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= We hosted 10 corporates at our ‘Unlocking Insights’ Conference

= Corporates remain convinced of a capex upcycle despite a slight pre-

election lull

= Thermal power capacity trends are back in focus, strong outsourcing is

spurring EMS, and capex is fuelling sales of cables & wires

We hosted 10 corporates at our five-day virtual conference with investors from Recommendation snapshot

26 February to 1 March, aimed at unlocking insights in the capital goods, power and LT AED D L
durables sectors. Participants comprised LT, KECI, AIAE, NTPC, TPWR (Not AIAE IN 8715 4000 HOLD
Rated), ADANI (Not Rated), POLYCAB, KEII, SYRMA and KAYNES (Not Rated). KECIIN 4 700 HOLD
KEII'IN 3,382 3,120 HOLD
We present key conference highlights in this report. LTIN 3613 4200 BUY
SYRMA IN 529 550 HOLD

Capex cycle remains robust: In the capital goods space, corporates such as LT Price & Target in Rupees | Price a5 of 5 Mar 2024
and KECI expect a temporary lull in activities for tendering and at the ground level

due to the upcoming general elections in Apr'24, but do not see the slowdown

extending beyond 3-4 months. The outlook on domestic capex remains strong for

FY25. Similarly, the key Middle East market, where a large oil company has talked of

lowering future outlay, is also expected to see continued infrastructure spends. The

quality of the order book is improving and all companies believe margins will expand

next year as the mix changes.

Interest in thermal capacity addition rekindled: Power companies NTPC, TPWR
and ADANI fielded questions on coal-based capacity additions and the scaling up of
brownfield thermal capex, reflecting reviving investor interest in thermal power. While
renewable energy remains in focus, we observed equal attentiveness toward new
thermal projects given the above-expected peak power demand seen in FY24 to date.

Cables & wires segment continues to grow in durables space...: In the
consumer durables space, the cables & wires segment continues to perform well on
the back of two factors — (i) the B2B segment is withessing strong growth due to
demand arising out of the infrastructure capex cycle, and (ii) the B2C segment is
benefitting from real estate demand. POLYCAB and KEIIl expect these trends to
continue in FY25.

...while higher outsourcing is benefitting EMS: Electronics manufacturing
services (EMS) companies such as SYRMA and KAYNES are key beneficiaries of
the boom in electronics outsourcing, which is expected to continue in the medium
term, with players indicating growth visibility till FY26-FY27.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda
Important disclosures and analyst certifications are provided at the end of the report. ‘
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FY26 growth targets...: In FY21, LT had targeted 18% ROE by FY26, in addition
to a revenue CAGR of 13% in the projects and manufacturing business and 18% in
IT services, along with 80% share of retail loans in the financial services business.
The company had also aimed to exit the development projects business and return
excess cash to shareholders.

...and progress thus far: Three years into its growth roadmap, LT noted that its
projects and manufacturing business has outdone expectations, clocking ~18%
volume growth and setting off the below-anticipated single-digit growth in IT. In
financial services, the share of retail lending at ~90% has surpassed
management’s target as well.

Profitability per unit has been subdued with an ~8.5% EBIT margin over the past
three years due to legacy jobs and commodity volatility, but overall profits have
increased and ROIC has improved with respectable net working capital of ~16%.
Additionally, the company has deployed excess cash to complete a buyback in
Q2FY24 and sees the possibility of another buyback in the next 2-3 years.

Development projects business: The development projects business, which
includes a thermal power plant (Nabha Power) and the Hyderabad metro, has been
slightly disappointing. That said, Nabha continues to generate cash for the
company and hence management is unwilling to sell it at suboptimal returns.

The Hyderabad metro business was expected to achieve cash breakeven by FY26
but continues to burn US$ 120mn-130mn on an annual basis and LT is uncertain of
a breakeven timeframe. The company had anticipated support from the Telangana
government but has received only a third of the expected sum and is awaiting the
balance. LT expects to exit the metro business before 2030.

Thermal EPC business: In the thermal EPC (engineering, procurement and
construction) business, management is wary of accepting new orders unless
margin requirements and payment terms match its expectations. The business has
floundered given legacy receivables outstanding and is unlikely to be pursued
aggressively. In terms of competition, BHEL has ~5x more capacity than LT.

Infrastructure business: The infrastructure segment is guided to clock ~Rs 1tn in
revenue by FY26, with minerals and metals at Rs 50bn-60bn, transport
infrastructure at Rs 80bn-100bn, power transmission & distribution (T&D) and civil
at Rs 300bn each, and water and buildings & factories (B&F) at Rs 150bn each. In
the international infrastructure order book, B&F is expected to impart stability while
power T&D drives growth.

2 06 March 2024
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Capacity and constraints: LT’s current order book totals ~Rs 4.7tn across
businesses. Capacity enhancements are underway, and management expects to
comfortably take on a ~Rs 6tn order book in the next two years. Constraints such
as a shortage of engineers may arise, as was the case in the last capex cycle, but
the company has made efforts to offer courses and training to institutes besides
hiring from tier-2 cities to ensure a ready workforce.

Order mix: Orders from the Middle East have risen in the recent past for LT due to
higher oil & gas and refinery capex in Saudi Arabia. In India, public capex has
ramped up over the last 4-5 years and management expects private capex to
continue to spearhead growth in the coming years. LT estimates a ~45% share of
international orders going forward if similar demand trends continue and does not
anticipate much risk from business concentration in the Middle East.

Outlook: LT’s renewables business is seeing strong traction in the international
market, whereas real estate is on the backburner as its other businesses are more
lucrative and offer better opportunities for growth. Conventional areas are expected
to grow at a relatively slower pace, while the newer areas of green hydrogen,
renewable energy, data centres, airports, health infrastructure and manufacturing
capex on the back of production-linked incentives (PLI) are likely to see a boom. In
the data centre business, profitability is yet to be proven and trends will become
clearer in coming years.

HOLD | TP Rs 700

EQUITY RESEARCH

Order book: KECI has a Rs 370bn order book at present and indicated that it is
witnessing some delays in conversion of L1 orders where it is the lowest bidder.
The company has revenue visibility for 7-8 quarters.

T&D contracts: Transmission construction contracts are generally bid out after
developers such as PWGR and Sterlite Power submit their bids for TBCB tenders.
The working capital cycle in these contracts is well established and contractors are
decided after the TBCB results are out.

Power Grid orders: Competition in PWGR construction tenders is reducing and
only 4-5 players currently bid for these projects. Additionally, PWGR has stringent
qualification and capacity requirements, leaving only larger players eligible to bid
for contracts. KECI, LT, and Kalpataru Developers are among the few large-scale
construction companies in the fray, along with smaller players such as Bajaj
Electricals (BJE), Transgear Power Systems and Karamtara Engineering
(65894527 IN). KECI is confident of order wins and noted that PWGR orders have
historically been more profitable for business.

Advantage of scale: Smaller players are generally able to take on only 2-3
projects at a time due to constraints of lower capacity and smaller balance sheets.
KECI, on the other hand, has a strong balance sheet with enough capacity to
execute big-ticket orders. The company has undertaken a project as large as

Rs 9bn for PWGR and a single project as big as Rs 15bn.

3 06 March 2024
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= Margin guidance: Management expects to clock EBITDA margins of 6.2-6.3% in
FY24 and 7.5% in FY25, marking ~130bps YoY expansion each year.

= Election impact: Management believes the negative impact of India’s upcoming
general elections on business will be limited and visible only for the 1-2-month
polling period. Additionally, ~30% of KECI’s business is international in nature and
hence insulated from the election impact.

=  Cables business: Management expects to earn Rs 17bn in revenue from cables in
FY24 and Rs 20bn in FY25 (vs. Rs 16bn in FY23). About 20-25% of the cables
produced are used for internal consumption while 70-75% are sold to third parties.
Management is confident of growing this business and is looking to expand into
newer, lucrative areas such as solar cables. Internal consumption may reduce
given the lower contribution of rail in KECI’'s overall mix.

The company is also setting up a conductor plant at its Baroda (Gujarat) facility to
augment its cables business, which is expected to generate an additional Rs 5bn-
6bn in revenue after becoming operational and will help expand the segment’s
operating margin from 6% now to 7%. Cables complement KECI’'s core EPC
operations given the near negative working capital nature of the business.

HOLD | TP Rs 4,000

= Mining market for high chrome media: AIAE believes that the mining sector will
be the key long-term demand driver for ferrochrome grinding media. Out of its
300,000t production volumes, AIAE supplies ~90,000t to the cement and thermal
power industries while the balance is purchased by the mining sector. The
company sees a potential 2mtpa market for converting forged media in mining to
high chrome media. Between AIAE (~200,000t) and Magotteaux (200,000-
250,000t), only 25% of this potential market is serviced, per management.

= High chrome vs. forged media: Although high chrome media is 15-20% more
expensive than forged media, the company highlights three key advantages of the
former: (1) less wear and tear which translates to cost savings of 15-20% for
miners on an annual basis, (2) higher mine recovery rate (even a 0.25% recovery
rate would more than make up for the higher cost), and (3) throughput
improvement of 10-15% in some cases along with power cost savings of 10-15%.

= Margin guidance: AIAE has been conservatively guiding for a 20-22% operating
margin range while consistently performing well above this range. According to
management, a key reason for this conservatism is that, unlike cement, the key
decisions for mines are taken at the individual mine level where several local
players supply forged media and compete with AIAE on pricing.

In the short term, margins are also a function of pass-through of fluctuations in
ferrochrome prices or freight costs, which often occurs with a lag. Considering all
this, the company maintains its cautious guidance range and expects margin
upsides only once it reaches critical volumes.

EQUITY RESEARCH 4 06 March 2024
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= Red Sea crisis: Though the Red Sea crisis has pushed up freight costs, AIAE
does not foresee a major impact as these will be passed along. However, Q4FY24
may see a minor hit due to the lag in passing through these costs.

= MG&A: AIAE has Rs 31bn of cash mostly in fixed deposits and money market funds,
earning a yield of 7-8%. It is open to using this cash for any potential acquisition
that catches its interest.

Power

BUY | TP Rs 370

=  Thermal capacity: NTPC has 10GW of thermal capacity under construction, with
another 16.8GW to be awarded over the next two years. The projects will be
awarded once power purchase agreements (PPA) are signed with offtakers. All
these capacities will be under the regulated tariff mechanism (RTM). Additionally,
the company indicated that it has the potential to add another 10GW across its
plant locations.

NTPC’s plants are 17-20 years old on average and include smaller 200-250MW
units that can be replaced by ~1GW units. The company also plans to commission
4.2GW of nuclear capacities in 10 years and is confident of reaching 20GW by
2040 from 3.4GW at present. The average construction period for a nuclear plant is
8-10 years.

= Renewable capacity: NTPC has 3.4GW of operational renewable energy capacity,
7.8GW of under-construction capacity and 8.2GW under tendering. Now that
supply chain issues have stabilised and module prices have moderated,
management expects to achieve 20GW of renewable capacity by FY26 and 60GW
by 2032.

=  Storage: Pumped storage plants (PSP) offer the most economical storage option
given high battery prices. The company expects to add 8GW of PSP over the next
7-8 years and is in the process of securing approvals.

= Receivables: Following implementation of the late payment surcharge (LPS)
scheme, NTPC's receivables have improved to 35 days from 45 earlier (and >50
days during Covid). With more smart meters and rising collection efficiency, the
T&D losses of power distribution companies are likely to lessen which can further
lower receivables.

EQUITY RESEARCH 5 06 March 2024
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NOT RATED

Power business

Transmission: TPWR sees strong opportunities in the transmission business and
has recently won a TBCB project in Rajasthan SEZ phase-IV, part 1-part C, in the
Bikaner complex. Given the diversified nature of its business, management is not
keen on foregoing margins to add more projects and is targeting orders with an
equity IRR of 15-16%. Additionally, the company has acquired stressed
transmission assets which it intends to turn around and is open to inorganic
expansion in case margin thresholds are not met in the TBCB market.

Distribution: Distribution accounts for a significant portion of TPWR’s business,
and the company expects licensing opportunities to open up over the next few
years. This business seems to be more closely correlated with the decisions of
state governments than the Electricity Act itself and management is confident that
states will come up with privatisation opportunities in the medium term.

Debt: Crisil recently upgraded TPWR from AA (stable) to AA (positive). The
company has bonds with clauses of a 25bps reduction in interest in the event of a
rating upgrade and hence this benefit should kick in immediately. Additionally,
spreads on loans should inch down, likely making for a 25-30bps positive impact
in all.

Renewables business

EQUITY RESEARCH

Pipeline: TPWR has a 4.7GW renewable project pipeline, comprising ~2GW of
hybrid and ~2.5GW of solar capacities. It expects the bulk of these solar capacities
to source modules from its inhouse cell and module manufacturing facility that is to
be commissioned around Q2FY25.

Cell and module manufacturing: TPWR will soon commission a 4GW cell and
module manufacturing facility. Going forward, roughly 75% of its cell and module
capacities are expected to be used inhouse, with the balance 25-30% being sold to
third parties.

Modules: Module prices have come down substantially over the last few quarters.
In TPWR’s EPC business, 50% of the overall cost pertains to modules. The
company is confident of achieving a 6-7% EBITDA margin in this business despite
the pricing disconnect between imported and (temporarily costlier) inhouse
modules, which management believes is transient in nature.

Margins: TPWR expects its cells and modules to be competitive in the Indian
market as the pricing gap with imports narrows and the Approved List of Models
and Manufacturers (ALMM) kicks in from April, spurring demand for Indian-made
products. The ALMM is a list of models and manufacturers of solar photovoltaic
(PV) modules approved by the Ministry of New and Renewable Energy. Overall,
management expects to earn a ~25% EBITDA margin in its cell and modules
business, with 10% and 20% being worst- and best-case scenarios.

6 06 March 2024
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Solar pumps: TPWR has discontinued its solar pumps business given a long
receivables cycle and a significant lag between project tenders and execution. It
has liquidated all inventory in the business.

Pumped storage: The company has two pumped storage projects in the pipeline,
namely Bhivpuri (1GW, Rs 47.5bn) and Shirawata (1.8GW, Rs 82.5bn), with all
approvals in place. Management expects construction on the two projects to begin
in Aug’24 and Dec’24 respectively and plans to commission them by the end of
2027 and 2028 at a total capital cost of Rs 130bn.

Mundra coal plant

Operational performance: TPWR’s Mundra ultra mega power project (UMPP) is
now operating at ~60% PLF (plant load factor) with ~75% availability, as opposed
to 35-40% PLF the previous year, and is at breakeven point. Given the requirement
of firm power in the country for the next decade and the government’s plans to add
88GW of coal plants by 2030, TPWR believes the operational performance of
plants like the Mundra UMPP is vital. Against this backdrop, management expects
to resolve the issues facing this plant in due course while continuing operations
under Section 11.

Section 11: In 2021, the price of coal shot up four-fold to US$ 430/mt, but since
the Mundra PPA was already signed, there was no choice but to shut down the
plant as it had become unviable. The regulator recently permitted TPWR to supply
power from Mundra UMPP at full passthrough of coal costs to the procurer under
Section 11 of the Electricity Act, 2003. The company is sourcing minimal coal from
its own mines overseas to reduce the extent of profit sharing of these mines. So
long as the Mundra PPA remains unresolved, Section 11 is one the best solutions
for the plant.

PPA resolution: The PPA for Mundra has five offtakers, namely the states of
Gujarat (45%), Maharashtra (19%), Punjab (12%), Rajasthan (9.5%), and Haryana
(5%). As achieving resolution with all five states did not appear viable initially,
TPWR decided to take up the matter with one state at a time, starting with Gujarat
(the largest procurer). Discussions with Gujarat are ongoing, and Maharashtra has
agreed to take on the terms agreed upon by Gujarat.

Coal mine divestment: TPWR plans to divest its coal mines as part of its net
carbon neutral target by 2040, but these divestment plans have been put on hold till
the Mundra PPA is resolved.

7 06 March 2024
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NOT RATED

Capacity: ADANI has a total operating capacity of 15.2GW, including 2.8GW in
subsidiaries, and is setting up a 1.6GW ultra supercritical power plant. The
company has clocked a 62% PLF as at 9MFY?24 and indicated that it can operate
at 55% without incurring losses, with steps underway to reduce this level to 35% if
the need to ramp down arises.

As much as 81% of its capacity has offtake protection and 19% is open for
merchant sales. Per ADANI, 8GW of capacity is pithead, 5.8GW is coastal and
2.9GW is in the hinterland.

Fuel: A total of 80% of the company’s coal requirements are tied up through long-
term contracts with Coal India. Additionally, its PPAs have a passthrough clause for
any fuel price variation.

Expansion plans: ADANI plans to add 5.5GW of capacity by FY29, which includes
3.2GW of brownfield and 2.3GW of inorganic capacity.

ESG: The company has flue-gas desulfurisation (FGD) systems installed for 23%
of its operational capacity, which is targeted to rise to 100% by Dec’26.
Additionally, its freshwater consumption is 30% lower than mandated norms.

Consumer Durables

BUY | TP Rs 5,200

Wires & Cables (W&C)

The W&C segment constitutes roughly 90% of POLYCAB’s revenue and can be
broken down into 70% contribution from cables and 30% from wires. Cables are
largely a B2B business, whereas wires pertain to real estate (70%) and industrial
customers (30%). Growth in wires was lower than cables during Q3FY24, but
management expects a pickup over the next few quarters.

The company does not anticipate any election-related impact on demand for W&C
as these products are required only in the later stages of construction, for which
approvals are already in place.

According to management, the extra high voltage (EHV) cables industry is growing
fast and has a market size of Rs 25bn that is expected to double by FY26-end.
POLYCAB’s EHV facility is scheduled to start production by the end of FY26, and
the company aims to be one of the top 3 players in the market within 2-3 years of
operation. KEIl and Universal Cables command the largest market share.

8 06 March 2024
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Fast-Moving Electric Goods (FMEG)

The FMEG business has slowed for multiple reasons — subdued consumer demand
over the last few quarters, execution errors in POLYCAB’s FMEG arm, and a
change in product focus within the segment.

Fans and lights were traditionally more in focus for the company, but both categories
have become intensely competitive and now command slim margins. Therefore,
the company has gradually increased its thrust on the switches and switchgears
category, which is relatively less competitive and has a better margin profile.

The company is also focused on premiumisation in the segment and is now present
across price points, as opposed to its bulk exposure to mass categories earlier.

POLYCAB had a 10% EBITDA margin target for its FMEG business by FY26,
which management now expects will be deferred. It has put a new team in place for
the segment that is tasked with streamlining operations over the next four quarters.
Management believes these changes coupled with a likely revival in consumer
demand would lend a fillip to its FMEG business.

Exports

POLYCAB exports to 77 countries and estimates that the global W&C market is
worth roughly US$ 250bn, of which its focus geography of the US accounts for
~US$ 50bn.

US business, which constitutes ~50% of the company’s exports, is undergoing
restructuring as it transitions from an institutional to a distribution model, like India.
Management expects this process to take some time and hence expects softness
in this market for a couple of quarters.

The Red Sea conflict has inflated freight costs 3-5x for POLYCAB. While projects
already undertaken at fixed prices could see margin pressure, management
indicated that newer orders will incorporate the higher expense, limiting overall cost
escalation. Lead time has risen by 2-3 weeks, but the company does not foresee a
demand slowdown in the affected export regions of the Middle East and Europe as
the new dispatch cycle via the longer route is now in place and consumption
remains robust as local cable players face capacity constraints.

Income tax (IT) search

The tax department conducted a search on all POLYCAB premises, including
warehouses, manufacturing plants and corporate offices in India, over 22-30
December 2023. Business operations were affected for the first 2-3 days, after
which the investigation was limited to the head office only.

The IT department has not yet released an update on the search conducted, and
the investigation team has a two-month timeframe (from 22 Dec 2023) to submit an
appraisal report to the tax assessment team, which will have another 12 months to
release a final report based upon the appraisal report and POLYCAB'’s defense.

This process is expected to conclude by end-FY25, after which POLYCAB will
either be required to pay a penalty for any wrongdoing proven or challenge the
same in the High Court or Supreme Court.

9 06 March 2024
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Domestic B2B institutional segment

KEIlI's domestic B2B institutional segment forms 33% of revenue (9MFY24) and
caters to demand for low- and medium-voltage cables. It earns a 10-10.5%
EBITDA margin and has a diversified customer base that includes government and
private EPC players for infrastructure projects such as roads, railways, ports and
airports, as well as residential and other real estate customers.

This segment has high entry barriers and stringent prequalification requirements.
KEIl commands 12-14% market share and has POLYCAB and Universal Cables as
key competitors, apart from 20-25 smaller regional players.

The segment has a Rs 18bn order book with an execution period of 3-4 months
and average receivable cycle of 2.5 months.

International B2B segment

The international B2B segment forms 10% of revenue and has an 11% EBITDA
margin that KEIl aims to take to 15-16% in the medium term. The product line
comprises low- and medium-voltage cables along with EHV and specialty cables.

KEII exports to ~65 countries in total, with a focus on Australia, the Middle East
South Africa, Bangladesh and Nepal. It recently added the US and Europe to it
export portfolio.

While this segment has a receivable cycle of 2.5 months, letters of credit are
provided by customers, enabling healthy cash flows.

Retail segment

KEIl expects its retail segment to form 47% of the revenue mix in FY24 and is
targeting a 50% share for FY25. Products comprise house wires (60% of
segmental revenue) and low- and medium-voltage cables and wires (40%).

House wires are guided to grow at ~25% annually given the low base. This product
faces competition from players such as HAVL, FNXP, POLYCAB, RR Kabel
and VGRD.

The segment has a receivables cycle of two months and A&P spends total
Rs 350mn-400mn p.a.

EHV segment

The EHV segment contributes 7% of revenue and its turnover includes the value of
cables (80%) and of laying them (20%). The segment has a higher EBITDA margin
of 15% given lower competition.

KEII's customers here comprise state transmission utilities (50%) and private
players (50%), with the receivables cycle at 4.5 months.

10 06 March 2024
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EHV cables are a ~Rs 25bn industry, within which KEIl and Universal Cables
account for an estimated Rs 6bn and Rs 6bn-7bn respectively, with the balance
met by imports.

EPC segment

EPC makes up 5% of revenue and has a 12% EBITDA margin. Management
expects the segment’s contribution to become negligible in the next 2-3 years as
KEII focuses on the retail business.

The segment consists of the supply of cables (25-30%) and EPC services (~70%).

Capex

KEIl is undertaking capex toward two brownfield expansion projects (Rs 1.1bn
each) and one greenfield plant (Rs 17bn).

The brownfield capacities are expected to come online during FY25 at Pathredi
(Haryana) and Silvassa. Pathredi is due to become operational from the end of
June and will enhance KEII's low-voltage revenue potential by Rs 8bn-9bn.
Silvassa will have incremental revenue potential of Rs 4bn for house wires.

Greenfield capex of Rs 17bn has been earmarked for the Sanand (Gujarat) plant,
with an outlay of ~Rs 5bn per year over the next three years. This plant will
incorporate KEII's entire product range, including low-, medium- and extra-high
voltage cables and wires. Low-voltage production is expected to commence by
Mar’25 and EHV by Oct’25.

Management expects to borrow Rs 4bn-5bn for greenfield capex, with the balance
coming from internal accruals.

HOLD | TP Rs 550

EMS potential: SYRMA pegs the Indian EMS market at ~US$ 1bn (ex-DIXON),
while revenues for global players such as Flex and Jabil are in the US$ 30bn-40bn
range. Management sees substantial long-term potential for the EMS business
and expects the market to ramp up as global companies enter India.

Orders and margins: The company has a strong Rs 4.8bn order book as of
Dec’24 that carries revenue visibility for 12-15 months. On the margin front, a
change in product mix towards the consumer segment as opposed to original
design manufacturing (ODM) has been behind the lower operating margins in FY24
thus far.

ODM currently contributes ~20% of SYRMA'’s revenue and is guided to improve to
~22% in FY25. The company aims to take this proportion to 25% in the long run, at
which level margin gains will become more tangible. Management maintains its
EBITDA margin guidance of 7-7.5% for FY24 (vs. 9.2% in FY23).
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= Capacity: Manufacturing capacity is being doubled to 6.3mn components from
3.2mn which could help the company achieve its guided growth trajectory. The
Bawal (Haryana) facility has already begun production and incremental capacity at
this unit is due to be commissioned in June-July this year. Per management,
existing Pune capacity has revenue potential of Rs 8bn-10bn.

= Long-term plans: Management is targeting a long-term revenue mix of one-third
contribution from exports and a quarter from ODM across segments. Original
equipment manufacturing (OEM) has a shorter turnaround time, but ODM has
higher margins and hence the company believes a 25% ODM proportion will be
ideal. ROCE is a key internal metric for SYRMA, which is targeted at 25%, and the
primary determinant are margins and working capital.

NOT RATED

= Guidance: KAYNES expects to end FY24 with a ~14% EBITDA margin as the
fourth quarter typically forms 35-40% of revenue and is seeing an improving mix.
FY24 PAT is guided at Rs 1.6bn-1.7bn on sales of ~Rs 18bn. Long-term, the
company is guiding for revenue of Rs 90bn in FY28, comprising Rs 20bn from its
new businesses of outsourced semiconductor assembly and testing (OSAT) and
HD-printed circuit boards (PCB) along with Rs 70bn from regular OEM/ODM.

= Revenue drivers: Management expects the automotive, industrial and rail segments
to be key revenue contributors to its FY28 target. In the longer term, it expects to
expand the topline by Rs 15bn-20bn every year. Key drivers would include
automation, rising penetration of electronics in electric vehicles and other machines,
Make-in-India initiatives, and the growing shift of global manufacturing to India.

= Margins: The company earns the highest gross margins in aerospace and rail
(45%), followed by the medical (35%), industrial and EV (30-33%), and IT/telecom
(28%) verticals, with automotive yielding the lowest margin of 22%.

= Order book: The current order book totals Rs 38bn with a monthly inflow run-rate
of Rs 2.8bn.

= Capex: KAYNES is undertaking capex of Rs 15bn in two phases for its OSAT facility,
toward which the government has approved a 75% subsidy. It is also investing Rs
7.3bn in HD-PCB, where it is eligible for a 45% subsidy. These units are scheduled to
come up by end-H1FY26, and FY27 will be the first full year of revenue.
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