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Execution trends robust
= Strong execution aided 18% YoY revenue growth for our capital goods
coverage in Q3 (21% ex-LT) despite supply chain challenges

= Margins and pricing power showed resilience with aggregate gross/
EBITDA margin up 280bps/30bps YoY

= Q4 to be execution-heavy. Structural tailwinds from automation and

digitalisation buoy sectoral outlook; we prefer LT, SIEM and AIAE
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Execution momentum continues: Despite supply chain challenges, capital goods
players under our coverage displayed impressive project execution in Q3FY23,
clocking revenue growth of 18% YoY (21% ex-LT). Barring Hitachi Energy and KKC,
most companies adeptly navigated the bottlenecks arising from chip and component
shortages. Moreover, aggregate order inflow for our coverage has been robust,
growing 13% YoY, and LT’s intake at Rs 607bn surpassed expectations.

Margins resilient: Our capital goods universe has demonstrated resilience in the
face of inflationary trends, indicative of pricing power and strategic product
placement. Ex-EPC (engineering, procurement and construction) players, gross
margin expanded by 280bps YoY in Q3. Though cost pressures appear to be
abating, the issue of further supply chain constraints amid reopening in China has
emerged as a fresh challenge, possibly exacerbating existing component shortages.
This conundrum has been flagged by KKC, ABB and Hitachi. Aggregate EBITDA
margin rose 30bps YoY, and the ex-EPC margin has swelled 450bps YoY.

Expect a strong Q4: We expect Q4FY23 to be an execution-heavy quarter with
robust order flows. LT has guided for revenue and order inflow growth of 13-15%
YoY which looks achievable. Contrary to earlier expectations of weakness, the
sector has seen relatively healthy exports, particularly from KKC’s perspective. In
addition, semiconductor shortages are expected to ease, as per earnings
commentary from global parent companies ABB and Honeywell.

Retain positive sector outlook: We maintain a positive outlook on the capital goods
sector, buoyed by visibility from the government’s capex-heavy budget and the
likelihood of gradual margin improvement as supply bottlenecks ease. Moreover, we
believe the sector is poised to benefit from structural demand tailwinds in the areas
of automation, digitalisation and electrification, with product-based companies set to
thrive in particular. Against this backdrop, we retain our bullish view on key players
LT (BUY, TP Rs 2,440), SIEM (BUY, TP Rs 3,800) and AIAE (BUY, Rs 3,300).

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.

Recommendation snapshot

Ticker Price Target Rating
ABB IN 3150 3220 HOLD
AIAE IN 2818 3,300 BUY
KECI IN 479 500 HOLD
KKC IN 1,629 1,600 HOLD
LTIN 2175 2440 BUY
POWERINDIN 2990 3500 BUY
SIEMIN 3229 3800 BUY
TMX IN 2112 2200 HOLD

Price & Target in Rupees | Price as of 15 Feb 2023

Capital Goods: Q3 result reviews

Company Result review link

ABB IN Q4 bee.it; retain HOLD on full
valuations

AIAE IN Stellar qgarter despite
challenging macro
Disappointing quarter — cut to

KECI IN HOLD

KKC IN Robu§t quarter; positives in
the price

LTIN Rev.en.ue. beat; commentary
optimistic

POWERIND IN Chip shortage takes a toll

SIEMIN Stellar quarter

TMX IN Scaling back on large project

bids
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Fig 1 — Aggregate revenue trend
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Fig 2 - Revenue (ex-LT) trend
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Fig 3 — Aggregate gross profit (GP) margin trend

Source: Company, BOBCAPS Research

Fig 4 — Aggregate EBITDA margin trend
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LT: During Q3FY23, LT reported strong order inflow of Rs 607bn. However, the
core EBITDA margin outlook is soft, with guidance of 30-50bps compression to
8.8-9.0% in FY23. Management maintained its revenue and order inflow growth
guidance of 13-15%. In a key positive, 32% of the inflow comes from private
orders. Additionally, Hyderabad metro ridership has increased, and support is
expected from the state. Improved working capital efficiency has also boosted Q3
ROE to 12.4%.

SIEM: EBITDA margin expanded to 14.9% in Q3 aided by stronger profitability
across businesses. Steady execution fueled a 13% YoY rise in revenue to

Rs 40bn, with the smart infrastructure business growing 18% (to Rs 15.2bn) and
digital industries growing 29% (to Rs 10.2bn). Additionally, C&S Electric turned a
corner, posting an EBIT margin of 3.4% and EBIT of Rs 114mn for the quarter.

KKC: Despite supply chain constraints, KKC managed to achieve 25% YoY
revenue growth. The infrastructure segment, which was lagging previously, showed
significant improvement, and exports continued to hold up. The company’s EBITDA
margin was robust at 18.9%, up 330bps YoY, thanks to healthy pricing power.
Notably, sales to Europe, an area where management had previously expressed a
cautious outlook, improved by 39% QoQ to reach Rs 970mn.

TMX: TMX’s pipeline of large projects (>Rs 8bn) has experienced a decline over
the past two quarters, particularly in the petrochemicals sector. However,
management expects to manage this shift over the course of the cycle by accepting
smaller orders in the Rs 500mn-1bn range. The company’s focus on small-ticket
projects is expected to slow revenue growth, even as a weak margin outlook in the
chemicals division and the likelihood of back-ended returns from new clean energy
businesses underpin our cautious view on the company.

ABB: Q4CY22 results were robust with a 16% YoY increase in revenue and
buoyant margins backed by the motion and industrial automation businesses.
Order inflows have now crossed Rs 100bn, and management is guiding for
revenue of Rs 100bn, gross margin of 35-37%, and PAT margin of 10% in CY23.

AIAE: EBITDA margin received a significant boost thanks to a better mix and some
one-off gains, reaching 29.8% in Q3. Management views a level of 20-22% as
sustainable going forward. Volume guidance for FY23 remains unchanged at
294-300k mt, with an additional 30-35k mt expected for FY24. The structural story
also remains intact, given incremental conversion across the sector from forged
media to high chrome mill internals (HCMI).

Hitachi Energy (POWERIND): Growth has been hampered by supply chain
constraints, resulting in an 8% YoY drop in Q3 revenue. The chip shortage also
took a toll on EBITDA margin, which decreased 3ppt. Despite these challenges,
management remains optimistic about a swift recovery as a majority of the orders
have a variable clause. Additionally, there is a potential opportunity worth Rs 40bn-
45bn for locomotive transformers, which could provide a significant boost.
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= KECI: EBITDA margin remained muted at 4.6% for the second consecutive quarter
in Q3. The standalone margin plummeted to a multi-year low of 4.7%, dealing a
blow to net profit which shrank 81% YoY. Despite this setback, management
remains optimistic about achieving over 20% revenue growth for FY23 along with
order inflows of Rs 180bn-200bn. KECI also indicated that the challenges at SAE
Brazil were gradually easing with closure of the last EPC (engineering, procurement
and construction) project, which should facilitate gradual recovery next quarter on.

Fig 7 — Valuation matrix

. . Upside Revenue (Rs bn) EBITDA (Rs bn)

Companies Rating Target 5

(%) FY23E FY24E FY25E  CAGR (%) FY23E FY24E FY25E  CAGR (%)
AIAE BUY 3,300 17 48584 51725 50,180 16 12,181 1,777 11,710 (2.0)
TMX HOLD 2,200 4 75317 88633 101,102 159 5,264 6,695 9,042 311
KKC BUY 1,600 ) 72,950 81,549 91,080 17 11,408 11,611 13,268 78
ABB* HOLD 3,220 2 85675 102044 123,098 199 9,619 10423 13,379 179
SIEM** BUY 3,800 18| 196656 233094 283,697 201 23402 28,965 37,245 262
POWERIND BUY 3,500 17 43364 56,577 61,349 189 1,908 4,624 5,861 753
KECI BUY 500 4| 165926 197516 233275 186 8,229 13,302 18,554 50.2
LT BUY 2,440 12 | 1752555 2138981  2367,795 162 | 196691 255255 293677 222

_ EBITDA Margin (%) PAT (Rs bn) ROE (%) PE (x)

el FY23E  FY24E  FY25E | FY23E FY24E FY25E CAGR (%) | FY23E FY24E FY25E | FY23E FY24E  FY25E
AIAE 25.1 2238 233 10,224 9,804 9,797 2.1) 198 16.6 148 | 260 271 271
TMX 7.0 76 8.9 4,141 5,160 7,163 315 14 13.1 165 | 608 488 35.1
KKC 156 142 146 10,690 11,347 13,065 106 199 193 203 | 422 39.8 346
ABB* 1.2 10.2 109 6,864 8,267 10,513 238 153 156 173 | 973 807 635
SIEM** 1.9 124 13.1 17228 21853 28619 28.9 14.1 16.1 186 | 667 526 402
POWERIND 44 8.2 96 605 2,574 3,490 140.3 5.2 198 220 | 2096 492 363
KECI 5.0 6.7 8.0 1,503 5,450 9,409 150.2 4.4 140 209 | 819 226 131
LT 1.2 1.9 124 | 100705 142114 168,290 29.3 17 15.0 16.0 303 215 18.1

Source: Company, BOBCAPS Research | *CY22E, CY23E, CY24E; **SY22, SY23, SY24
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NOT FOR DISTRIBUTION, DIRECTLY OR INDIRECTLY, IN OR INTO THE UNITED STATES OF AMERICA (“US”) OR IN OR INTO ANY OTHER JURISDICTION
IF SUCH AN ACTION IS PROHIBITED BY APPLICABLE LAW.

Disclaimer

Recommendation scale: Recommendations and Absolute returns (%) over 12 months
BUY — Expected return >+15%

HOLD - Expected return from -6% to +15%

SELL - Expected return <-6%

Note: Recommendation structure changed with effect from 21 June 2021

Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly in
line with the recommendation scale as shown above.

Analyst certification

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views about
the subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific
recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOB Capital Markets
Limited (BOBCAPS).

General disclaimers

BOBCAPS is engaged in the business of Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited and BSE
Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries
engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.

BOBCAPS'’s activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INHO000000040 valid till
03 February 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated
20 November 2017. BOBCAPS CIN Number: U65999MH1996G0O1098009.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of
any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory
board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to
the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of
interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction We are not soliciting any action based on
this material. It is for the general information of BOBCAPS’s clients. It does not constitute a personal recommendation or take into account the particular investment
objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this material, clients should consider whether it is
suitable for their particular circumstances and, if necessary, seek professional advice. BOBCAPS research reports follow rules laid down by Securities and Exchange
Board of India and individuals employed as research analysts are separate from other employees who are performing sales trading, dealing, corporate finance
advisory or any other activity that may affect the independence of its research reports.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities — that give rise to substantial risk and are not suitable for
all investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as
such. Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information
discussed in this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long”
or “short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or
dispose of any such securities (or investment). We and our affiliates may assume an underwriting commitment in the securities of companies discussed in this
document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment banking
or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.

For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of
the equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an
adverse effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by
foreign currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and
understood the Risk disclosure document before entering into any derivative transactions.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent.
Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014
The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.

BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company, except for Research Analyst Vinod Chari having 55
shares of Larsen & Toubro (LT IN). BOBCAPS or its research analyst(s) or his/her relatives do not have actual/beneficial ownership of one per cent or more securities
in the subject company at the end of the month immediately preceding the date of publication of this report.

The research analyst(s) has not received any compensation from the subject company or third party in the past 12 months in connection with research
report/activities. Compensation of the research analyst(s) is not based on any specific merchant banking, investment banking or brokerage service transactions.

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.
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The research analyst(s) has not served as an officer, director or employee of the subject company.
BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS’s associates may have financial interest in the subject company. BOBCAPS's associates may hold actual / beneficial ownership of one per cent or more
securities in the subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject
company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in
respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a
merger or specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking or merchant
banking or brokerage services from the subject company in the past 12 months.

Other disclaimers

BOBCAPS and MAYBANK (as defined below) make no representation or warranty, express or implied, as to the accuracy or completeness of any information obtained
from third parties and expressly disclaim the merchantability, suitability, quality and fitness of this report. The information in this report has not been independently
verified, is provided on an “as is” basis, should not be relied on by you in connection with any contract or commitment, and should not be used as a substitute for
enquiries, procedures and advice which ought to be undertaken by you. This report also does not constitute an offer or solicitation to buy or sell any securities referred to
herein and you should not construe this report as investment advice. All opinions and estimates contained in this report constitute BOBCAPS’s judgment as of the date of
this report and are subject to change without notice, and there is no obligation on BOBCAPS or MAYBANK to update this report upon issuance. This report and the
information contained herein may not be reproduced, redistributed, disseminated or copied by any means without the prior consent of BOBCAPS and MAYBANK.

To the full extent permitted by law neither BOBCAPS, MAYBANK nor any of their respective affiliates, nor any other person, accepts any liability howsoever arising,
whether in contract, tort, negligence, strict liability or any other basis, including without limitation, direct or indirect, special, incidental, consequential or punitive
damages arising from any use of this report or the information contained herein. By accepting this report, you agree and undertake to fully indemnify and hold
harmless BOBCAPS and MAYBANK from and against claims, charges, actions, proceedings, losses, liabilities, damages, expenses and demands (collectively, the
“Losses”) which BOBCAPS and/or MAYBANK may incur or suffer in any jurisdiction including but not limited to those Losses incurred by BOBCAPS and/or MAYBANK
as a result of any proceedings or actions brought against them by any regulators and/or authorities, and which in any case are directly or indirectly occasioned by or
result from or are attributable to anything done or omitted in relation to or arising from or in connection with this report.

Distribution into the United Kingdom (“UK”):

This research report will only be distributed in the United Kingdom, in accordance with the applicable laws and regulations of the UK, by Maybank Securities (London)
Ltd) (“MSL”) who is authorised and regulated by the Financial Conduct Authority (“FCA”) in the United Kingdom (MSL and its affiliates are collectively referred to as
“MAYBANK”). BOBCAPS is not authorized to directly distribute this research report in the UK.

This report has not been prepared by BOBCAPS in accordance with the UK’s legal and regulatory requirements.

This research report is for distribution only to, and is solely directed at, selected persons on the basis that those persons: (a) are eligible counterparties and professional
clients of MAYBANK as selected by MAYBANK solely at its discretion; (b) have professional experience in matters relating to investments falling within Article 19(5) of the
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended from time to time (the “Order”), or (c) fall within Article 49(2)(a) to (d) (high net
worth companies, unincorporated associations, etc. as mentioned in the stated Article) of the Order; (all such persons together being referred to as “relevant persons”).

This research report is directed only at relevant persons and must not be acted on or relied on by any persons who are not relevant persons. Any investment or
investment activity to which this material relates is available only to relevant persons and will be engaged in only with relevant persons.

The relevant person as recipient of this research report is not permitted to reproduce, change, remove, pass on, distribute or disseminate the data or make it available
to third parties without the written permission of BOBCAPS or MAYBANK. Any decision taken by the relevant person(s) pursuant to the research report shall be solely
at their costs and consequences and BOBCAPS and MAYBANK shall not have any liability of whatsoever nature in this regard.

No distribution into the US:

This report will not be distributed in the US and no US person may rely on this communication.

Other jurisdictions:

This report has been prepared in accordance with SEBI (Research Analysts) Regulations and not in accordance with local regulatory requirements of any other
jurisdiction. In any other jurisdictions, this report is only for distribution (subject to applicable legal or regulatory restrictions) to professional, institutional or
sophisticated investors as defined in the laws and regulations of such jurisdictions by Maybank Securities Pte Ltd. (Singapore) and / or by any broker-dealer affiliate or
such other affiliate as determined by Malayan Banking Berhad.

If the recipient of this report is not as specified above, then it should not act upon this report and return the same to the sender.

By accepting this report, you agree to be bound by the foregoing limitations.
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