Company, PhillipCapital India Research

KEI revenue break-up

Revenue Segments 4QFY16 1QFY17 2QFY17 3QFY17 4QFY17 1QFY18

Cabel: 5,264 4,499 5,115 5,598 6,240
YoY Growth -1% 4% 3% 23% 19%

LT 2,753 2,540 2,905 3,300 3,605
YoY Growth -8% 15% 22% 44% 31%

MV & HV 1,074 810 1,030 976 984
YoY Growth -7% -2% -17% -20% -8%

EHV 409 170 155 322 363
YoY Growth 68% -47% -62% 60% -11%

Housing Wire 1,028 980 1,025 1,000 1,287
YoY Growth 14% 2% 10% 17% 25%

SS 219 240 245 265 290

YoY Growth -11% -2% -1% 22% 33%

EPC 879 840 945 1,414 1,045
YoY Growth 11% 34% 4% 72% 19%

Total 6,362 5,579 6,305 7,277 7,575

YoY Growth 0% 8% 3% 30% 19%

Source: Company, PhillipCapital India Research

KEI: Total order book of Rs 24.8bn

EHV,
1,000 Export;,
EPC:, Other
18,000 Cables,
5,780
Domestic
Cables,
4,580

Source: Company, PhillipCapital India Research
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Financials
Income Statement Cash Flow
Y/E Mar, Rs mn FY16 FY17e FY18e FY19e Y/E Mar, Rs mn FY16 FY17e FY18e FY19e
Net sales 24,980 28,352 33,192 37,885 Pre-tax profit 953 1,338 1,905 2,561
Growth, % 15% 13% 17% 14% Depreciation 253 280 308 323
(-) Excise Duty 1,724 2,040 2,291 2,615 Chg in working capital -508 -2,280 -437 -173
Total income 23,256 26,312 30,901 35,270 Total tax paid -196 -351 -629 -845
Operating expenses 16,501 18,276 21,684 24,522 Other operating activities 1,350 1,125 1,130 1,085
Employee expenses 828 1,109 1,115 1,293 Cash flow from operating activities 1,853 112 2,277 2,951
Other Operating expenses 3,504 4,184 4,760 5,485 Capital expenditure -975 -793 -600 -750
EBITDA (Core) 2,423 2,743 3,343 3,970 Chg in investments 0 0 0 0
Growth, % 25.6% 13.2% 21.9% 18.8% Other investing activities 0 104 104 104
Margin, % 10.4% 10.4% 10.8% 11.3% Cash flow from investing activities -975 -689 -496 -646
Depreciation 253 280 308 323 Free cash flow 878 -577 1,781 2,305
EBIT 2,170 2,463 3,035 3,646 Equity raised/(repaid) 0 0 0 0
Growth, % 29% 14% 23% 20% Debt raised/(repaid) 462 2,173 -366 -721
Margin, % 9% 9% 10% 10% Dividend (incl. tax) -37 -56 -92 -124
Interest paid 1,270 1,229 1,234 1,189 Other financing activities -1,291  -1,229 -1,234  -1,189
Other Non-Operating Income 53 104 104 104 Cash flow from financing activities -866 888 -1,692 -2,034
Pre-tax profit 953 1,338 1,905 2,561 Net chg in cash 12 311 89 272
Tax provided 331 351 629 845
Profit after tax 622 986 1,276 1,716 Valuation Ratios
(-) Depreciation 0 0 0 0 FY16 FYl7e FYl8e FY19e
Net Profit 622 986 1,276 1,716 Per Share data
Growth, % 81% 59% 29% 34% EPS (INR) 8.1 12.7 16.4 221
Margin, % 3% 4% 4% 5% Growth, % 81%  57%  29%  34%
Net Profit (adjusted) 622 986 1,276 1,716 Book NAV/ FD share (INR) 475 609 761 966
FDEPS (INR) 8.0 12.7 16.4 22.1
Balance Sheet CEPS (INR) 113 163 204 26.2
Y/E Mar, Rs mn FY16 FY17e FY18e FY19e CFOPS (INR) 23.8 1.4 29.3 37.9
Cash & bank 59 370 459 731 DPS (INR) 0.5 0.6 1.0 1.3
Debtors 5674 7,392 8,286 9,036 Return ratios
Inventory 4,225 4,989 5,681 6,191 Return on assets (%) 6.9 8.0 9.7 12.3
Loans & advances 788 945 945 945 Return on equity (%) 17.0 20.8 21.6 22.8
Other current assets 521 297 297 297 Return on capital employed (%) 24.7 20.8 23.9 26.8
Total current assets 11,266 13,993 15,667 17,200 Turnover ratios
Investments 31 31 31 31 Sales/Total assets (x) 2.6 2.1 2.4 2.5
Gross fixed assets 4995 6,062 6,662 7,412 Sales/Net FA (x) 7.1 6.5 7.3 7.5
Less: Depreciation 1,716 1,996 2,412 2,735 Working capital/Sales (x) 0.2 0.3 0.3 0.2
Add: Capital WIP 293 20 20 20 Fixed capital/Sales (x) 0.2 0.2 0.1 0.1
Net fixed assets 3,573 4,085 4,270 4,697 Receivable days 81.8 93.9 89.9 85.9
Total assets 14,870 18,109 19,968 21,927 Inventory days 73.0 76.2 74.2 71.2
Current liabilities 5709 5,690 6,729 7,817 Payable days 98.6 8.9 879 89.9
Provisions 151 103 103 103 Working capital days 56.1 83.2 76.2 67.2
Total current liabilities 5860 5,793 6,833 7,920 Liquidity ratios
Total Debt 4,982 7,155 6,789 6,068 Current ratio (x) 19 2.4 2.3 2.2
Deferred Tax Liability 362 427 427 427 Quick ratio (x) 12 16 15 1.4
Total liabilities 11,204 13,375 14,049 14,416 Interest cover (x) 17 2.0 23 2.7
Paid-up capital 155 156 156 156 Dividend cover (x) 16.1 21.1 16.7 16.7
Reserves & surplus 3,512 4,579 5,763 7,356 Total debt/Equity (%) 1359 1511 1147 80.8
Shareholders’ equity 3,666 4,734 5919 7,511 Net debt/Equity (%) 1343 1433 106.9 711
Total equity & liabilities 14,870 18,110 19,968 21,927 Valuation
PER (x) 32.5 20.5 15.8 11.8
Source: Company, PhillipCapital India Research Estimates PEG (x) - y-o-y growth 04 04 05 03
Price/Book (x) 5.5 4.3 34 2.7
Yield (%) 0.2 0.2 0.4 0.5
EV/Net sales (x) 1.1 1.0 0.9 0.7
EV/EBITDA (x) 10.3 9.8 7.9 6.4
EV/EBIT (x) 11.2 10.5 8.5 6.8
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Stock Price, Price Target and Rating History
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Rating Methodology
We rate stock on absolute return basis. Our target price for the stocks has an investment horizon of one
year.
Rating Criteria Definition
BUY >= +15% Target price is equal to or more than 15% of current market price

NEUTRAL -15% > to < +15% Target price is less than +15% but more than -15%

SELL <=-15% Target price is less than or equal to -15%.
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Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives, and Private Client Group.
This report has been prepared by Institutional Equities Group. The views and opinions expressed in this document may, may not match, or may be contrary at
times with the views, estimates, rating, and target price of the other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd., which is regulated by the SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd.
References to "PCIPL" in this report shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL for
information purposes only, and neither the information contained herein, nor any opinion expressed should be construed or deemed to be construed as
solicitation or as offering advice for the purposes of the purchase or sale of any security, investment, or derivatives. The information and opinions contained in
the report were considered by PCIPL to be valid when published. The report also contains information provided to PCIPL by third parties. The source of such
information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this information is correct, PCIPL does not offer
any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or
her own risk and PCIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements
and past performance is not necessarily an indication of future performance.

This report does not regard the specific investment objectives, financial situation, and the particular needs of any specific person who may receive this report.
Investors must undertake independent analysis with their own legal, tax, and financial advisors and reach their own conclusions regarding the appropriateness
of investing in any securities or investment strategies discussed or recommended in this report and should understand that statements regarding future
prospects may not be realised. Under no circumstances can it be used or considered as an offer to sell or as a solicitation of any offer to buy or sell the
securities mentioned within it. The information contained in the research reports may have been taken from trade and statistical services and other sources,
which PCIL believe is reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that such information is accurate
or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice.

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research
report is subject to all aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is
available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the
research analyst’s personal views about all of the subject issuers and/or securities, that the analyst(s) have no known conflict of interest and no part of the
research analyst’s compensation was, is, or will be, directly or indirectly, related to the specific views or recommendations contained in this research report.

Additional Disclosures of Interest:

Unless specifically mentioned in Point No. 9 below:

1. The Research Analyst(s), PCIL, or its associates or relatives of the Research Analyst does not have any financial interest in the company(ies) covered in
this report.

2. The Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively do not hold more than 1% of the securities of the
company (ies)covered in this report as of the end of the month immediately preceding the distribution of the research report.

3. The Research Analyst, his/her associate, his/her relative, and PCIL, do not have any other material conflict of interest at the time of publication of this
research report.

4.  The Research Analyst, PCIL, and its associates have not received compensation for investment banking or merchant banking or brokerage services or for
any other products or services from the company(ies) covered in this report, in the past twelve months.

5.  The Research Analyst, PCIL or its associates have not managed or co-managed in the previous twelve months, a private or public offering of securities for
the company (ies) covered in this report.

6.  PCIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party, in
connection with the research report.

7.  The Research Analyst has not served as an Officer, Director, or employee of the company (ies) covered in the Research report.

8.  The Research Analyst and PCIL has not been engaged in market making activity for the company(ies) covered in the Research report.
9.  Details of PCIL, Research Analyst and its associates pertaining to the companies covered in the Research report:
Sr.no. | Particulars Yes/No
1 Whether compensation has been received from the company(ies) covered in the Research report in the past 12 months for No
investment banking transaction by PCIL
2 Whether Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively hold more than 1% of No
the company(ies) covered in the Research report
3 Whether compensation has been received by PCIL or its associates from the company(ies) covered in the Research report No
4 PCIL or its affiliates have managed or co-managed in the previous twelve months a private or public offering of securities for the No
company(ies) covered in the Research report
5 Research Analyst, his associate, PCIL or its associates have received compensation for investment banking or merchant banking or No
brokerage services or for any other products or services from the company(ies) covered in the Research report, in the last twelve
months

Independence: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment
banking services from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek
compensation for investment banking services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the
securities mentioned in this research report, although it, or its affiliates/employees, may have positions in, purchase or sell, or be materially interested in any
of the securities covered in the report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or
particular requirements of any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors.
Each investor must make its own determination as to the appropriateness of any securities referred to in this research report based upon the legal, tax and
accounting considerations applicable to such investor and its own investment objectives or strategy, its financial situation and its investing experience. The
value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, economic, or
political factors. Past performance is not necessarily indicative of future performance or results.
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Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be
reliable, but neither PCIPL nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not
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