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On the cusp of a capex supercycle
= |ndia nearing a new capex supercycle, in our view, with private spends
likely coinciding with ongoing public outlay

= Private capex stimulus to stem from decarbonisation, PLI and China+1,

implying fresh investments independent of capacity utilisation

= Ride the uptrend through a basket of stocks that delivers through the
cycle; we prefer LT, SIEM, AIAE, POWERIND and KECI
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Strong capex cycle after nearly two decades...: We believe India is on the cusp of
a new capex upcycle, close to two decades after the country’s last infrastructure
supercycle of 2003-08. The previous cycle ground to a halt amid the 2008 GFC, after
which the government became the torchbearer of capex, keeping infrastructure at the
fore and culminating in the ongoing Rs 111tn NIP (FY19-FY25). The government’s
trifecta of asset creation (NIP), asset recycling (NMP) and integrated planning (Gati
Shakti) should reboot India’s infrastructure cycle. Notably, even if only 50% of the NIP
fructifies, it would still imply a massive annual capex injection of Rs 11tn over five years.

...coinciding with a private cycle independent of utilisation: Higher capacity
utilisation typically leads capex. However, the new wave of private capex is likely to be
independent of utilisation and driven by (1) energy transition (renewables, EVs, battery
technology and hydrogen) and higher ESG compliance, (2) manufacturing capex led
by production-linked incentives, supply chain diversification and the global China Plus
One strategy, and (3) 5G/6G technology disruptions driving data centre demand and
e-commerce growth, in turn boosting multimodal transport and smart warehousing.

Advent of a supercycle: The current milieu exhibits similar characteristics to the
2003-08 supercycle. That was a phase of recovery from dotcom excesses and a time
when India was battling inflation and currency. Today, we are looking to recover from
liquidity excesses and the selfsame battles of inflation and currency. Commodity prices
were high, as they are now, and core industries (steel, cement) went on a capex spree
facilitated by a prolonged favourable environment, which also fuelled a real estate
boom — all akin to current trends. In geopolitics as well, the world’s largest market (US)
turned inward looking following 9/11 — a view reinforced post pandemic/Ukraine.

Hedge bets across the cycle: In a strong capex environment, all stocks benefit
from a valuation rerating as they enter a virtuous cash flow cycle. We believe the
best way to extract maximum value is to pick a basket of stocks that delivers returns
at every stage of the cycle. Our preferred stock mix comprises AIAE: TP Rs 3,100
(early-cycle play); LT: TP Rs 2,390 & KECI: TP Rs 500 (mid-cycle); and SIEM: TP
Rs 3,400 & POWERIND: TP Rs 3,600 (late-cycle). We also initiate coverage on KEII
with BUY and on ABB, KKC & TMX with HOLD ratings.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda
Important disclosures, including any required research certifications, are provided at the end of this report.

Recommendation snapshot

Ticker Price Target Rating
ABB IN 3,122 3,100 HOLD
AIAE IN 2575 3,100 BUY
KECI IN 427 500 BUY
KEIIIN 1625 1,900 BUY
KKC IN 1,381 1,300 HOLD
LTIN 2,030 2390 BUY
POWERIND IN 2,943 3,600 BUY
SIEMIN 2,870 3400 BUY
TMX IN 2,160 2,00 HOLD

Price & Target in Rupees | Price as of 17 Nov 2022
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Fig 1 — Capex supercycle — then and now: Déja vu
2002: Birthed the last supercycle Vs. 2022: Precursor of the next supercycle
Prices went up, fuelling a commodity supercycle... COMMODITIES Prices went up, fuelling a commodity supercycle...
...spurring capex in core industries CAPEX ... spurring capex in core industries
Tailwinds from Electricity Act POLICY SUPPORT Tailwinds from GST, IBC, likely new Electricity Act
RBI was battling inflation INFLATION RBl is battling inflation
RBI was defending currency CURRENCY RBI is defending currency
Low interest rate environment... INTEREST RATES Low interest rate environment...
...fuelling a real estate boom DISCRETIONARY SPEND ...fuelling a real estate boom
Banks with surplus, need avenues to lend FINANCING Banks with surplus, need avenues to lend
Recovering from dot.com bust lows STOCK MARKETS Recovering from pandemic lows
US became inward looking post 9/11 GEOPOLITICS US, EU inward looking post pandemic, Russsia-Ukraine war

Source: Company, BOBCAPS Research | GST: Goods and Services Tax, IBC: Insolvency and Bankruptcy Code

Fig 2 — New projects announced expected to gather

Fig 3 — ...along with buoyancy in private capex

traction... independent of utilization
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Source: BOB Economics Research, BOBCAPS Research

Fig 4 — Capex pattern shifting: Core sector share* in bank

funding declining...

Source: BOB Economics Research, BOBCAPS Research

Fig 5 — ...as upcoming sectors capture a larger chunk of
the pie
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EQUITY RESEARCH

Source: Company, RBI, BOBCAPS Research | *Average share in aggregate project cost sanctioned by banks/
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Fig 6 — NMP schedule: Asset monetisation key to
execution of NIP
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Fig 7 — Asset monetisation mix shows focus on road, rail
and power assets
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Source: BOBCAPS Research | NMP: National Monetisation Pipeline, NIP: National Infrastructure Pipeline

Fig 8 — GNPA: Bank balance sheets in good shape to
fund the cycle, reflected in declining GNPA

Source: BOBCAPS Research | NMP: National Monetisation Pipeline, NIP: National Infrastructure Pipeline

Fig 9 — Corporate deleveraging has taken place as well
over the past couple of years
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Fig 10 — Technology focus driving earnings and valuations
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Investment summary

Companies

Investment thesis

Larsen & Toubro (LT IN)
BUY | TP: Rs 2,390
- 18%

Siemens India (SIEM IN)
BUY | TP: Rs 3,400
- 18%

ABB India (ABB IN)
HOLD | TP: Rs 3,100

v 1%

Cummins India (KKC IN)
HOLD | TP: Rs 1,300
v 6%

Thermax (TMX IN)
HOLD | TP: Rs 2,100
v 3%

Hitachi Energy (POWERIND IN)
BUY | TP; Rs 3,600
- 22%

AlA Engineering (AIAE IN)
BUY | TP: Rs 3,100
- 20%

KEC International (KECI IN)
BUY | TP: Rs 500
2 17%

KEl Industries (KEII IN)
BUY | TP: Rs 1,900
~17%

Differentiated growth path - BUY
= Robust Rs 3.7tn order book guided to support 12-15% revenue growth and a 9.5% core margin for FY23
= LT evolving into a services play with infrastructure as a key component - reflected in its 5Y strategic plan envisaging a larger services share

= Remains the capex proxy in India even as services add another arrow to its quiver; initiate with BUY for an SOTP-based TP of Rs 2,390

Best play on capex revival - BUY
= Leading industrial software player with a formidable product mix geared to Industry 4.0 and energy transition megatrends
= Expertise in smart infrastructure presents a strong case for margin expansion, further backed by traction in new energy

= Remains the best play on capex recovery; initiate with BUY and a TP of Rs 3,400 (55x Sep’24E EPS)

Primed for growth but valuations full - HOLD

= Portfolio reoriented to focus on early-cycle capex recovery vs. late-cycle orders. Motion segment remains a key differentiator

= Parent's 400bps+ EBITA margin target for CY23 via decentralisation a positive; we model for 280bps gains in 2Y to 10.9% for the India arm
= ABB'’s structural story sound but valuations full; initiate with HOLD and a TP of Rs 3,100 (65x Sep’24E EPS)

Outlook strong but near-term challenges persist - HOLD
= Near-term growth in the power generator business constrained by supply chain woes, driving critical component shortages
= Europe and Africa outlook muted, though CPCB4 norms could offer respite by opening doors to new geographies

= Initiate with HOLD and a TP of Rs 1,300, valuing the stock at 30x Sep’24E EPS

Margin theme loses steam — HOLD
= Qutlook for TMX mixed as enquiry pipeline moderating and large projects plateauing
= Margin expansion theme largely played out with chemicals business EBIT margin sliding over the past few quarters

= New green energy projects a positive but carry long gestation. Initiate at HOLD with a TP of Rs 2,100 (40x Sep’24E EPS)

Pure play on India’s energy transition - BUY

= Pioneerin HVDC power systems. Integration of ABB's energy platform and Hitachi's Lumada loT plays into key theme of grid digitalisation
= Expect cumulative order inflow of Rs 172bn over FY23-FY25 vs. Rs 100bn in last 3Y; current order backlog at Rs 70bn

= Preferred play on green energy transition theme - initiate with BUY for a TP of Rs 3,600 (45x Sep’24E EPS)

Value-add strategy paying off - BUY
= Global No. 2 ranking in HCMI positions AIAE well to benefit from transition away from forged to high chrome grinding media
= Business strategy shifting from pricing to value addition which should buoy market share

= Structural overhang from anti-dumping duties abating; initiate with BUY and a TP of Rs 3,100 (32x Sep’24E EPS)

Diversification broadens growth prospects - BUY

= Timely diversification into rail and civil projects; prospects improving for domestic T&D as well, reflected in higher FY23 guidance

= Margin and working capital headwinds guided to normalise by Q4FY23 backed by improving prospects at SAE Brazil

= Expect a revenue/PAT CAGR of 15%/40% over FY22-FY25 as headwinds abate; initiate with BUY for a TP of Rs 500 (14x Sep'24E EPS)

Timely business pivot - BUY
= Second-largest player in wires and cables, with EHV capabilities that create a formidable barrier to entry
= Strategic scale-up in retail business — revenue share at 41% vs. 28% in FY18 - to energise margins and rein in working capital

= Strong tailwinds in institutional and retail segments; initiate with BUY and a TP of Rs 1,900 (27x Sep’24E EPS)

Source: BOBCAPS Research

EQUITY RESEARCH
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Mcap Revenue (Rs mn) EBITDA (Rs mn) EBITDA Margin (%)
Company Rsmn)  FysE  FYME  FY25E CA(G,,/OR) FY2E  FY24E  FY25E CA&R) FY2E  FY24E  FY25E
L&T 2850640 1761180 2046693 2297649 14 | 210870 247810 281000 15| 120 121 122
Siemens India 1021720 165513 187757 2134338 13 | 17385 21472 26077 23| 105 114 122
ABB India 661578 83222 102044 123098 22 | 8211 10423 13379 28 99 102 109
Tubes Investment 490258 126451 145499 165150 14| 1793 18713 21848 10| 142 129 132
Cumming 382813 72950 81549 91080 12 | 10441 11425 13064 13| 139 140 143
Thermax 257378 75T 88633 101102 16 | 5531 6739 9002 28 73 76 9.0
AlA engineering 242875 45823 48388 50,839 5| 10395 11312 12176 8| 27 24 239
Grindwell Norton 222403 24135 28053 31086 13 | 4878 5743 619 12| 202 205 197
Bharat Heavy Electricals 244,963 255666 183197 307366 10| 10561 16714 21524 43 41 58 70
Caborundum Universal 152,83 45103 51126 54280 10 | 6670 818 882 15| 148 160 163
Hitachi Energy 124343 4520 55045 60551 16 | 2896 4611 5001 43 6.4 8.4 07
LMW 19494 33600 37119 40421 10| 2694 3130 3657 17 80 8.4 9.0
Elgi Equipments 158138 28794 32925 34733 10 | 3405 4073 4201 M| 118 124 121
KE! Industries 147388 69697 80411  953% 17| 7351 9287 12023 28| 105 115 126
KEC Intemational 100777 162403 186662 210824 14 | 11272 15888 19282 3 69 85 9.1
Triveni Turbines 80450 11192 13823 16163 20| 2235 2856 3348 22| 200 207 207
GMM Pfaudler 84219 31063 35703 39165 12| 4003 5005 580 21| 129 140 149
KSB Pumps 68302 17623 14545 24278 17| 2350 2952 333 19| 133 203 137
Kalpataru Power 74157 164040 183197 200185 10 | 14750 16883 18017 11 9.0 9.2 9.0
Techno Electric 32197 13001 15873 17050 15| 2577 3401 2812 4| 198 195 165
Va Tech Wabag 19494 33600 37119 40421 10| 2694 3130 3657 17 80 8.4 9.0
PAT (Rs mn) ROE (%) PIE (x)

Company CAGR

FY23E FY24E Pose CACY | FYZE PYME FYZSE | PYNE FYME FYE
L&T 114,839 140,250 162,698 19 133 147 15.4 25 20 18
Siemens India 12,011 15,419 19,241 27 12 134 149 8 66 53
ABB India 6,472 8,288 10,558 28 150 168 18.4 102 80 63
Tubes Investment 8,865 11299 13,520 2 264 273 261 60 47 3%
Cummins 9,564 10,898 12572 15 178 187 198 40 3 30
Thermax 4188 5,207 7211 31 15 132 1656 62 49 3
AIA engineering 7877 8,642 0,432 9 155 15.2 149 31 28 2%
Grindwell Norton 3,504 4238 4,543 12 214 220 209 61 52 49
Bharat Heavy Electricals 5,264 10,198 13612 61 21 38 5.1 45 2% 17
Carborundum Universal 4151 5,255 5,816 18 16.4 178 174 3 29 2%
Hitachi Energy 1623 2,893 3,850 54 134 204 221 7 43 2
LMW 1472 1780 2393 27 103 114 140 13 1 8
Elgi Equipments 2,090 2,565 2,739 14 185 194 18.9 76 62 58
KE! Industries 4143 5,422 7,238 2 178 195 214 36 27 20
KEC Intemational 3,858 7,560 10,290 63 103 179 206 28 14 1"
Triveni Turbines 1739 2,231 2,667 2% 19.1 211 224 51 39 34
GMM Pfaudier 1,837 2,504 3,418 36 279 290 300 46 34 25
KSB Pumps 1,366 1,657 2399 3 153 1656 176 39 31 28
Kalpataru Power 5,480 6,907 7,826 20 19 136 130 14 1 9
Techno Electric 2161 2,590 2435 6 114 123 109 15 12 13
Va Tech Wabag 1472 1780 2,303 27 103 14 140 13 1 8
Source: Company, Bloomberg, BOBCAPS Research
EQUITY RESEARCH 7 21 November 2022



CAPITAL GOODS

Fig 12 — Déja vu

/&3 BOBCAPS

TRUST | INNOVATION | EXCELLENCE

Picking the winners

We believe India is on the verge of a new capex upcycle, close to two decades after the
country’s last infrastructure supercycle of 2003-08, supported by a potent combination of
(1) the government's trifecta of asset creation (NIP), asset recycling (NMP) and integrated
planning (Gati Shakti), and (2) private capex stimulated by factors such as decarbonisation,
local production incentives and China-plus-One. In a strong capex climate, all stocks
benefit from a valuation rerating as they enter a virtuous cash flow cycle. We believe the
best way to extract maximum value is to pick a basket of stocks that delivers across the
cycle. Our preferred picks are LT, SIEM, AIAE, POWERIND and KECI.

Though public and private capex in India has a dubious record of undershooting targets,
we note that the National Infrastructure Pipeline (NIP) and Gati Shakti schemes appear

to be meticulously planned with a particular thrust on debottlenecking project approvals

and funding, which gives us confidence in the continuity of the capex cycle.

=  We believe the NIP is more focused than its earlier Five-Year Plan avatars, with a
lot more emphasis on on-ground execution

=  State buy-in has been a success and states have largely kept to their capex
targets even during trying times such as the pandemic, as evidenced by FY22
outlay numbers, where there has been only a 5% slippage over budgeted capex
despite fiscal pressures of the pandemic.

=  For the first time ever, the government has addressed the financing of new projects
via the National Monetisation Pipeline (NMP) which entails the planned monetisation
of cash flows from existing assets.

= Project coordination through Gati Shakti is intended to cut across ministerial lines
which should aid faster turnaround times. Execution is likely to be buttressed by policy
support related to land acquisition, right of way, and addressing tariff gaps in electricity
pricing — an ongoing process which the government appears focused on resolving.

India’s last capex supercycle occurred close to two decades ago over 2003-08. The
seeds of this outlay were sowed in 2002 itself — a year that had striking macroeconomic
similarities to the present environment.

2002: Birthed the last supercycle Vs. 2022: Precursor of the next supercycle
Prices went up, fuelling a commodity supercycle... COMMODITIES Prices went up, fuelling a commodity supercycle...
...spurring capex in core industries CAPEX ... spurring capex in core industries
Tailwinds from Electricity Act POLICY SUPPORT Tailwinds from GST, IBC, likely new Electricity Act
RBI was battling inflation INFLATION RBl is battling inflation
RBI was defending currency CURRENCY RBI is defending currency
Low interest rate environment... INTEREST RATES Low interest rate environment...
...fuelling a real estate boom DISCRETIONARY SPEND ...fuelling a real estate boom
Banks with surplus, need avenues to lend FINANCING Banks with surplus, need avenues to lend
Recovering from dot.com bust lows STOCK MARKETS Recovering from pandemic lows
US became inward looking post 9/11 GEOPOLITICS US, EU inward looking post pandemic, Russsia-Ukraine war

Source: Company, BOBCAPS Research | GST: Goods and Services Tax, IBC: Insolvency and Bankruptcy Code

EQUITY RESEARCH
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Stock picks

. . TP  Upside
Tickers Rating (Rs) %)
LT BUY 2,390 18
SIEM BUY 3,400 18
AIAE BUY 3,100 20
POWERIND BUY 3,600 22
KECI BUY 500 17

Source: BOBCAPS Research

EQUITY RESEARCH
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In our view, different industry subsegments behave differently across the cycle. As
capacity utilisation rises in a precursor to infrastructure capex, we can expect to see
rapid growth in manufacturing, making industrial consumables some of the best early-
cycle plays. Key segments in this category include abrasives (CUMI; GWNO — Not
Rated), grinding mill internals (AIAE; TEGA — NR), and refractories in steel (VI — NR).

Once capacity utilisation hits the threshold that calls for fresh capex, orders kick in for
engineering, procurement and construction (EPC) as well as turnkey contractors such
as LT or KECI, making them mid-cycle plays. Finally, when project execution begins,
orders are placed for products — involving late-cycle plays such as ABB, SEIM, KKC,
POWERIND and HWA (NR).

While easy to define, in reality the cycle is never static and does not play out to such
coordinated perfection — implying it is difficult to time. Moreover, companies cannot
always be pigeonholed into a single category. Several EPC players are also product
companies (e.g. LT), and many product companies don the EPC mantle in a bid to
capture a larger chunk of business (SIEM, TMX). Hence, we believe the ideal investment
strategy would involve a selection of stocks that straddle the entire capex lifecycle.

Our preferred stock basket comprises AIAE (early-cycle), LT and KECI (mid-cycle), and
SIEM and POWERIND (late-cycle). In terms of order of preference, LT and SIEM top
the leaderboard, followed by AIAE, POWERIND and KECI. We also initiate coverage on
KEIIl with BUY. In addition, we initiate with HOLD on product MNC ABB, and KKC as we
prefer SIEM for its diversification and relatively attractive valuations. TMX (HOLD) is our
least preferred name as we believe the company is still struggling to dispel the shadow of
its boiler business in an ESG (environmental, social, corporate governance) world.

Most capital goods companies under our coverage have robust balance sheets with a
majority of them being debt-free. As mentioned above, during each stage of the cycle,
various categories of companies see a buildup in order inflows — this, in turn, fuels a
large order book and propels execution. The rise in execution lifts operating leverage as
fixed costs are spread over a larger base, buoying operating margins.

Importantly, a capex upcycle also serves to bolster financial leverage. The capital goods
industry is working capital-intensive as companies have to fund execution across the
project cycle but receive payments with a lag (the government is the largest customer).
As order inflow climbs in a conducive demand environment, most companies receive
advance payments for orders (usually in the range of 5-15%), which lubricates the
working capital cycle — as more orders pour in so do cash advances, curtailing the need
for working capital and, hence, lowering interest costs.

We believe this combination of operating and financial leverage will accelerate earnings
growth and, in turn, drive a valuation rerating for capital goods companies.

9 21 November 2022
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Coverage universe: Mapping strengths

Fig 13 — BOBCAPS Capital Goods universe: Attractiveness matrix
Structural
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Fig 14 — Valuation matrix

. Rating Mcap Revenue (Rs mn) EBITDA (Rs mn) EBITDA Margin (%)

(Rs mn) FY23E FY24E FY25E CAGR (%) FY23E FY24E FY25E CAGR (%)| FY23E FY24E FY25E
LT Buy 26,84,937| 17,61,180 20,46,693 22,97,649 142| 210870 247,810 281,000 154 12.0 121 12.2
SIEM** Buy 977576 167,184 1,96,411  2,27,039 16.5 17,834 23,351 29,814 293 10.7 119 13.1
ABB* Hold 6,76,835 83,222  1,02,044 123,098 216 8,211 10,423 13,379 276 9.9 10.2 10.9
KKC Hold 3,28,759 72,950 81,549 91,080 1.7 10,141 11,425 13,064 135 139 14.0 14.3
AIAE Buy 2,45,044 45,823 48,388 50,839 5.3 10,395 11,312 12,176 8.2 22.7 234 239
TMX Hold 241,411 75,317 88,633  1,01,102 15.9 5,531 6,739 9,092 28.2 73 76 9.0
POWERIND  Buy 1,43,456 45,292 55,045 60,551 15.6 2,896 4,611 5,901 428 6.4 84 9.7
KEll Buy 1,29,973 69,697 80,411 95,334 17.0 7,351 9,287 12,023 279 105 115 12.6
KECI Buy 1,07,207| 162,403 186,662 2,10,824 139 11,272 15,888 19,282 308 6.9 85 9.1

PAT (Rs mn) EPS (Rs) ROE (%) ROIC (%) PIE (x)
Tickers FY23E FY24E FY25E Eacr FY23E FY24E FY25E e FY23E FY24E FY25E | FY23E FY24E FY25E | FY23E FY24E FY25E
(%) (%)

LT 1,14,839 1,40,250 1,62,698 190| 818 999 1159 19.0| 133 147 154 741 8.1 88| 248 203 175
SIEM** 12,369 16,824 22,037 335| 347 473 619 335 115 143 167| 116 144 169 | 826 607 464
ABB* 6,472 8,288 10,558 277| 305 391 498 277| 150 168 184 | 152 170 185| 1022 798 627
KKC 9,564 10,898 12,572 147| 345 393 454 147 178 187 198| 168 178 19.0| 400 351 305
AIAE 7877 8642 9432 94| 835 916 1000 94| 155 152 149| 157 153 151| 308 281 257
TMX 4188 5207 7,211 312| 31 437 605 32| 115 132 166| 110 127 158 | 615 494 357
POWERIND 1623 2893 3,850 540 | 383 683 908 540 134 204 221 136 202 218| 766 430 323
KEIl 4143 5422 7238 322| 457 598 798 322 178 195 214 198 218 237| 356 272 204
KECI 3,858 7,580 10,290 633| 150 295 400 633| 103 179 206| 108 1563 188 | 285 145 107

Source: Company, BOBCAPS Research, *CY22E|CY23E|CY24E, **SY22|SY23|SY24
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Fig 15 — Operating leverage to decide EPS CAGR
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Fig 16 — Technology-focused companies merit premium

valuation
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Fig 17 — EPS CAGR alone not determinant of ROIC...

Fig 18 — ...NWC (non-cash) also has a role to play in ROIC
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Fig 19 — New projects announced expected to gather
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Strong government-led infrastructure capex

India’s capex has been historically supported by public spending as private capital
outlay has far sharper cyclicality. We do not expect this pattern to change materially —
although private capex is expected to pick up, it will serve to complement public spends.
We believe the government’s National Infrastructure Pipeline with its allocated budget of
Rs 111tn will be the driving force of the ongoing upcycle in infrastructure outlay.
Notably, even if only 50% of the NIP fructifies, it would still imply a mega annual capex
injection of Rs 11tn over five years.

Public spends to spur private capex

Public spending has been the mainstay of India’s capex cycle during the past decade
amid muted private sector outlay. The share of the public sector (central plus state
governments) in new projects rose to a peak of ~60% on average over FY14-FY17,
before moderating to 48% over FY18-FY21 and 29% in FY22. The FY23 Budget shows
that the central government is projected to spend a record Rs 7.5tn in capital creation
during the year.

Overall, new project announcements, which are the early lead indicator for order books
of capital goods companies, have risen to Rs 14.3tn in FY22. However, this is still just
80% of pre-pandemic levels of Rs 18tn and well below the highs of Rs 25tn-27tn
witnessed during FY08-FY10 (peaked at Rs 26.7tn in FY09), the tail end of the previous
mega capex cycle. With the Covid pandemic receding, anticipated traction in mega
public programmes (NIP, Gati Shakti), targeted fund-raising through the NMP, and the
government’s avowed focus on capex as a stimulus for long-term employment and
income generation, we anticipated a strong reboot of India’s infrastructure cycle.

Fig 20 — Share of public sector units (PSU) in new

traction projects has fallen
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Source: BOB Economics Research, BOBCAPS Research

NIP — target spends in excess of Rs 100tn

The bedrock of the current infrastructure cycle is the government’s National
Infrastructure Pipeline (NIP). Announced in 2019, this programme aims to spend
Rs 111tn across 7,400 infrastructure projects to be implemented over FY19-FY25.
However, with two years lost due to the pandemic, we could see implementation
pushed back a year to FY26. Currently, ~40% of the NIP is under implementation.
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As expected, the NIP is dominated by traditional sectors with energy accounting for
nearly a fourth of the spend while roads and rail have a combined share of 30% —in line
with targets under Gati Shakti, the national master plan for multimodal connectivity.
Another highlight is the 17% allocation for urban infrastructure, indicating higher
urbanisation which has positive ripple effects on real estate and allied consumption sectors.

NIP outlay game-changing even at 50% efficacy

Even if only 50% of the NIP’s Rs 111tn outlay were to fructify, it would still translate to
massive capex of Rs 55tn over the scheme’s five-year tenure or an annual run-rate of
Rs 11tn. To add context, let us compare this with the potential market for capital goods
bellwether LT. As per the company, its prospective FY23 order pipeline stands at

Rs 8.5tn, of which domestic prospects total Rs 6.3tn. Even at 50% efficacy, the NIP
offers ~2x of such order prospects. We note that over 70% of NIP outlay effectively
covers four sectors — roads, rail, urban infrastructure and energy — that carry order

potential for key players such as LT.

Fig 21 — Planned outlay under NIP

(Rs bn) FY20 FY21 FY22 FY23 FY24 FY25  No Phasing Total
Energy

Power 1,641 2,256 2,217 2,235 2,252 2,110 1,393 14,104
Renewable Energy 305 1,510 1,440 1,700 2,170 2,170 - 9,295
Nuclear 116 215 283 331 327 283 - 1,555
Petroleum and Natural Gas 273 435 483 415 229 105 5 1,946
Total Energy 2,336 4415 4,424 4,681 4,978 4,668 1,398 26,900
Roads 3,326 3,833 3,570 2,528 2,408 3,327 1,348 20,338
Railways 1,334 2,625 3,088 2,738 2212 1,679 - 13,676
Ports 134 181 206 159 77 100 355 1,212
Airports 187 217 248 213 254 51 264 1,434
Urban Infrastructure 2,982 4,622 4,041 2,349 2,172 1,599 1,429 19,193
Digital Communication 784 618 545 387 381 381 - 3,007
Irrigation 1,145 2,006 1,757 1,374 1,153 705 806 8,945
Rural Infrastructure 1,036 1,163 1,099 271 271 271 - 4,110
Water and Sanitation 368 605 1,009 848 800 - - 3,630
Agriculture Infrastructure 31 34 34 19 12 6 1,489 1,625
Food Processing 5 5 2 1 - - - 13
PDS - - - - - - 50 50
Social Infrastructure

Higher Education 204 279 346 296 274 123 236 1,757
School Education 51 4l 71 64 66 56 - 378
Health and Family Welfare 287 401 399 161 98 65 99 1,510
Sports 13 15 14 14 12 8 13 91
Tourism 11 16 21 19 12 7 113 198
Total Social Infrastructure 566 783 850 553 461 259 460 3,934
Industries and Internal Trade 174 407 426 335 227 105 1,393 3,067
Steel 17 24 23 16 3 - - 82
Grand Total 14,421 21,538 21,323 16,471 15,408 13,151 8,992 1,11,304

Source: dea.gov.in, BOBCAPS Research
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Fig 22 — NIP profile
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Sector-wise breakup of capex
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Funding via asset monetisation programme

The government proposes to divest ~Rs 6tn of assets under the NMP over FY22-FY25,
which could be used to fund the NIP. The mode of divestment will include new asset
classes such as investment trusts and also existing ones such as public-private
partnership. Execution of the monetisation plan will be crucial considering the
government’s patchy divestment record.

Fig 23 — NMP schedule
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Gati Shakti — another potential game changer

Launched in Oct'21, Gati Shakti is the government’s master plan to drive multimodal
connectivity by way of seamless project coordination that, in turn, drives down costs
and timelines. The goal is to bring 16 ministries such as railways and roads together for
the planning and coordinated implementation of infrastructure projects. Key advantages
of such a platform include timely clearances and faster decision-making as various
government departments will be able to track projects real time.

Gati Shakti will incorporate the infrastructure schemes of various ministries and state
governments such as Bharatmala (roads), Sagarmala (logistics), inland waterways,
dry/land ports, and UDAN (airports). Economic zones such as textile clusters,
pharmaceutical clusters, defence corridors, electronic parks, industrial corridors, fishing
clusters and agricultural zones have also been brought under this scheme.
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PLI — three birds with one stone

In Apr'20, the government launched the production-linked incentive (PLI) scheme
across a range of sectors to bolster domestic manufacturing, starting with mobile
phones. So far, incentives of ~Rs 2.6tn have been announced on investment plans
totalling ~Rs 4.6tn over FY22-FY27. Technology and renewable energy dominate the
incentive mix at 45% (~30% for semiconductors and 15% for electronics), renewables
form 17% (9% for solar special purpose vehicles, 7% for advanced chemistry cell or
ACC batteries) and auto 10%. Not surprisingly, the above sectors also account for
nearly three-fourths of the PLI- linked investments.

With this scheme, the government is looking to achieve three goals in one stroke —

(1) make India less dependent on imports, which dovetails with the government’s Atma
Nirbhar Bharat (self-sufficient India) vision, (2) incentivise the private sector to invest in
capacity creation which would also create more jobs in the country, (3) reposition India
as a credible alternative to China as the developed world looks to other countries to
source their manufacturing/assembly operations (China Plus One).

Fig 24 - Incentives awarded under the various PLI schemes so far

(Rs bn) Incentive Planned Investment
AC & LED 62 46
ACC Battery 181 450
Auto and Components 259 425
Drones 1.2 50
Electronics 386 110
Food Products 109 61
IT Hardware 73 25
Medical Devices 32 10
Pharma DI & API 69 54
Pharma Manufacturing 150 180
Semiconductors 760 1,700
Solar PV Modules 240 910
Special Steel 63 396
Telecom Products 122 33
Textiles 107 190
Total 2,614 4,640

Source: MEITY, BOBCAPS Research

Fig 25 — Spread of PLI investments
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Private capex cycle also kicking off

The private capex pipeline in India is robust, fuelled by investment plans related to
energy transition, participation in PLI schemes, and new technology areas such as data
centres (driven by 5G migration) and automated warehouses (driven by growth in
e-commerce). As all of these are up-and-coming segments, we expect fresh spends to
be largely decoupled from existing capacity utilisation levels in the capital goods sector.

Ramp-up in core industry capex for FY23...

In addition to the budgeted government capex of Rs 7.5tn for FY23, we observe a
strong pipeline of private spending. Per our estimates, core industries will incur a
cumulative capital outlay of Rs 2.8tn in FY23 alone. Note that this estimate covers only
six core industries — power, oil & gas, cement, metals, auto, and chemicals — and is by
no means exhaustive. Actual capex could be much higher as our projection is based on
plans announced only by the listed universe of stocks. As expected, 60% of the
estimated outlay is dominated by the energy sector.

Fig 26 — Energy sector dominates capex
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...with longer-term visibility as well

As we delve deeper into the proposed spending pipeline, we find robust long-term
capex visibility as well. Our analysis of corporate annual reports, earnings calls and
press releases shows that key listed players in some of the core sectors (power, oil &
gas, metals and cement) intend to incur large spends over the next 3-5 years (Fig 27).
The actual visibility beyond our sample set will, of course, be far higher to account for all
listed players as well as the host of unlisted companies that do not require to publicly
disclose their spending plans.
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Fig 27 — Long-term capex visibility for key companies
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Sector Company Ticker FY%;E Ez)p X Longer-term capex visibility based on announced plans
Power Power Grid PWGR IN 80 Rs 1.25tn till FY27

Power Adani Transmission ADANIT IN 40 Rs 35bn-50bn p.a.

Power Adani Green ADANIGR IN 150 Rs 100bn-200bn p.a. till FY25

Power Adani Power ADANI IN NA To double coal capacity from 12.5GW to 24GW
Power JSW Energy JSWIN 96 Rs 10bn every year for next 10 years

Power Tata Power TPWRIN 140 Rs 1tn till FY27

Oil & Gas Gujarat Gas GUJGAIN 10 Rs 20bn till FY24

Oil & Gas Indraprastha Gas IGL IN 16 Rs 80bn till FY27

Oil & Gas Adani Gas ATGL IN 30 Rs 200bn till FY29

0il & Gas Reliance Industries RILIN 150 gig;ﬂbgsf‘;r_ 1?{:':;::2:‘::& gyi:i”

Metals Vedanta VEDL IN 160 Rs 240bn capex till FY24

Metals Hindalco HINDI IN 30 US$ 8bn over next 5 years

Metals JSW Steel JSTLIN 150 Rs 487bn over next 3 years

Metals Tata Steel TATAIN 120 Rs 500bn-600bn over next 5 years

Cement Ultratech UTCEM IN 60 Rs 129bn over next 3 years

Cement Shree Cement SRCM IN 25 Rs 42bn over next 2 years

Source: Company Conference Calls, Annual Reports, BOBCAPS Research

EQUITY RESEARCH

Capacity utilisation, conventionally the foremost indicator of impending capex, has been

steadily inching up, crossing 75% in Q4FY22. Now that the post-pandemic demand

recovery is in place, we expect a breakout beyond 80% — the threshold at which new

capex plans typically move from drawing boards to actual planning and budgeting,

setting the stage for future private sector capex.

Utilisation has been hovering in the 70-75% range for much of the past 10 years

(decadal average of 73.2%), and our industry interactions suggest that a breakout

beyond these levels is sustainable given that existing capacities have largely been

absorbed by demand growth.

That said, we believe the new wave of private spending would be largely independent of

utilisation and instead powered by (1) energy transition (renewables, electric vehicles,

battery technology, hydrogen) and higher ESG compliance; (2) manufacturing capex led

by production-linked incentives, supply chain diversification and the global China-Plus-

One movement, and (3) technology disruptions in the form of 5G/6G rollout, driving data

centre demand and e-commerce growth, in turn boosting areas such as multimodal

transport and smart warehousing.
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Fig 28 — Next wave of spends to be largely decoupled from capacity utilisation
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Renewables dominate decarbonisation capex
We expect a good portion of private capex to be allocated towards green initiatives
(solar, wind and offshore wind power projects), especially since the core industries of
power, metals, cement and auto account for ~80% of carbon dioxide emissions in India
(as of 2019). As per Crisil, decarbonisation capex in India is pegged at Rs 22tn-25tn
over FY23-FY30, of which ~65% would be toward renewable energy. We note that key
renewable segments such as wind and solar power have barely hit the 10% mark in
terms of installed versus potential capacity.
Fig 29 — Major contributors to CO2 emissions in India Fig 30 — Renewable energy still has a long way to go
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Source: Government of India (2019 data), BOBCAPS Research
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Source: Tata Power presentation, BOBCAPS Research

Expect a 20% CAGR in installed capacity

While India has a long way to go, renewables is currently one of the fastest growing
sectors in the country’s energy basket. The government is committed to taking its share
to 50% of the basket by FY30 in order to meet climate targets. Assuming energy from
non-fossil fuel sources reaches the erstwhile goal of ~500GW from the current capacity
of 118GW at end-FY22, the sector will clock a 20% CAGR till FY30.
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Fig 31 — Renewables expected to grow at 20% CAGR
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Steep decline in tariffs driving growth

Solar energy tariffs have dropped 70% from Rs 6.5/kWh in FY14 to Rs 1.99/kWh in
FY21 (-16% CAGR). Similarly, wind tariffs have halved from ~Rs 6/unit in FY15 to
Rs 3/unit in FY21 (-11% CAGR).

Fig 32 - Fall in solar tariff... Fig 33 — ...and wind tariff as well
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Electric vehicles — the way forward

While a bulk of the decarbonisation capex is likely to revolve around green energy,
Crisil estimates that ~10% (Rs 2.2tn) will be deployed towards EV-linked investments
over FY23-FY30. These forms ~50% of the total declared auto investments over the
period. We note an overlap with the PLI scheme. Of the Rs 2.2tn-2.5tn in incentives
under the PLI scheme, the auto sector has the highest share at Rs 550bn and, along
with solar projects, accounts for ~65% of PLI-driven capex.

EQUITY RESEARCH 20 21 November 2022



CAPITAL GOODS %j BOBCAPS

TRUST | INNOVATION | EXCELLENCE

Fig 34 — EV-related capex of major OEMs
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OEMs and components

Carmakers have announced EV-related capex of Rs 520bn over the next 2-5 years.
Apart from OEM capex, the component ecosystem proposes EV-related capex of
Rs 186bn, thereby taking the overall outlay for this period to Rs 702bn.

Fig 35 — EV capex plans in auto sector
Capex plan Timeline

Company (Rs bn) (years) Purpose

Tata Motors 150.0 4y New models and ecosystem
Suzuki Motors 104.5 5Y E-cars and batteries

Toyota 410 NA EV components

Hyundai 40.0 5Y Six EV models

Ola Electric 35.0 5Y Ramping up capacity

M&M 30.0 3Y Development of EV models
HOP Electric 20.0 5Y Capacity and new models
Omega Seiki 19.0 2Y E-three-wheeler plant
Okinawa Auto 15.0 2Y E-motorcycles

Hero Electric 15.0 3Y Capacity and new models
TVS Motors 12.0 4y Development of EV models
Ashok Leyland 10.0 3Y New EV plant

Bajaj Auto 10.0 5Y New EV plant

Ather Energy 6.4 5Y Capacity and new models
Ampere Electric 6.0 3y Capacity and new models
Ward Wizard 6.5 1.5Y Li-lon plant and EV infrastructure
Total OE capex 520.4

Component capex 186.0

Total capex 706.4

Source: Companies, BOBCAPS Research, Media Reports
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EV batteries

Heavy capex will also be required on the EV battery front. Battery costs have dropped
~90% in the past decade to US$ 135 and are expected to decline below US$ 100 by
2025, per Bloomberg NEF. Given that batteries form 50% of EV costs, the rapid fall in
battery prices will accelerate EV adoption.

Fig 36 — EV battery prices expected to decline rapidly
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While the jury is still out between having charging stations and battery swapping, what

is certain is the battery requirement. As per government estimates, India would require

~15GWh of EV battery capacity by FY25, which would quadruple to ~60GWh by FY30,
a CAGR of 30%. In value terms, this market is estimated at Rs 125bn in FY25, scaling

up to Rs 750bn by FY30 (a 43% CAGR), based on EV penetration levels anticipated by
the government.

Battery investments have been incentivised through various government schemes
including a Rs 181bn PLI for advanced cell chemistry (ACC), Rs 100bn under the
FAME |l programme and a separate Rs 260bn auto PLI.

Fig 37 — Domestic EV battery requirement Fig 38 — EV battery capex requirements
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Energy experts believe hydrogen can play a critical role in global energy transition. The
biggest value proposition of hydrogen is in decarbonising hard-to-abate sectors such as
mining, steel, cement, plastics, power and aviation, which rely on coal, oil or natural gas
as fuel and are among the biggest CO2 emitters.

Fig 39 — Key green hydrogen applications

Sector Process Role of hydrogen

Cement Electricity in kiln Hydrogen-fired kilns

Steel Electric arc furnace Hydrogen as a reducing agent

Ammonia Production from hydrogen using electrolysis
Ethylene Electricity for furnace heat Hydrogen as a heat source and feedstock

Trucking EV battery Hydrogen in internal combustion engines or fuel cells
Aviation Electric battery for short distance Hydrogen jet fuel for short distance

Shipping Electric battery for short distance Hydrogen fuel cells

Building heating Through heat pumps Hydrogen as a substitute for natural gas

Source: Company, BOBCAPS Research

Green hydrogen market could reach US$ 8bn by 2030

Green hydrogen is produced by way of electrolysis of water using renewable energy.
India has an advantage by dint of its renewable energy capacity and could potentially
evolve into a competitive producer of green hydrogen for the world.

Per government think tank Niti Aayog, the share of green hydrogen in India’s overall
hydrogen demand could grow from current negligible levels to 16% in 2030 and nearly
95% in 2050. This translates to electrolyser capacity of 20GW by 2030, rising to 226GW
by 2050. Niti Aayog estimates the cumulative value of the green hydrogen market in
India at US$ 8bn by 2030 and US$ 340bn by 2050, with a corresponding electrolyser
market of ~US$ 5bn and US$ 31bn respectively.

While the current 2030 target for installed electrolyser capacity is 25GW, we note that
India has an ambitious visionary target of 160GW. Note that electrolyser capacity can
be a substitute for hydrogen volumes, with ~1mnt of green hydrogen corresponding to
11-13GW of electrolyser capacity.

Like any emerging sector, green hydrogen has its share of risks — restrictions related to
storage, a high cost of transport, and the need to ride the cost reduction curve for
greater adoption. To promote usage, we see the possibility of hydrogen-consuming
sectors such as refining and fertilisers being assigned green energy obligations. Over
the long term, the cost of this alternative fuel is expected to come down, paving the way
for greater adoption.
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Fig 41 — Current cost of green hydrogen
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Fig 40 — How demand for green hydrogen stacks up
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Fig 42 — Anticipated cost curve for green hydrogen
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Source: Niti Aayog, BOBCAPS Research

Technology capex — lens on 5G and data centres

4G to 5G transition — next leg of telecom growth

With the government concluding the 5G spectrum auction, industry experts estimate
that telecom majors will spend anywhere between US$ 17bn and US$ 24bn over the
next five years as they upgrade and expand infrastructure to provide 5G services
across the country. This is in line with the current annual capex of the top two operators
— Airtel and Jio — which stands at US$ 2bn-2.5bn and US$ 2.5bn-3bn respectively.

5G rollout will call for greater bandwidth requirements compared to 4G. In India, only
35% of the network is connected on optic fibre whereas 5G would require 70%
fiberisation. In other nations such as the US, Japan and China, the level of fiberisation
is already at 80-90%. A part of the capex will also be towards the development of
affordable 5G-ready handsets.

24 21 November 2022



CAPITAL GOODS

&3 BOBCAPS

TRUST | INNOVATION | EXCELLENCE

Data centres — India well positioned

India is fast emerging as a hub for data storage as cloud computing has become the
norm globally, particularly given the hybrid operating models post pandemic. The boom
in e-commerce and online sales has also increased data requirements. As per Crisil,
the data centre industry is expected to add 850-900MW of capacity each year till FY25.
ICRA expects the industry to reach cumulative capacity of 3.9-4.1GW in the next five
years, a 24% CAGR, entailing capex of Rs 1tn-1.2tn.

Among the key end users of data centres are high-growth industries such as IT
services, telecom and BFSI, where we can expect waves of growth led by digitisation,
financial inclusion, technology advances, and greater proliferation of e-commerce. We
believe all these factors provide a long runway for capex growth.

Fig 43 — Data centres in India expected to add 850-900MW Fig 44 — Data centres: Key end users
each year till FY25
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Logistics — ONDC could be a catalyst

Given rising e-commerce penetration coupled with heavy government-led capex in rail
freight corridors, ports, roads and other forms of multimodal transport, demand for
warehousing and storage capacity is bound to rise. The government’s Open Network for
Digital Commerce (ONDC) initiative could catalyse growth in the logistics sector by
transforming the nature of e-commerce.

Greater inclusion could transform e-commerce space...

ONDC is an attempt to move away from the current platform-centric digital commerce
model by promoting open networks for all aspects of exchange of goods and services
over digital or electronic networks. The spirit behind ONDC is to have a more inclusive
approach by enabling small and local retailers to participate in digital networks to sell
their wares. It is expected to change e-commerce in the way the united payment
interface (UPI) has revolutionised payments in India — potentially catalysing and
broadening growth in a market currently dominated by a few marketplaces such as
Amazon and Flipkart.
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According to media reports, e-commerce penetration in India is expected to reach 13%
in FY25 and ~20% in FY30 from 8% at present. Government trust IBEF estimates gross
merchandise value (GMV) through these platforms will rise nearly six-fold to US$ 350bn
in 2030 as compared to US$ 60bn in FY21, a CAGR of 22%.
Fig 45 — E-commerce penetration in India rising steadily Fig 46 — Indian e-commerce market expected to grow six-
fold
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...sparking warehousing demand

Growth in e-commerce is expected to fuel a boom in warehousing requirements. Knight
Frank India forecasts a 19% CAGR for the Indian warehousing space over FY21-FY26.
Of this, e-commerce is expected to lead demand, at 98mn sq ft over FY22-FY27 —
165% growth over the area needed in the preceding five years at 37mn sq ft.

New warehousing capacities will typically involve a great deal of automation. Market
researcher Mordor Intelligence expects the Indian warehousing automation market to
clock a 26% CAGR over FY20-FY26, from US$ 86mn in FY20 to over half a billion
by FY26. The increased demand for automated warehouse in India provides order
book visibility for key automation players like ABB and Siemens.

Fig 47 — Growth in warehousing automation
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Financing the capex

The final piece of the puzzle in the capex cycle is that of financing, which is riding on the
twin engine of improving balance sheet quality of banks in India and deleveraging of
corporate balance sheets.

Capex pattern shifting

India’s capex mix has exhibited a marked shift in FY22. While core sectors (power,
roads, metals) continue to dominate spends in absolute terms, their share in the overall
capex mix appears to have moderated based on funding patterns. During FY22, power
and metals have garnered a lower proportion of bank sanctions for their capital outlay,
outgunned by newer areas such as ports & airports and PLI-led sectors such as textiles
& electronics. One exception is the roads sector which has seen a jump in sanctions
that correlates with the increase in construction (kilometres) per day.

Fig 48 — Core sector share* in bank funding declining... Fig 49 — ...as upcoming sectors capture a larger chunk of
the pie
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financial institutions
Debt to be a mainstay of NIP financing

Financing the NIP NIP financing is almost equally distributed between the Centre and states, with each
Funding source (%) . . . . L .
Central budget 18-20 implementing ~40% of the projects and private participation envisaged for the balance
State budget 24-26 ~20%. Debt will be the mainstay of NIP financing as the government proposes to fund
Internal accruals of PSUs 1-3 ~31% of the requirements via debt from bond markets, banks and infrastructure
Banks 810 NBFCs. States plan to fund 24-26% of the pipeline through state budgets, while central
g;:’;:::ELTSNBFCS 15;_; budgetary allocation should account for 18-20%.
Equity markets 2-4
Multilateral/bilateral agencies 13 In all, the government envisages tying up ~85% of the total financing from various
Others 3-5 sources. The 15% financing gap is proposed to be partly bridged by new financial
T?tal f‘f“di"g 8385 institutions and asset monetisation at the state and central level. This would still leave a
;;nr:;?::gg:zy: 1517 shortfall of ~10%, which would perhaps entail further asset sales. Higher private sector
New DFls 23 participation will also help bridge this gap.
Asset monetisation — Centre 2-3
Asset monetisation — States 1-2
Net shortfall 8-10

Source: Company, BOBCAPS Research | | PSU -
Public Sector Unit, NBFC — Non-Banking Finance
Company, DFI - Development Finance Institution
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States have not deferred capex despite fiscal slippages

In FY22, the capital outlay of states missed the budgeted target of Rs 6tn marginally to
settle at Rs 5.7tn, as per the government’s revised estimates (data of 21 states where
FY22 data is available) This is a slippage of only 5% despite challenges on the revenue
side due to the pandemic. Per budget estimates, state-level capex is expected to rise to
Rs 6.7tn in FY23 (+19%). Sustained capex outlays by states even during trying times
lends added confidence on NIP execution.

Fig 50 — Not just the Centre, states are key contributors to public capex as well
with steady 40% share for the past 8Y
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Fig 51 — Minimal slippages in state capex in FY22 Fig 52 — State capex in FY23E to rise 19% YoY
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Fig 53 — NIP allocation: 10 states account for ~75% of projects (by value); top 5 states account for ~50%

NIP allocation

No of

NIP allocation

State No of projects (Rs bn) Share (%) | State projects (Rs bn) Share (%)
Tamil Nadu 509 8,442 13 | Haryana 157 816 1
Andhra Pradesh 582 8,045 12 | Mizoram 169 779 1
Maharashtra 677 7,695 12 | Uttarakhand 152 605 1
Uttar Pradesh 735 5,260 8 | Arunachal Pradesh 87 492 1
Karnataka 459 3,958 6 | Himachal 96 443 1
West Bengal 876 3,654 6 | Chandigarh 86 438 1
Madhya Pradesh 830 3471 5 | Sikkim 132 386 1
Telangana 217 2,909 4 | Manipur 77 282 0
Gujarat 444 2,869 4 | Nagaland 69 252 0
Kerala 215 2,068 3 | Meghalaya 49 187 0
Bihar 246 1,677 3 | Andamans 101 168 0
Delhi 116 1,568 2 | Goa 41 141 0
Rajasthan 479 1,541 2 | Tripura 40 132 0
Jharkhand 263 1,327 2 | Ladakh 9 101 0
Orissa 265 1,321 2 | Puducherry 22 60 0
J&K 105 1,113 2 | Lakshadweep 4 13 0
Assam 219 1,048 2 | Dadra Nagar Haveli 12 10 0
Punjab 236 1,024 2 | Daman and Diu 6 5 0
Chhattisgarh 135 921 1

State projects 8,917 65,223 61

Central projects 418 42,357 39

Total 9,335 1,07,580 100

Source: Ministry of Finance, India Investment Grid, BOBCAPS Research
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Asset monetisation programme — execution key

The government has decided to divest ~Rs 6tn of assets over FY22-FY25, the
proceeds of which could be used to fund the NIP. The mode of divestment will include
new asset classes such as real estate investment trusts (RelT) and infrastructure

investment trusts (InVIT). The public-private partnership (PPP) model is also under

consideration, where project delivery options include operate-maintain-transfer (OMT),

toll-operate-transfer (TOT) and operations-maintenance-development (OMD).

Fig 54 — NMP schedule
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Execution of the monetisation programme will be key considering the government’s
patchy divestment record. Also, past PPP models have not been successful due to
limited private sector interest. We note that roads, railways, and power sector assets
comprise over two-thirds of the value of the assets proposed to be monetised. These
are sectors with multiple stakeholders and remain mired in regulatory challenges.

Fig 55 — Mix of asset monetisation programme
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Bank balance sheets in good shape

As per the RBI, gross non-performing assets (GNPA) in India’s banking sector have
halved to 5.8% of total advances in FY22 from a peak of 11% in FY18 (when the central
bank introduced stringent asset quality norms). We believe this strengthening of bank
balance sheets augurs well for funding of the capex cycle.

Alongside improvement in asset quality, banks have also enhanced their capital and
liquidity positions and remain well capitalised to meet funding needs. The sector’s
capital-to-risk-weighted asset ratio (CRAR) and common equity tier-1 (CET-1) ratio
were strong at 16.7% and 13.6% respectively as of FY22.

Fig 56 — Bank GNPA improving
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Fig 57 — Sharp rise in CRAR Fig 58 — Tier 1 capital healthy
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Corporate deleveraging has taken place...

Apart from the improvement in bank balance sheets, which creates an effective funding
cushion for a capex upcycle, corporate India has also undergone significant deleveraging.
As per the Financial Stability Report of the RBI, at an aggregate level of corporates, the
debt-equity ratio and the debt-to-asset ratio have fallen from 46% and 23% respectively
in FY20 to 35% and 19.5% in FY22.

Fig 59 — Corporates have cut debt during the pandemic
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...and cash positions shored up

Corporates have not only curtailed debt but also shored up their cash positions. As per
the RBI, the cash-to-asset ratio for corporates which was at 3.6% in FY20 has steadily
risen and is now at a high of 5.1% of assets, by the end of FY22.

Another indicator of stronger corporate profitability and lower debt levels is the sharp
improvement in interest coverage ratio, which hit a low of 4% during FY20 and has
steadily climbed to a high of 5.76% in FY22.
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Fig 60 — Cash-to-asset ratio for corporates has risen Fig 61 — Improvement in interest coverage as well
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Corporate bond spreads have fallen; risk premia low

The corporate bond spread, as indicated by the difference between various corporate
bond yields, vs. the 10-year Gsec is at a five-year low. This indicates that corporates
are close to the sovereign rates, pointing to a low-risk premium. The premium peaked in
FY20 with Covid and has since climbed down, reflecting the strength of the corporate
recovery. As per the RBI, 80% of issuances by value in FY22 were rated AAA and
another 15% were rated AA — so these categories largely cover the entire market.

Fig 62 — Spread of corporate bond yields vs. 10Y GSec
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Aggressive growth money coming into India

Alternate sources of funding are also rising. Private equity/venture capital investment
that averaged US$ 19bn in India over 2021-18 (~FY19) has surged to US$ 70bn by
2021, a 24% CAGR. Most large PE/VC entities now have India-dedicated funds that
typically invest with a seven-year horizon at least. A pertinent point here is that a large
portion of PE/VC money typically flows into technology and services sectors, but there
is now considerable interest in energy investments, especially in the green space, be it
renewables or EV-related.

Fig 63 — PE investment trend in India Fig 64 — India-focused funds of major PE firms
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Key stock recommendations

We expect a robust capex environment in India to spark a valuation rerating across our
capital goods coverage as increased order flows trigger a virtuous cycle of operating
and financial leverage for companies. In our view, the best way to ride the upcycle is by
investing in a basket of stocks that yields returns at every stage of the cycle — we would
recommend LT, SIEM, AIAE, POWERIND and KECI, in that order.

= LT (BUY, TP Rs 2,390): LT remains the best proxy for capex in India. With private
and public spends gaining traction, alongside a growing services business, LT is
our preferred pick among capital goods players. The company has a strong Rs 3.7tn
order book (3.3x TTM core revenue), backed by Rs 6.3tn in order prospects for
2HFY23. We bake in a revenue/EBITDA/PAT CAGR of 14%/16%/24% for FY22-
FY25. Using SOTP, we value the core business at 14x Sep’24E EV/EBITDA and
services subsidiaries at 25% holding discount for a TP of Rs 2,390.

=  SIEM (BUY, TP Rs 3,400): SIEM'’s portfolio spans from electrification to digitalisation,
apart from its pioneering status in industrial automation. The company remains the
best play on upcoming smart capex with a broad portfolio mix that not only caters
to sectors evolving toward Industry 4.0 but also harnesses the green energy
transition theme. We pencil in a robust revenue/EBITDA/PAT CAGR of 17%/29%!/
33% over FY22-FY24. Our TP of Rs 3,400 is set at 55x Sep’24E EPS —a 23%
premium to the stock’s 5Y average.

= AIAE (BUY, TP Rs 3,100): As a leading global manufacturer of high chrome mill
internals (HCMI), AIAE is well placed to expand amid the transition from forged media
to HCMI, particularly in the mining industry. We expect the company to carve out
additional market share from the industry leader due to its cost competitiveness, and
model for a revenue/EBITDA/PAT CAGR of 13%/19%/15% over FY22-FY25. This
should translate to healthy ROCE of 16% in FY25 (13% in FY22). We value the stock
at 32x Sep’24E EPS — a 28% premium to the 5Y average - yielding a TP of Rs 3,100.

= POWERIND (BUY, TP Rs 3,600): In our view, Hitachi Energy (POWERIND) is the
best play on India’s energy transition theme and is expected to benefit from the
integration of its Lumada loT with ABB’s energy platform, which resonates with the
key theme of grid digitalisation. We expect cumulative order inflow of Rs 172bn
over FY23-FY25 vs. Rs 100bn in the last three years, aiding a revenue/EBITDA/
PAT CAGR of 7%/24%/32% for FY22-FY25. Valuing the stock at 45x Sep’24E
EPS, a 50% premium to its average P/E since listing, we arrive at a TP of Rs
3,600, and initiate coverage with BUY.

= KECI (BUY, TP Rs 500): To diversify from a slowing T&D order book, KECI had
successfully pivoted to the rail business. Now, the company is training its focus on
civil works, where it has extended into the industrial, residential, urban infrastructure,
airport and defence sectors. We expect a 15%/40% revenue/PAT CAGR over
FY22-FY25 steered by the company’s proven record in diversification. EBITDA
margin is forecast to expand 250bps led by SAE Brazil revival, operating leverage,
and growth in civil orders. We value the stock at 14x Sep’24E EPS, a 20% discount
to the 5Y mean, to arrive at a TP of Rs 500.
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Fig 66 — SIEM: P/E 2Y forward

Valuation trends across our coverage universe

Fig 65— LT: P/E 2Y forward
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Fig 68 — KKC: P/E 2Y forward

Source: Company, BOBCAPS Research

Fig 67 — ABB: P/E 2Y forward

Source: Company, BOBCAPS Research

SD-1

SD+1

2Y fwd P/E = Average P/E

(x)

SD-1

SD+1

2Y fwd PIE = Average P/E

(x)

- ¢C-AON
- gg-une
- ¢g-uer
- 1g-Bny
- 1Z-lepy
- 02100
- 0z-Re
- 61-98Q
- 6L-Ine

- 61-094
- g)-dag
- §l-idy
- LL-hON
AR
AR
- 91-Bny
- 9L-Iep
- G100
L gL-Aepy
- ¥1-08Q
- pLene

- ¥1-094
- g1-dag
¢l-1dy

36
30
24 A
18
12 4
6 -

N.'™™

n

-

A

0

- Z¢MON
- ge-unr
- ge-uer
- Lz-Bny
- lg-ten
- 02400
L 0z-fely
- 61-08Q
- 6L-nr

- 61-ge4
- g}-des
L gl-idy
- LL-AON
- Ll-unp
- /)-uer
- 9}-Bny
- 9l-te
- G100
- GL-Aepy
- 71-08Q
- plene

- yl-ged
- g)-des
¢}-dy

160 1
140 A
120 A
100 -
80 -
60 -
40

20 |

Fig 70 — TMX: P/E 2Y forward

Source: Company, BOBCAPS Research

Fig 69 — AIAE: P/E 2Y forward

Source: Company, BOBCAPS Research
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Key risks to capital goods sector

Time and cost overruns

The biggest risk to the sector would be project time and cost overruns, especially in
terms of government-led capex. The government is, however, conscious of this and has
formed new initiatives such as Gati Shakti to drive interdepartmental coordination and
minimise project delays.

Fig 74 — India’s project cost could surpass planned spend by Rs 5tn
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Weak government finances

Government finances are a key driver of the infrastructure capex cycle given that the
bulk of projects depend on budgetary allocations. The government has increased its
borrowings over the last few years, especially to fund the pandemic. A further spike in
borrowings or weaker GDP growth can derail the fiscal math. Also, the funds raised
may be redirected into welfare programmes, leaching allocation from capex.

Fig 75 — Government borrowings
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Source: Company, Budget document, BOBCAPS Research
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Failure to meet divestment targets

The government has set an FY23 divestment target of Rs 650bn from stake sales in
various PSUs. So far, it has met 38% of the target, raising Rs 246bn. Any delay or
slippage in meeting the full-year goal can impact capex allocations.

Fig 76 — Divestment progess in FY23

FY23 Divestment Target: Rs 650bn

Divestment achieved
38%

Divestment pending
62%

Source: DIPAM, BOBCAPS Research

Rising competition

Each capex cycle attracts a new set of players who often tend to bid aggressively
during pricing-based project tendering. This leads to margin compression across the
sector as existing players are forced to follow suit in order to compete.

Stranded projects

New aggressive entrants not only queer the pitch for incumbents but also run the risk of
leaving projects stranded. Very often, projects are bid at untenable levels, leaving the
bid winner unable to fulfil obligations. This leads to the project being stranded till a new
engineering company is found to execute it, causing time and cost overruns along with
difficulties securing funding from banks.
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18%

TP: Rs 2,390 |

LARSEN & TOUBRO | Capital Goods

Differentiated growth path - BUY

= Robust Rs 3. 7tn order book guided to support 12 -15% revenue growth
and a 9.5% core margin for FY23

= LT evolving into a services play with infrastructure as a key component,

reflected inits 5Y strategic plan envisaging larger share of services

= Remains the capex proxy in India even as services add another arrow
to its quiver ; initiate with BUY for an SOTP-based TP of Rs 2,390

/23 BOBCAPS
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| 21 November 2022

Vinod Chari | Tanay Rasal

Nilesh Patil
research@bobcaps.in

Order book strong: /7 fa&fder book at Rs 3.7tn is 3.3x TTM core revenue, with a
pipeline of Rs 6.3tn for H2FY23 led by the infrastructure segment. The company has
focused on cash flow optimisation, as evidenced by the decline in net working
capital intensity to 20.2% in Q2FY23 from 22.3% in FY21, leading to a ROE of
11.8% (11% in FY21). LT is debt-free, excluding Rs 841bn in debt related to
financial services. For FY23, management has guided for revenue and order inflow
growth of 12-15%, a core margin of 9.5% and net working capital at 20% of sales.

Transitioning towards  services: Growth L Q /edi&/infrastructure segment has
been relatively muted at 4% over the last five years. However, this has been offset by
a strong uptick in services, which also aided margins. Revenue/EBIT share of IT services
has risen from 9%/16% in FY16 to 21%/39% in FY22. We believe LT is evolving into
services play with infrastructure as a key component. Its five-year strategic plan

envisions 27% revenue share from services by FY26.

Strategic growth roadmap to 18% ROE by FY26 : LT is aspiring for revenue of
Rs 2.7tn and ROE of 18% or higher by FY26, implying a 15% CAGR. The

F R P S D @h§-térm strategic plan HQ W LA @ MG\ D centfies on the major
themes of (i) incubation and scale-up of new-age businesses (green hydrogen,
electrolysers, data centres, ecommerce), (ii) profitable expansion with sustainable
growth in the current business portfolio, and (iii) divestment of non-core assets.

Challenges easing: LT has been burdened by difficulties in divesting the Hyderabad
Metro and Nabha power plant. That said, the Hyderabad Metro has seen positive
developments in Q2FY23. Management is optimistic about medium-term divestment at
Nabha.

Preferred pick : Capital goods bellwether LT not only remains a proxy for the health of
, Q G Lcap®¥/cycle but has also added higher-margin services to its quiver. We bake
in a revenue/EBITDA/PAT CAGR of 14%/16%/24% for FY22-FY25 and initiate with BUY

for a TP of Rs 2,390. Using the SOTP method, we value the core business ex-services
DW [ 6 HEEY/EBITDA and services subsidiaries at 25% holding discount.
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Ticker/Price LT IMRs2,030
Market cap US$34.Bn

Free float 86%

3M ADV US$44.4nn
52wk high/low Rs2,07%Rs1,456
Promoter/FPI/DII 0%R21%B%%

Source: NSE | Price ak7oNov 2022

Key financials

YIE 31 Mar FY22A FY23E FY24E
Total revenue (Rs 115,65,2117,61,1820,46,69
EBITDA (Rsmn) 1,82,17 2,10,87 2,47,81
Adj. net profit (Rsr  85,72: 1,14,83 1,40,25

Adj. EPS (Rs) 61.C 81.¢ 99.¢
Consensus EPS (F 61.C 79.€ 96.€
Adj. ROAE (%) 106 1332 147
Adj. P/E (x) 33.2 24.¢ 20.2
EV/EBITDA (x) 11.C 11.5 8.6

Adj. EPS growth (% 24.2 34.C 22.1
Source: CompaBjgomberOBCAPS Research

Stock performance

— LT — NSE Nifty (Relative)
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Source: NSE
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Fig 1 — LT overview
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Order book mix

2% 1% 4%

Order inflow mix

29 1% 4%

Revenue mix

) 3

4

EBIT mix

1% 6%

0
4% . 80/3% 46% N
16% ’
12% o
16%
73% 17% 20% 38%
= Infrastructure m Hydrocarbons m |nfrastructure m|T & Technology Hydrocarbons
Defence m Power = Financial Services m Defence m Development projects
® Heavy Engineering  m Others = Heavy Engineering Power m Others

Key metrics (Rs mn) Revenue EBITDA EBITDA margin (%) Adj. PAT
FY22 performance 15,65,212 1,82,173 116 85,724
S Infrastructure Hydrocarbons Power Heavy Engineering
performance (Rs mn)
Order backlog 26,10,480 5,72,160 71,520 1,78,800
Order inflows 9,26,400 3,08,800 19,300 1,15,800
Sales 7,35,601 1,92,652 44,482 62,652
EBIT 51,824 15,006 1,395 10,039
EBIT margin (%) 7.8 3.1 16.0
(Rs mn) IT & Technology Financial Services Development Projects Others
Sales 3,24,738 1,19,711 43,675 62,818
EBIT 64,104 14,698 (2,306) 9,385
EBIT margin (%) 19.7 123 (5.3) 14.9

. Pick-up in private capex in metals & mining, data centres, warehousing and e-commerce, healthcare, metro projects, hydel and tunnel projects
Growth drivers = Higher capex in the Middle East led by rising oil prices which augurs well for the hydrocarbons segment

" Indian government'’s thrust on infrastructure spending

= LT's general insurance arm to HDFC Ergo (2016) — Rs 5.5bn

= Seawoods Grand Central Mall (Navi Mumbai) to Blackstone Group LP (2016) — Rs 14.5bn
Past divestments = Electrical and Automation division to Schneider Electric (2020) - Rs 140bn

= Hydroelectric power plant (99MW) in Uttarakhand to Re New Power (2021) - Rs 9.9bn

= L&T MF to HSBC AMC (2021) - US$ 425mn
Competitors = Siemens

Source: Company, BOBCAPS Research
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Focus charts

Lakshya 2026 — LT’s strategic roadmap

Fig 2 — FY26 Strategic plan
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» SWC: From EPC to Smart Solutions

> “Digital” to drive retail growth > Hyderabad Metro: Capital restructuring,
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monetization. Phased exit over time

\d

focus(upselling/cross selling) Grow CE&O and Valves till exit

> Portfolio reorganization » Green BOO opportunities

» “Shrink” to “Grow”
Source: Company, BOBCAPS Research | IT & TS: Information Technology & Technology Services
Fig 3 - LT’s FY26E growth targets
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Fig 4 — Order backlog at record high
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Fig 5 — Order inflows buoyed by large international projects
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Fig 6 — Infrastructure still dominates the order backlog...

Source: Company, BOBCAPS Research

Fig 7 — ...and order inflows as well
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Fig 8 — Revenue growth momentum set to continue Fig 9 — Margin levers in palace
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Fig 10 — Expect 24% PAT CAGR, FY22-FY25E
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Fig 11 — Efficient capital allocation behind stronger ROE
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Fig 12 — Declining share of core revenue...

Source: Company, BOBCAPS Research

Fig 13 — ...offset by IT revenue
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Fig 14 — Core EBIT contribution has plummeted...

Source: Company, BOBCAPS Research

Fig 15 — ...while IT EBIT share has risen

(Rs bn) s Core EBIT = EBIT share (R) (%)
100 - - 75
80 - - 70
60 - - 65
40 - - 60
20 - - 55
0 - 50

© ~ [ee) (2] o ~ N

— — — — N N N

> > > > > > >

[V [N [V [N [V [N [N

(Rs bn) [T & Tech EBIT = EBIT share (R) (%)
72 r 45

60 -
48 -
36 -
2% -
12 -

0 -

FY16
FY17
FY18
FY19
FY20
Fy21
Fy22

Source: Company, BOBCAPS Research

EQUITY RESEARCH

Source: Company, BOBCAPS Research

21 November 2022



LARSEN & TOUBRO

EQUITY RESEARCH

Fig 16 — Order backlog execution timeline

&3 BOBCAPS

TRUST | INNOVATION | EXCELLENCE

(%) = Order backlog execution

45 -
40 -
35 -

41
30

30 A

25 A

20 18
15 4

10 -

5 4

0 T T

6
- 1
. . I .
Upto 1 Year 1-2 years 2-3 years 3-4 years 4-5 years
Source: Company, BOBCAPS Research
Fig 17 — Revamped business focus
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Source: Company, BOBCAPS Research
Fig 18 — Business composition
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Source: Company, BOBCAPS Research | BOO: Build-Own-Operate
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Fig 19 — LT business segment overview

/&3 BOBCAPS

TRUST | INNOVATION | EXCELLENCE

Particulars (Rs bn) FY18 FY19 FY20 FY21 FY22
Infrastructure (revenue) 634 732 727 620 736
EBIT Margin (%) 8.6 74 7.1 73 7.0
Power 62 40 23 32 44
EBIT Margin (%) 26 33 10.2 35 31
Heavy Engineering 16 25 32 30 30
EBIT Margin (%) 125 194 17.7 16.2 155
Defence Engineering 32 38 37 34 32
EBIT Margin (%) 37 123 14.7 18.1 16.5
Hydrocarbon 118 152 174 170 193
EBIT Margin (%) 6.6 78 10.0 9.2 78
IT & Technology Services 114 146 223 256 325
EBIT Margin (%) 18.9 21.2 16.5 18.8 19.7
Financial Services 101 126 138 134 120
EBIT Margin (%) 14.3 24.2 194 9.6 123
Development Projects 43 51 49 36 44
EBIT Margin (%) 46 6.2 8.0 (54) (5.3)

Source: Company, BOBCAPS Research

Fig 20 — L&T Metro Rail Hyderabad: Income statement

Y/E Mar (Rs mn) FY17 FY18 FY19 FY20 FY21 FY22
Total operating revenues 15,730 14,091 16,290 13,597 3,477 4,569
Growth (%) (37.7) (10.4) 15.6 (16.5) (74.4) 314
EBITDA 9 25 1,246 2,952 (855) 185
EBITDA margin (%) 0.1 0.2 76 21.7 (24.6) 40
Depreciation & amortization 16 167 620 1,456 2,985 3,066
EBIT @ (142) 626 1,497 (3,840) (2,882)
EBIT margin (%) (0.0) (1.0) 38 11.0 (110.4) (63.1)
Interest 49 506 2,154 5,428 14,211 14,766
Other income 91 64 54 109 383 185
Profit before tax 35 (584) (1,473) (3822)  (17,668)  (17,462)
Tax 7 0 8 0 0 )
PAT before MI & Associate income 28 (584) (1,481) (3,822) (17,668) (17,459)
Associate income 0 0 0 0 0 0
Minority interest 0 0 0 0 0 0
Reported net profit 28 (584) (1,481) (3822)  (17,668)  (17,459)
Extraordinary items 0 0 0 0 0 0
Adjusted net profit 28 (584) (1,481) (3822)  (17,668)  (17,459)

Source: Company, BOBCAPS Research
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Fig 21 — L&T Metro Rail Hyderabad: Balance sheet

Y/E Mar (Rs mn) FY17 FY18 FY19 FY20 FY21 FY22
SOURCE OF FUNDS

Share capital 20,622 22,070 24,272 24,390 24,390 24,390
Reserve & Surplus (309) (701) (2,189) (5,963)  (23,630)  (41,084)
Total shareholder's funds 20,313 21,369 22,083 18,427 760  (16,694)
Minority Interest

Debt 88,893  1,05663 1,223,177 145883 155783 176,408
Other LT liabilities 756 985 704 922 903 2,031
TOTAL 1,09962 1,28,017 145963  1,65232 1,57,446  1,61,745
APPLICATION OF FUNDS

Fixed assets 373 20,786 44441 168712 164592 166,257
Less: Depn. and amort. 99 291 938 3,357 6,342 9,408
Net block 273 20,495 43503 165355  1,58,250  1,56,849
Capital WIP 113438 114470  1,13,684 6,682 13,551 13,592
Long-term investments

Other long-term assets 4,045 846 1,310 587 518 1,242
Inventories 0 26 43 85 145 122
Debtors 19 63 243 293 309 1,113
Cash & cash equivalents 545 354 701 7,539 6,572 219
Other current assets 229 152 88 90 124 446
Total current liabilities 8,586 8,390 13,610 15,399 22,022 11,836
Net current assets (7,794) (7,794) (12,534) (7,392) (14,873) (9,938)
TOTAL 1,09962 1,28,017 145963  1,65232 1,57,446  1,61,745

Source: Company, BOBCAPS Research

Fig 22 — L&T Metro Rail Hyderabad: Cash flow statement

Y/E Mar (Rs mn) FY17 FY18 FY19 FY20 FY21 FY22
PBT 35 (584) (1,473) (3,822)  (17,667)  (17,462)
Depreciation 16 167 620 1,456 2,985 3,066
Others (332) 633 2,092 5,428 14,228 14,584
Tax Paid 0 0 0 146 208 78
Changes in Working Capital 700 2,816 3,150 (1,982) 8,447 6,615
Net Cash from Operations 420 3,032 4,389 933 7,786 6,726
Capex (22,415)  (21,420)  (22,842)  (16,305) (3,245) (1,987)
Change in Investment (2,097) 2,447 43 29 0 21
Others 87 5 12 20 372 160
Net Cash from Investing (24,425)  (18,967)  (22,788)  (16,256) (2,873) (1,806)
Change in debt 18,931 14,800 18,376 22,857 12,280 4,304
Change in Equity 379 1,384 2,202 118 0 0
Others (15) (506) (2,154) (5,428)  (18,140) (9,701)
Net Cash from Financing 19,295 15,679 18,424 17,547 (5,860) (5,397)
Net Change in Cash (4,7111) (256) 25 2,224 (948) (477)
Free cash flow (FCF) (21,996)  (18,388)  (18,453)  (15,372) 4,541 4,738

Source: Company, BOBCAPS Research
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L&T has been a pure engineering, procurement & construction (EPC) play with no
element of build-operate-transfer (BOT) and hybrid annuity in its road projects. In fact,
the company has been focusing on an asset-light business model by shedding its non-
core assets. Most importantly, its acquisition of technology services firm Mindtree has
paid off — serving to steady earnings when infrastructure spending slowed and also
during the Covid-19 pandemic. This apart, the company’s expertise in hydrocarbons
has spurred stronger order wins in the Middle East amid rising oil prices.

LT remains a proxy for the health of India’s capex cycle. With private and public capex
gaining traction and expected to sustain over the next few years, alongside a growing
services business, LT remains our preferred pick among capital goods players. The
company currently has a robust Rs 3.7tn order book (3.3x TTM core revenue), backed
by order prospects of Rs 6.3tn for 2HFY23.

We expect LT to deliver a revenue/EBITDA/PAT CAGR of 14%/16%/24% over
FY22-FY25, and initiate coverage with BUY for a TP of Rs 2,390. Using a sum-of-the-
parts (SOTP) method, we have valued the core business (ex-services) at Rs 1,590/sh
(14x Sep’24E EV/EBITDA) and the services subsidiaries at Rs 760/sh (25% holding
company discount).

Business Methodology Value (Rs bn) Value (Rs/sh)
Core business (ex-services) 14x Sep'24E Core business EBITDA 2,236 1,590
L&T Infotech 25% holding company discount to current market cap 484 340
Mindtree 25% holding company discount to current market cap 266 190
Financial Services 25% holding company discount to current market cap 98 70
Technology Services 25% holding company discount to current market cap 222 160
IDPL, Hyderabad Metro & Others 0.5x P/B of Invested Equity 55 40
Total 3,361 2,390
Source: Company, BOBCAPS Research
Fig 24 — Estimates vs. Consensus
BOBCAPS Bloomberg Consensus Variance (%)

Particulars (Rs mn)

FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Sales 17,61,180 20,46,693 22,97,649 17,95,000 20,28,000 22,70,000 (1.9) 0.9 1.2
EBITDA 2,10,870 2,47,810 2,81,000 2,14,443 2,43,123 2,87,235 (1.7) 1.9 (2.2)
PAT 1,14,839 1,40,250 1,62,698 1,10,559 1,35,077 1,58,346 39 38 27
EPS 81.8 99.9 115.9 79.6 96.6 111.2 27 33 42
EBITDAM (%) 12.0 12.1 12.2 1.9 12.0 12.7 Obps 10bps (40bps)
Source: Company, BOBCAPS Research, Bloomberg
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Fig 25 — P/E 2Y forward
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Key risks

Key downside risks to our estimates are:

a slowdown in capex cycle with muted private capex, and

continued margin pressure in the IT & technology business.
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Financials

Income Statement Per Share

Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E Y[E 31 Mar (Rs) FY21A  FY22A FY23E FY24E  FY25E

Total revenue 13,59,790  15,65,212  17,61,180  20,46,693  22,97,649 Reported EPS 82.5 120.4 81.8 99.9 115.9

EBITDA 1,56,241 1,82,173 2,10,870 2,47,810 2,81,000 Adjusted EPS 49.1 61.0 81.8 99.9 115.9

Depreciation 29,042 29,480 30,659 32,192 33,801 Dividend per share 36.0 36.0 245 30.0 348

EBIT 1,27,199 1,52,694 1,80,211 2,15,619 2,47,199 Book value per share 540.3 586.8 644.1 714.0 795.1

Net interest inc./(exp.) 39,134 31,257 27,506 27,781 28,059

Other inc./(exp.) 34,294 22,671 23,804 24518 25,254 Valuations Ratios

Exceptional items 0 0 0 0 0 YIE 31 Mar (x) FY21A  FY22A FY23E  FY24E  FY25E

EBT 1,22,358 1,44,107 1,76,510 2,12,356 2,44,394 EV/Sales 1.3 1.3 14 1.0 0.9

Income taxes 40,108 42,166 44,480 53,514 61,587 EV/EBITDA 11.0 11.0 11.5 8.6 76

Extraordinary items (46,819) (83,349) 0 0 0 Adjusted P/E 413 332 24.8 20.3 175

Min. int./Inc. from assoc. (13,240) (16,217) (17,190) (18,593) (20,109) P/BV 3.8 35 32 2.8 26

Reported net profit 1,15,829 1,69,073 1,14,839 1,40,250 1,62,698

Adjustments (46,819) (83,349) 0 0 0 DuPont Analysis

Adjusted net profit 69,010 85,724  1,14,839 1,40,250  1,62,698 Y/E 31 Mar (%) FY21A  FY22A  FY23E  FY24E  FY25E
Tax burden (Net profit/PBT) 56.4 59.5 65.1 66.0 66.6

Balance Sheet Interest burden (PBT/EBIT) 96.2 94.4 97.9 98.5 98.9

Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E EBIT margin (EBIT/Revenue) 9.4 9.8 10.2 10.5 10.8

Accounts payables 4,55,046 511,442 5,30,767 6,16,812 6,92,442 Asset turnover (Rev./Avg TA) 43.9 49.6 56.6 64.9 67.3

Other current liabilities 414,182 7,77,326 5,16,291 5,99,990 6,73,557 Leverage (Avg TA/Avg Equity) 43 4.0 36 33 3.2

Provisions 0 0 0 0 0 Adjusted ROAE 9.7 10.8 13.3 14.7 15.4

Debt funds 13,26,053 9,20,953 8,90,953 8,60,953 8,30,953

Other liabilities 1,58,771 1,65,894 1,84,443 2,04,476 2,26,112 Ratio Analysis

Equity capital 2,809 2,810 2,810 2,810 2,810 YIE 31 Mar FY21A  FY22A  FY23E  FY24E  FY25E

Reserves & surplus 7,55,876 8,21,267 9,01,654 999,828  11,13,717 YoY growth (%)

Shareholders’ fund 7,58,685 8,24,077 9,04,464  10,02,639  11,16,527 Revenue (6.5) 15.1 125 16.2 12.3

Total liab. and equities 31,12,737  31,99,692  30,26,918  32,84,869  35,39,591 EBITDA (4.3) 16.6 15.8 17.5 134

Cash and cash eq. 472,527 4,87,457 1,78,315 1,60,545 1,72,770 Adjusted EPS (22 24.2 34.0 22.1 16.0

Accounts receivables 4,22,298 461,389 482,515 5,60,738 6,29,493 Profitability & Return ratios (%)

Inventories 58,205 59,433 72,377 84,111 94,424 EBITDA margin 11.5 116 12.0 12.1 12.2

Other current assets 9,96,638  10,65225 11,72,512  13,62,593  15,29,668 EBIT margin 94 9.8 10.2 10.5 10.8

Investments 86,154 1,00,639 1,03,014 1,08,165 1,13,573 Adjusted profit margin 5.1 55 6.5 6.9 71

Net fixed assets 444313 4,08,274 417,778 4,21,778 4,25778 Adjusted ROAE 9.7 10.8 13.3 14.7 15.4

CWIP 3,884 11,703 6,200 6,200 6,200 ROCE 10.9 13.6 16.1 19.3 222

Intangible assets 0 0 0 0 0 Working capital days (days)

Deferred tax assets, net 0 0 0 0 0 Receivables 113 108 100 100 100

Other assets 6,28,718 6,05,572 5,94,207 5,80,740 5,67,687 Inventory 16 14 15 15 15

Total assets 31,112,737  31,99,692  30,26,918  32,84,869  35,39,591 Payables 122 119 110 110 110
Ratios (x)

Cash Flows Gross asset turnover 24 2.8 29 32 34

Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E Current ratio 1.4 1.3 14 14 15

Cash flow from operations 2,28,441 1,91,636  (2,19,021) 82,180 1,21,190 Net interest coverage ratio 3.3 49 6.6 7.8 8.8

Capital expenditures (9,223) (30,399) (40,162) (36,192) (37,801) Adjusted debt/equity 1.1 0.5 0.8 0.7 0.6

Change in investments (1,84,746)  (2,19,767) 3,128 (5,151) (5,408) Source: Company, BOBCAPS Research | Note: TA = Total Assets

Other investing cash flows 1,39,681 2,13,489 11,365 13,468 13,053

Cash flow from investing (54,288) (36,677) (25,670) (27,875) (30,156)

Equities issued/Others 159 110 0 0 0

Debt raised/repaid (87,325) (84,132) (30,000) (30,000) (30,000)

Interest expenses 0 0 0 0 0

Dividends paid 0 0 0 0 0

Other financing cash flows (15,637) (67,793) (34,452) (42,075) (48,809)

Cash flow from financing ~ (1,02,803)  (1,51,815) (64,452) (72,075) (78,809)

Chg in cash & cash eq. 71,350 3,144  (3,09,142) (17,770) 12,224

Closing cash & cash eq. 4,72,527 4,87,457 1,78,315 1,60,545 1,72,770
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Business snapshot

Fig 1 — SIEM overview: FY22 (TTM)
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Revenue mix EBIT mix Portfolio mix
Portfolio of . ;
Mobilit . Digital Services
g,  Companies Industries Mobilty , 13%
Digital 2% 229% 9%  Portfolio of
Industries Companies
21%
Energy
33% Projects
Products 28%
59%
Smart
Smart Infrastructure Ezjor/gy
Infrastructure 24% ’
36%

Key metrics (Rs mn) Revenue EBITDA EBITDA margin (%) Adj. PAT
FY22 performance 1,59,059 16,934 10.6 12,047
Segmental performance Energy Smart Infrastructure Mobility Digital Industries
Sales (Rs mn) 53,104 58,093 12,986 34,450
EBIT (Rs mn) 6,170 3,300 1,217 3,013
EBIT margin (%) 116 5.7 9.4 87

Provides fully integrated
products, solutions and services
across the energy value chain
of oil and gas production, and
. . also power generation and
Business activity o .

transmission for various
customers such as utilities, IPP

and EPC companies

Supplier of T&D products,
systems, solutions and services
for power utilities, industrial
companies and infrastructure
segments. Portfolio covers
systems for low & medium-
voltage distribution, solutions
for smart grids and energy
automation, and low-voltage
power supply systems.

Supplier of solutions for
passenger and freight
transportation — including rail
vehicles, rail automation
systems, rail electrification

systems, road traffic technology

and IT solutions

Portfolio of leading-edge
automation, drives and software
technologies covering the
complete life cycle from product
design and production
execution to services for
discrete and process industries

Key platforms MindSphere, Digital Twin

Competitors

Schneider, Siemens, Emerson, GE, Honeywell, Rockwell, Yaskawa, Yokogawa, KUKA

Source: Company, BOBCAPS Research
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Growth drivers
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Segment s Drivers
FY22-24E (%)
We believe growth in SI will be spurred by demand from new-age businesses such as integrated building
management systems, energy optimisation, smart grid, e-mobility, smart offices, and modernisation of
Smart Infrastructure 18 existing infrastructure.
The C&S Electric acquisition is also likely to bolster SIEM'’s low-voltage portfolio, not only in India but also
for exports to competitive international markets — in line with its growth strategy.
Integration of renewables will fuel traction in the energy business, as will digitalisation of the grid — a key
Energy 13 growth area where SIEM has a strong presence.
Traction in export and after-sale markets is expected to further catalyse growth.
We expect enterprises to display an accelerated shift towards digitalisation and automation in a bid to raise
operational efficiency. Key to this transition are the proven benefits of digital twin in production, cloud-based
N . digital services, data analytics solutions, remote factory acceptance tests, virtual commissioning, as well as
Digital Industries 18 industrial security and diagnostics services.
In our view, SIEM will maintain an edge over competition led by its pioneering systems and cloud-based
open loT platform MindSphere.
We expect sustained demand from the Indian Railways for SIEM’s proprietary solutions for rolling stock
propulsion in locomotives, hotel load converters and signaling.
Mobility 14 SIEM is also exploring opportunities beyond railway electrification by venturing into speed upgrades,
modernisation of rolling stocks, and enhancing capacity and throughput.
The increasing metro rail footprint represents another growth trigger.
Source: Company, BOBCAPS Research
Focus charts
Fig 2 — Revenue mix: S| segment leads the way Fig 3 — EBIT mix: Energy still the highest contributor
Digital Mobility
Mobility Industries 9%

8%

22% Portfolio of

Energy Companies
33% 1%
Digital
Industries
21%
Smart
Infrastructure
24%
Smart Energy
0,
Infrastructure 44%
36%
Source: Company, BOBCAPS Research Source: Company, BOBCAPS Research
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Fig 4 — Revenue growth expected to be led by Sl business
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Fig 5 — Traction in Sl and cost efficiency to drive margins
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Fig 6 — PAT projected to clock 33% CAGR, FY22-F24E Fig 7 — Revenue mix: Encouraging growth trend in
services
(Rs mn) mmm Adj. Net Profit Growth YoY (R) (%) (%) = Services mProjects = Products
24,000 - - 120 70 -
58 58 58
20,000 - - 90 60 - 56 55 51
16,000 - - 60 50 -
12,000 - L 40 4 34 34
000 30 20 32 32 28
8,000 - -0 30 1
20 4 1 18
4,000 - - (30) 10 10 12 13
0 - - (60) 101
© e~ ® 2 g T oW oW uw 0 - ; . - - -
A A S FYt6  FYI7  FY18  FY19  FY2  Fy21
Source: Company, BOBCAPS Research Source: Company, BOBCAPS Research
Fig 8 — Energy: Aftersales and exports to aid healthy Fig 9 — Sl: Growth to be led by traction in new-age
margins businesses and C&S Electric
(Rs mn) mmm Energy revenue  — EBIT margin (R) (%) (Rsmn)  messm Smart Infrastructure revenue  ——— EBIT margin (R) (%)
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Source: Company, BOBCAPS Research
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Fig 10 — DI: Industrial automation to lead the way Fig 11 — Mobility: Opportunities beyond rail electrification

(Rs mn) s Digital Industries revenue = EBIT Margin (R) (%) (Rs mn) mmm Mobility revenue = EBIT margin (R) (%)
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Source: Company, BOBCAPS Research Source: Company, BOBCAPS Research
Fig 12 — C&S Electric: Gaining scale but margins yet to Fig 13 — Return ratios expected to retrace to normal
pick up levels
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Fig 14 — Siemens AG’s weak positioning in attractive LV
segment implies C&S Electric can be used as export hub

Source: Company, BOBCAPS Research

Fig 15 — Weak LV position thus far has impacted margin
in Sl business
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Fig 16 — Estimates vs. Consensus
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SIEM remains the best broad-based play on a capex recovery cycle, in our view. With
deep expertise and an extensive portfolio straddling the power, smart infrastructure,
industry automation and mobility sectors, we believe the company is ideally positioned
to capitalise on the megatrends of automation, digitalisation and energy transition.

In energy, we expect SIEM to be a prime beneficiary of the renewed thrust on thermal
power generation as well as renewable energy integration given its stronghold in
building and grid electrification. The company is the market leader in industrial
automation backed by its parent portfolio, making it the player of choice for sectors
transitioning to Industry 4.0. This apart, we anticipate a margin boost from growth in
low-voltage products through C&S Electric and traction in new-age businesses (data
centres, smart cities, and building automation).

Over FY22-FY24, we expect SIEM to deliver a revenue/EBITDA/PAT CAGR of
17%/29%/33%, backed by robust order book execution and margin expansion. We
initiate coverage with BUY and a TP of Rs 3,400, set at 55x Sep’24E EPS, a 23%
premium to the stock’s five-year average.

BOBCAPS Bloomberg Consensus Variance (%)

Y/E 30 Sep (Rs mn)

FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E
Sales 1,67,184 1,96,411 2,27,039 1,61,828 1,90,794 220232 3.3 29 3.1
EBITDA 17,834 23,351 29,814 18,149 23,633 28487 (1.7) (1.2) 47
PAT 12,369 16,824 22,037 13,296 17,673 21473.92 (7.0 (4.8) 2.6
EPS (Rs) 347 473 619 37.3 496 60.3 (7.0) 48) 26
EBITDA Margin (%) 10.7 119 131 1.2 124 129 (50bps) (50bps) 20bps

Source: Company, BOBCAPS Research, Bloomberg
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Fig 17 — P/IE 2Y forward
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Key risks
Key downside risks to our estimates are:

= declining share of private capex in the order mix,

= major decrease in profitability of the smart infrastructure and digital industries
business segments, and

= increase in royalty.
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Financials

Income Statement Per Share

Y/E 30 Sep (Rs mn) FY20A FY21A FY22E FY23E FY24E YIE 30 Sep (Rs) FY20A FY21A FY22E  FY23E  FY24E

Total revenue 99,465 1,36,392 1,67,184 1,96,411 2,27,039 Reported EPS 216 30.6 34.7 47.3 61.9

EBITDA 10,036 15,185 17,834 23,351 29,814 Adjusted EPS 216 29.5 347 47.3 61.9

Depregciation 2,521 3,005 3,668 3,764 3,884 Dividend per share 7.0 8.0 10.4 14.2 14.0

EBIT 7,515 12,180 14,166 19,587 25,930 Book value per share 266.6 290.7 315.0 348.1 3914

Net interest inc./(exp.) 295 246 234 220 220

Other inc./(exp.) 3,149 2,265 2,605 3,126 3,751 Valuations Ratios

Exceptional items 0 0 0 0 0 YIE 30 Sep (x) FY20A FY21A  FY22E  FY23E  FY24E

EBT 10,369 14,199 16,537 22,493 29,461 EV/Sales 10.8 79 6.4 55 48

Income taxes 2,674 3,698 4,167 5,668 7,424 EV/EBITDA 106.8 71.0 60.2 46.5 36.7

Extraordinary items 9 (403) 0 0 0 Adjusted P/E 132.8 97.3 82.6 60.7 46.4

Min. int./Inc. from assoc. 0 0 0 0 0 P/BV 10.8 9.9 9.1 8.2 73

Reported net profit 7,686 10,904 12,369 16,824 22,037

Adjustments 9 (403) 0 0 0 DuPont Analysis

Adjusted net profit 7,695 10,501 12,369 16,824 22,037 Y/E 30 Sep (%) FY20A  FY21A  FY22E  FY23E  FY24E
Tax burden (Net profit/PBT) 742 74.0 748 748 74.8

Balance Sheet Interest burden (PBT/EBIT) 138.0 116.6 116.7 114.8 113.6

YIE 30 Sep (Rs mn) FY20A FY21A FY22E FY23E FY24E EBIT margin (EBIT/Revenue) 7.6 8.9 85 10.0 114

Accounts payables 28,028 37,103 45,804 53,811 62,203 Asset turnover (Rev./Avg TA) 63.7 80.7 86.1 89.1 915

Other current liabilities 30,717 31,105 41,224 43,049 49,762 Leverage (Avg TA/Avg Equity) 1.7 17 18 19 1.9

Provisions 0 0 0 0 0 Adjusted ROAE 8.3 10.6 115 14.3 16.7

Debt funds 0 25 0 0 0

Other liabilities 4,937 7,772 9,527 11,192 12,937 Ratio Analysis

Equity capital 712 712 712 712 712 YIE 30 Sep FY20A FY21A  FY22E  FY23E  FY24E

Reserves & surplus 94,208 1,02,778 1,11,437 1,23,214 1,38,639 YoY growth (%)

Shareholders’ fund 94,920 1,03,490 1,12,149 1,23,926 1,39,351 Revenue (24.0) 371 15.0 17.5 15.6

Total liab. and equities 1,58,602 1,79,495 2,08,703 2,31,978 2,64,253 EBITDA (34.2) 51.3 174 30.9 21.7

Cash and cash eq. 57,096 51,591 64,051 72,806 87,595 Adjusted EPS (32.2) 36.5 178 36.0 31.0

Accounts receivables 32,226 37,738 48,094 53,811 62,203 Profitability & Return ratios (%)

Inventories 11,152 17,969 16,031 18,834 21,771 EBITDA margin 10.1 111 10.7 11.9 13.1

Other current assets 21,585 25,132 32,979 38,744 44,786 EBIT margin 76 8.9 85 10.0 114

Investments 0 0 0 0 0 Adjusted profit margin 7.7 7.7 74 8.6 9.7

Net fixed assets 11,961 32,048 29,580 27,316 24,932 Adjusted ROAE 8.3 10.6 115 14.3 16.7

CWIP 880 350 800 800 800 ROCE 75 10.9 11.6 14.5 17.0

Intangible assets 0 0 0 0 0 Working capital days (days)

Deferred tax assets, net 0 0 0 0 0 Receivables 118 101 105 100 100

Other assets 23,702 14,748 17,248 19,748 22,248 Inventory 4 48 35 35 35

Total assets 1,58,602 1,79,576 2,08,784 2,32,059 2,64,334 Payables 103 99 100 100 100
Ratios (x)

Cash Flows Gross asset turnover 46 4.0 36 41 4.6

Y/E 30 Sep (Rs mn) FY20A FY21A FY22E FY23E FY24E Current ratio 2.1 1.9 1.9 1.9 1.9

Cash flow from operations 7,197 14,221 18,591 16,136 23,655 Net interest coverage ratio 255 49.5 60.6 89.0 117.9

Capital expenditures (102) (1,074) (1,200) (1,500) (1,500) Adjusted debt/equity (0.4) (0.3) (0.3) (0.3) (0.3)

Change in investments 0 (13,674) (450) 0 0 Source: Company, BOBCAPS Research | Note: TA = Total Assets

Other investing cash flows 8,811 (9,145) (745) (835) (755)

Cash flow from investing 8,709 (23,893) (2,395) (2,335) (2,255)

Equities issued/Others 0 0 0 0 0

Debt raised/repaid 0 (1,695) (25) 0 0

Interest expenses 0 0 0 0 0

Dividends paid 0 0 0 0 0

Other financing cash flows (3,860) (3,323) (3,711) (5,047) (6,611)

Cash flow from financing (3,860) (5,018) (3,736) (5,047) (6,611)

Chg in cash & cash eq. 12,046 (14,690) 12,460 8,754 14,789

Closing cash & cash eq. 57,096 51,591 64,051 72,806 87,595
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Business snapshot

Fig 1 — ABB India overview: CY21
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Revenue mix

3% 1%

16%

EBIT mix

3%

39%

Order inflow mix

3%

Offerings split

Projects

Services 10%

15%

42% Products
37% 75%
m Electrification Products = Motion Industrial Automation = Robotics & Discrete automation = Others
Key metrics in (9 i
(Rs mn) Revenue EBITDA EBITDA margin (%) Adj. PAT
MCY22 69,340 5,567 80 4433
performance
Segmental —— . . . .
performance Electrification Motion Industrial Automation Robotics
Sales (Rs mn) 27,522 25917 14,034 2,553
EBIT (Rs mn) 3,060 3,239 1,279 203
EBIT margin (%) 111 125 91 7.9

Business activity

Products/
Services

Competitors

Offers a wide-ranging portfolio of
products, digital solutions and
services, from substation to socket.
Offerings encompass digital and
connected innovations for low- and
medium-voltage, including modular
substations, distribution
automation, power protection,
wiring accessories, switchgears,
enclosures, cabling, sensing and
control

Electricity distribution equipment,
protection and control equipment,
motor starting and safety, switches,
fuse gear and associated services,
energy distribution solutions inside
buildings and low-voltage electrical
installations, building automation

Offers a complete range of
electrical motors, generators,
drives and services, as well as
integrated digital powertrain
solutions. Serves a wide range of
automation applications in
transportation, infrastructure, and
the discrete and process industries

Large motors & generators, low
voltage motors & services, drives
products, system drives and
traction convertors

Offers a broad range of solutions
for process and hybrid industries,
including industry-specific
integrated automation,
electrification and digital solutions,
control technologies, software and
advanced services, as well as
measurement & analytics, and

marine and turbocharging offerings

Industrial process control
equipment

Schneider, Siemens, Emerson, GE, Honeywell, Rockwell, Yaskawa, Yokogawa, KUKA

Offers value-added solutions in
robotics, machine and
factory automation

Source: Company, BOBCAPS Research
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CAGR .
Segment CY21-24E (%) Drivers
= ABBis seeing traction in demand from F&B, pharmaceuticals and chemicals, apart from the automotive
segment.
Robotics 29 = We see strong growth potential in the consumer electronics segment as well, as customers invest in robotic
automation amid the relocation of manufacturing to India.
= Overall, we believe robotics solutions have a long runway for growth due to their lower penetration — at 6
robots per 10,000 workers in India vs. 120 robots for developed nations.
= ABB’s motion business segment provides a range of electrical motors, generators, drives and services, as
well as integrated digital powertrain solutions. We expect the business to play a larger role in exports due to
its MV offering. Exports for the segment were at an all-time high in CY21, growing 114% YoY.
Motion 23
= Going forward, we anticipate sustained traction in end-user sectors such as metals, cement, water and
wastewater, food and beverage, and pharmaceuticals.
= The large installed base of motors which are largely inefficient presents another long-term opportunity.
= We expect ABB'’s electrification business to benefit from strong growth in railways, smart buildings, data
centres and e-mobility, amongst others.
= Data centres, in particular, offer vast potential where the company estimates it has the capacity to address
~30% of the opportunity size per MW.
Electrification 21
= ABB Global has a strong offering in electric vehicle charging — an emerging high-growth segment.
= The digital business is witnessing deeper penetration in segments such as oil & gas, utilities, and industry in
general. eMart, ABB'’s online marketplace for electrical products, is adding more features to enable customers
from B2B and B2C environments.
= The industrial automation segment is expected to benefit from green shoots in private capex, particularly
smart capex.
Industrial - . . . . .
automation 14 = Inthe utilities space, energy transition, management and stability are likely to remain key drivers of growth.

= Apart from rising investments in the cement, mining and mineral processing industries, we note that digital
solutions are becoming a key theme as industries look to improve productivity and raise energy efficiency.

Source: Company, BOBCAPS Research
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Focus charts

Fig 2 — Revenue mix: Electrification a major contributor
after hive-off of power grid business
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Fig 3 — EBIT mix: Motion business remains the largest
profit driver
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Source: Company, BOBCAPS Research

Fig 4 — Secular revenue growth spurred by traction in
motion business

Source: Company, BOBCAPS Research

Fig 5 — Stronger exports, services and operating leverage
to support EBITDA margin
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Fig 6 — Expect 34% PAT CAGR, CY21-CY24E

Source: Company, BOBCAPS Research
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Fig 7 — Electrification gaining traction due to new-age Fig 8 — Motion segment benefiting from upgrades to new
businesses IE3 motors in industrial applications
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Fig 9 — Industrial automation to receive impetus from Fig 10 — Robotics remains attractive due to lower market
smart capex penetration
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Fig 11 — ABB’s new decentralised structure
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Source: Company, BOBCAPS Research
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Fig 12 — Motion: Strong, sustainable global leadership...
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Fig 13 — ...ranking at #1 or #2 across segments
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Fig 14 — Dominance in key industrial automation areas expected to continue (ABB’s “anchor” product offering)
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ABB’s portfolio orientation has shifted from late-cycle to early-cycle capex recovery
following the divestiture of its Power Grid business. In comparison to competitors, we
expect ABB to derive singular benefits from the motion segment, where its parent
commands a leadership position. Other businesses also continue to demonstrate
resilient growth. Overall, ABB remains in a sweet spot as reflected by its upbeat
management commentary and order conversion in recent quarters (Rs 92bn over
Q3CY21-Q2CY22 vs Rs 64bn over Q3CY19-Q2CY20).

We expect the company to deliver a revenue/EBITDA/PAT CAGR of 21%/34%/34%
over CY21-CY24. Though bullish on ABB’s structural growth story, we believe current
valuations price in most of the positives, leading us to initiate coverage with a HOLD

rating for a TP of Rs 3,100. At our target P/E of 65x on Sep’24E EPS, we are in line with

the stock’s five-year average multiple.

Fig 15 — P/E 2Y forward
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Fig 16 — Estimates vs. Consensus
BOBCAPS Bloomberg Consensus Variance (%)
Particulars (Rs mn)
CY22E CY23E CY24E | CY22E CY23E CY24E CY22E CY23E CY24E
Sales 83,222 1,02,044 1,23,098 | 89,102 1,13,982 1,29,527 (6.6) (10.5) (5.0)
EBITDA 8,211 10,423 13,379 8,819 12,000 14,164 (6.9) (13.1) (5.5)
PAT 6,472 8,288 10,558 6,739 8,538 10,667 (4.0) (2.9) (1.0)
EPS (Rs) 305 39.1 49.8 31.8 40.3 50.3 (4.0) (2.9) (1.0)
EBITDA Margin (%) 9.9 10.2 10.9 9.9 10.5 10.9 Obps (30bps) (10bps)

Source: Company, Bloomberg, BOBCAPS Research
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Downside risks to our estimates include:

= aggressive pricing strategies by peers,
= inability to scale up the motion segment further, and
= increase in royalty to the parent.

Upside risks include:

= sustained momentum in short-cycle orders translating into higher order wins, and

= above-anticipated margin expansion due to surge in exports and services.
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Financials
Income Statement Per Share
Y/E 31 Dec (Rs mn) CY20A CY21A CY22E CY23E CY24E Y[E 31 Dec (Rs) CY20A CY21A CY22E CY23E CY24E
Total revenue 58,210 69,340 83,222 1,02,044 1,23,098 Reported EPS 10.9 25.1 30.5 39.1 49.8
EBITDA 2,712 5,567 8,211 10,423 13,379 Adjusted EPS 8.8 20.9 305 39.1 49.8
Depreciation 1,204 1,027 1,209 1,170 1,187 Dividend per share 48 5.2 5.4 6.2 6.5
EBIT 1,508 4,540 7,001 9,253 12,192 Book value per share 170.2 190.9 216.0 248.9 292.3
Net interest inc./(exp.) 169 107 105 105 105
Other inc./(exp.) 1,116 1,596 1,756 1,931 2,028 Valuations Ratios
Exceptional items 0 0 0 0 0 YIE 31 Dec (x) CY20A CY21A CY22E CY23E CY24E
EBT 2,456 6,029 8,652 11,080 14,115 EV/Sales 114 95 7.9 6.5 5.4
Income taxes 597 1,597 2,180 2,792 3,557 EV/EBITDA 244.0 118.8 80.6 63.5 49.5
Extraordinary items (445) (892) 0 0 0 Adjusted P/E 355.8 149.3 102.2 79.8 62.7
Min. int./Inc. from assoc. 0 0 0 0 0 P/BV 18.3 16.4 14.5 12.5 10.7
Reported net profit 2,304 5,325 6,472 8,288 10,558
Adjustments (445) (892) 0 0 0 DuPont Analysis
Adjusted net profit 1,859 4,433 6,472 8,288 10,558 YIE 31 Dec (%) CY20A CY21A CY22E  CY23E  CY24E

Tax burden (Net profit/PBT) 75.7 735 74.8 74.8 74.8
Balance Sheet Interest burden (PBT/EBIT) 162.8 132.8 123.6 119.7 115.8
Y/E 31 Dec (Rs mn) CY20A CY21A CY22E CY23E CY24E EBIT margin (EBIT/Revenue) 2.6 6.5 8.4 9.1 9.9
Accounts payables 17,207 19,613 22,800 27,957 33,726 Asset turnover (Rev./Avg TA) 76.1 88.5 94.1 96.9 98.1
Other current liabilities 21,999 20,244 27,361 33,549 40,471 Leverage (Avg TA/Avg Equity) 21 2.0 2.1 2.1 2.2
Provisions 0 0 0 0 0 Adjusted ROAE 52 11.6 15.0 16.8 18.4
Debt funds 133 181 0 0 0
Other liabilities 502 238 238 238 238 Ratio Analysis
Equity capital 424 424 424 424 424 YIE 31 Dec CY20A CY21A CY22E CY23E CY24E
Reserves & surplus 35,640 40,028 45,356 52,329 61,510 YoY growth (%)
Shareholders’ fund 36,064 40,452 45,780 52,753 61,934 Revenue (20.4) 19.1 20.0 22.6 206
Total liab. and equities 75,905 80,727 96,178 1,14,497 1,36,368 EBITDA (48.9) 105.3 475 26.9 284
Cash and cash eq. 22,066 26,877 33,586 39,837 49,672 Adjusted EPS (50.0) 1384 46.0 28.1 274
Accounts receivables 16,950 16,950 20,343 24,944 30,090 Profitability & Return ratios (%)
Inventories 8,408 10,091 11,400 13,979 16,863 EBITDA margin 47 8.0 9.9 10.2 10.9
Other current assets 13,413 12,436 15,042 18,445 22,250 EBIT margin 26 6.5 8.4 9.1 9.9
Investments 0 0 0 0 0 Adjusted profit margin 32 6.4 7.8 8.1 8.6
Net fixed assets 6,938 8,170 8,360 8,791 9,404 Adjusted ROAE 52 11.6 15.0 16.8 184
CWIP 749 769 923 1,132 1,366 ROCE 0.0 0.0 0.0 0.0 0.0
Intangible assets 0 0 0 0 0 Working capital days (days)
Deferred tax assets, net 0 0 0 0 0 Receivables 106 89 89 89 89
Other assets 7,382 5,435 6,523 7,369 6,722 Inventory 53 53 50 50 50
Total assets 75,905 80,727 96,178 1,14,497 1,36,368 Payables 108 103 100 100 100

Ratios (x)
Cash Flows Gross asset turnover 5.5 6.1 6.3 6.9 7.5
Y/E 31 Dec (Rs mn) CY20A CY21A CY22E CY23E CY24E Current ratio 1.5 1.7 1.6 1.6 1.6
Cash flow from operations 3,182 6,492 10,676 10,221 12,599 Net interest coverage ratio 8.9 424 66.7 88.1 116.1
Capital expenditures (1,137) (1,358) (1,400) (1,600) (1,800) Adjusted debt/equity (0.6) (0.7) (0.7) (0.8) (0.8)
Change in investments 0 (19,670) (154) (209) (234) Source: Company, BOBCAPS Research | Note: TA = Total Assets
Other investing cash flows 5,561 950 (1,088) (846) 647
Cash flow from investing 4,424 (20,079) (2,642) (2,655) (1,387)
Equities issued/Others 0 0 0 0 0
Debt raised/repaid (337) (124) (181) 0 0
Interest expenses 0 0 0 0 0
Dividends paid 0 0 0 0 0
Other financing cash flows (1,186) (1,144) (1,144) (1,314) (1,377)
Cash flow from financing (1,523) (1,268) (1,326) (1,314) (1,377)
Chg in cash & cash eq. 6,084 (14,855) 6,708 6,251 9,835
Closing cash & cash eq. 22,066 26,877 33,586 39,837 49,672
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Business snapshot

Fig 1 — KKC overview: FY22
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Others
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32%
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21%

Domestic

Export 1
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Key metrics (Rs mn) Revenue EBITDA EBITDA margin (%) Adj. PAT
FY22 performance 61,709 8,681 141 7,814
Overview (Rs mn) FY11 FY15 FY17 FY22
Revenue 40,425 49,161 51,064 61,709
EBITDA 7,634 8,152 8,046 8,681
EBITDA Margin (%) 18.9 16.6 158 14.1
PBT 8,024 9,347 8,430 9,635
Adj. PAT 5,910 7,720 7,363 7,814
Segmental performance (Rs mn)
Power Generator 13,324 10,560 13,580 19,590
Industrial 5,500 5,070 7,030 8,990
Exports 10,255 17,220 17,614 16,100
Distribution 7,781 9,350 11,800 14,840
Competitors KOEL
Source: Company, BOBCAPS Research
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Business - Drivers
FY22-25E (%)
= We expect growth in the power generator segment to come from robust data centre capacity addition, which
entails demand for high kVA. The company has launched its QSK-60 G-23 genset in FY22, localised to meet
growing demand from the data centre market.
Power Generators
(gense!) 14 = The residential and commercial real estate sectors are also likely to augment demand.
= KKC's parent portfolio meets upcoming CPCB 4 norms (effective Jul'23), which gives the company an
advantage over peers. These norms surpass global standards and should help shore up exports amid the
concerted push for pollution control.
= KKC is among the leading engine suppliers in the construction segment. We expect the government's NIP
Industrial 12 to fuel demand from sectors such as roads, railways, irrigation, urban infrastructure and ports.
= Mining remains an attractive segment as well.
= Growth in the distribution segment (largely after-market sales) will be underpinned by the company’s power
generator line of business which is expected to see strong demand for maintenance of data centres and
commercial realty.
= The aftermarket for the infrastructure sector will continue to grow as utilisation of equipment likely
Distribution 14 increases on the back of higher government spending, foreign investments, and product change with the
implementation of emission norms.
= Execution of the dedicated freight corridor (DFC) and track network augmentation by the Indian Railways
will lead to higher usage of overhead cranes and track maintenance equipment, buoying demand for
aftermarket services.
= Rollout of 5G and Internet of Things (loT) infrastructure, especially in Southeast Asian countries and the
Middle East, will likely boost demand for KKC’s products.
Exports 15

= The company has changed its export strategy to now offer customised products in various global markets
versus its earlier standardised product approach.

Source: Company, BOBCAPS Research
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Focus charts

Fig 2 — Revenue growth to soften Fig 3 — Margins to normalise
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Fig 4 — Expect a 15% PBT CAGR, FY22-FY25E Fig 5 — Powergen: Growth to come from data centres and
new emission norms
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Fig 6 — Industrial: Infrastructure segment slowing while Fig 7 — Exports: 5G and loT infrastructure rollout in SAE
buoyancy seen in others nations to be key demand drivers
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Fig 8 — Distribution: Benefitting from large installed base
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Fig 9 — Sharp rebound in revenue across verticals post-
pandemic
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Fig 10 — Traction in margins despite lower revenue amid pandemic
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Fig 11 — KCC has a full range of natural gas gensets (from
Cummins Inc); will benefit if diesel gensets are phased out

Fig 12 — Genset economics: Higher upfront cost of
natural gas genset vs. diesel recovered within just 4M

Product KW range Particulars Diesel genset Natural gas genset
Ford V106.8 L 60-75 Genset cost 6,50,000 12,00,000
PSI11.1L 130-200 Daily hours of operation (assumption) 4 4
GTA8.3G 175 Units generated (kWh) 400 400
GTA855¢e 250-300 Diesel cost/ PNG cost (Rs) 80 35
KTA19 SLB 350 Fuel consumption at 100% load 28litre/hour 34scm/hour
GTA28e 400-500 Total cost of fuel (Rs/ hour) 2,240 1,190
GTA38e 335-550 Per unit cost (Rs) 224 11.9
GTA50e 600-750 Daily cost for four hours running (Rs) 8,960 4,200
GTA38 635-690 Monthly cost (Rs) 2,68,800 (A) 1,26,000 (B)
GTA50 760-815 Monthly cost saved (Rs) (A-B) - 1,42,800
NG gensets 1000-1300 Cost saved in four months (Rs) 5,71,200
Source: Company, BOBCAPS Research Source: Company, BOBCAPS Research | Read CESC report on Replacing Diesel-Based with Gas-Based Generators
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KKC is a leading manufacturer of diesel and natural gas engines with a robust portfolio
across its power generator, industrial and distribution segments, strong export sales,
and superior technological prowess backed by parent Cummins Inc.

We remain positive on KKC'’s long-term prospects backed by management’s guidance
of growth at 2x real GDP over 2-3 years. In the power generator business, the company
is well positioned to capitalise on new opportunities from data centres and upcoming
CPCB4 emission norms. However, substantial product price hikes engendered by the
new standards (from Jul'’23) would mean a lull of 6-12 months before a significant
demand uptick. Further, exports which had revived following a downward spiral since
FY17 have now softened due to a slowdown in Europe and Africa. Access to newer
geographies could flow through with a lag.

In light of the above challenges, we forecast a slower revenue/EBITDA/PBT CAGR of
14%/15%/15% for KKC over FY22-FY25, and hence initiate coverage with HOLD. Our
TP of Rs 1,300 values the stock at 30x Sep’24E EPS — a 20% premium to the stock’s

five-year average.

Fig 13 — Estimates vs. Consensus

. BOBCAPS Bloomberg Consensus Variance (%)
Particulars (Rs mn)
FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Sales 72,950 81,549 91,080 70,844 79,571 86,484 3.0 25 53
EBITDA 10,141 11,425 13,064 10,066 11,819 12,627 0.7 (3.3) 35
PAT 9,564 10,898 12,572 9,560 11,277 12,360 0.0 (3.4) 17
EPS (Rs) 345 39.3 454 345 40.7 446 0.0 (3.4) 17
EBITDA Margin (%) 13.9 14.0 14.3 14.2 14.9 14.6 (30bps) (80bps) (30bps)
Source: Company, Bloomberg, BOBCAPS Research
Fig 14 — 2Y forward P/E
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Key risks
Key upside risks to our estimates are:

= faster-than-expected recovery in European export markets

Downside risks are:

= improvement in power quality and availability, and

= slowdown in the infrastructure and export segments.
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Financials

Income Statement Per Share

Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E Y[E 31 Mar (Rs) FY21A  FY22A FY23E FY24E  FY25E

Total revenue 43,601 61,709 72,950 81,549 91,080 Reported EPS 229 33.0 345 39.3 454

EBITDA 6,051 8,681 10,141 11,425 13,064 Adjusted EPS 225 28.2 345 39.3 454

Depreciation 1,272 1,356 1,327 1,368 1,406 Dividend per share 15.0 18.5 19.0 216 249

EBIT 4,779 7,324 8,814 10,057 11,657 Book value per share 167.8 185.6 201.1 218.8 239.2

Net interest inc./(exp.) 168 122 105 112 105

Other inc./(exp.) 2,382 2,432 2,675 2,943 3,237 Valuations Ratios

Exceptional items 0 0 0 0 0 YIE 31 Mar (x) FY21A  FY22A FY23E  FY24E  FY25E

EBT 6,993 9,635 11,384 12,888 14,789 EV/Sales 9.1 6.4 55 5.0 45

Income taxes 1,900 2,732 2,869 3,248 3,727 EV/EBITDA 65.3 45.6 39.7 354 313

Extraordinary items (126) (1,324) 0 0 0 Adjusted P/E 61.5 49.0 40.0 35.1 304

Min. int./Inc. from assoc. 1,131 912 1,048 1,258 1,509 P/BV 8.2 74 6.9 6.3 5.8

Reported net profit 6,350 9,137 9,564 10,898 12,572

Adjustments (126) (1,324) 0 0 0 DuPont Analysis

Adjusted net profit 6,224 7,814 9,564 10,898 12,572 Y/E 31 Mar (%) FY21A  FY22A  FY23E  FY24E  FY25E
Tax burden (Net profit/PBT) 89.0 81.1 84.0 84.6 85.0

Balance Sheet Interest burden (PBT/EBIT) 146.3 131.5 129.2 128.1 126.9

Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E EBIT margin (EBIT/Revenue) 11.0 11.9 12.1 12.3 128

Accounts payables 7,310 9,997 11,992 13,852 16,220 Asset turnover (Rev./Avg TA) 718 944 96.2 96.5 97.9

Other current liabilities 3,574 3,502 6,595 7,820 8,734 Leverage (Avg TA/Avg Equity) 13 13 14 15 15

Provisions 0 0 0 0 0 Adjusted ROAE 13.8 16.0 17.8 18.7 19.8

Debt funds 202 3,047 3,500 3,200 3,000

Other liabilities 1,962 2,224 2,629 2,939 3,283 Ratio Analysis

Equity capital 554 554 554 554 554 YIE 31 Mar FY21A  FY22A  FY23E  FY24E  FY25E

Reserves & surplus 45,959 50,895 55,199 60,103 65,760 YoY growth (%)

Shareholders’ fund 46,514 51,450 55,753 60,657 66,315 Revenue (16.0) 415 18.2 11.8 11.7

Total liab. and equities 59,562 71,120 80,470 88,469 97,551 EBITDA 27 435 16.8 127 14.3

Cash and cash eq. 12,920 20,043 21,304 25,697 31,057 Adjusted EPS 85.8 125.5 1224 114.0 115.4

Accounts receivables 10,881 12,581 16,988 18,321 19,963 Profitability & Return ratios (%)

Inventories 5,642 7,375 8,594 9,384 9,981 EBITDA margin 13.9 14.1 13.9 14.0 14.3

Other current assets 3,113 4135 4,997 5,139 5,240 EBIT margin 11.0 11.9 12.1 123 128

Investments 2,724 3,255 3,847 4,301 4,804 Adjusted profit margin 14.3 12.7 13.1 134 13.8

Net fixed assets 22,367 21,891 22,564 23,196 23,789 Adjusted ROAE 13.8 16.0 17.8 18.7 19.8

CWIP 794 804 950 1,062 1,186 ROCE 9.9 13.6 15.1 15.8 16.7

Intangible assets 0 0 0 0 0 Working capital days (days)

Deferred tax assets, net 0 0 0 0 0 Receivables 91 74 85 82 80

Other assets 1,121 1,037 1,226 1,370 1,531 Inventory 47 44 43 42 40

Total assets 59,562 71,120 80,470 88,469 97,551 Payables 61 59 60 62 65
Ratios (x)

Cash Flows Gross asset turnover 1.3 1.8 2.0 21 2.2

Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E Current ratio 29 25 2.3 24 24

Cash flow from operations 7,887 7,119 9,491 13,087 14,918 Net interest coverage ratio 285 60.2 83.9 89.8 111.0

Capital expenditures (758) 706 (2,000) (2,000) (2,000) Adjusted debt/equity 0.3) (0.3) (0.3) (0.4) (0.4)

Change in investments (75) (7,597) (739) (566) (627) Source: Company, BOBCAPS Research | Note: TA = Total Assets

Other investing cash flows 988 1,029 216 165 183

Cash flow from investing 155 (5,863) (2,523) (2,400) (2,443)

Equities issued/Others 0 0 0 0 0

Debt raised/repaid (4,691) 3,745 (447) (300) (200)

Interest expenses 0 0 0 0 0

Dividends paid 0 0 0 0 0

Other financing cash flows (4,041) (4,567) (5,260) (5,994) (6,914)

Cash flow from financing (8,732) (823) (5,707) (6,294) (7,114)

Chg in cash & cash eq. (690) 434 1,261 4,393 5,361

Closing cash & cash eq. 12,920 20,043 21,304 25,697 31,057
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Business snapshot

Fig 1 — AIAE overview: FY22
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Revenue by Geography

India
22%

Others
54%

Australia

Volume mix

Cement &
Utilities
34%

13%
Mining
66%

USA

1%
Key metrics (Rs mn) Revenue EBITDA EBITDA margin (%) Adj. PAT
FY22 performance 35,665 7,209 20.2 6,196

FY11 FY15 FY17 FY22

Installed capacity (mt) 2,00,000 2,60,000 3,40,000 3,90,000
Actual production (mt) 1,28,772 2,00,315 2,33,122 2,78,590
Mining volumes 42,500 1,06,056 1,26,479 1,70,842
Cement & Utilities volumes 83,300 80,600 87,998 89,627
Realisations (Rs/t) 90,314 1,12,921 1,00,939 1,34,929
EBITDA (Rs/t) 19,810 31,331 29,591 27,679
Revenue (Rs mn) 11,607 21,836 22,460 35,665
EBITDA (Rs mn) 2,492 5,848 6,347 7,209
EBITDA margin (%) 215 26.8 28.3 20.2
PAT (Rs mn) 1,834 4,309 4,568 6,196

= AIAE specialises in the design, development, production, installation, and servicing of high chromium wear, corrosion, and abrasion

resistant castings for the cement, mining, and thermal power generating industries.

Business activity

= In particular, the company offers custom-designed solutions in ideal metallurgy as well as process optimisation services based on

technical assessment

= AIAE's strategy is to target mines across the globe where its HCMI product can offer substantial cost savings and efficiencies.

o The company approaches mines where conditions are such that the use of high chrome grinding media in place of forged

grinding media can offer a considerable wear advantage and cost savings.

Growth strategy o

High chrome grinding media can offer benefits in the beneficiation process which has the potential to lower consumption of expensive,

environmentally harmful consumables/reagents and improve recovery of final ore — particularly relevant for copper and gold mines.

o AIAE offers a unique high chrome mill lining solution based on a patented design. Per AIAE, this product offers significant

advantages in the form of improved grinding efficiency and, therefore, throughputs and also sizeable reduction in power cost.

Capex "

Kerala GIDC project — 80,000mt brownfield expansion of grinding media; commissioning by FY24E-end

Competitors "

Magotteaux, Molycop

Source: Company, BOBCAPS Research
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Focus charts

Fig 2 — AIAE’s installed HCMI capacity vs. utilisation
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Fig 3 — Volume mix: Mining volumes high due to
buoyancy in mining capex
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Source: Company, BOBCAPS Research

Fig 4 — EBITDA/t holding steady

Source: Company, BOBCAPS Research

Fig 5 — Revenue growth led by incremental volumes
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Fig 6 — EBITDA margin to normalise led by pass-through

Source: Company, BOBCAPS Research

Fig 7 — ...translating into higher PAT
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Fig 8 — Return ratios expected to revert to normal levels
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Source: Company, BOBCAPS Research

Fig 9 — Global grinding media distribution Fig 10 — Global grinding media mix:
Immense scope for conversion to HCMI
Eastern Europe
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Comparison with peer Magotteaux
Fig 11 — Magotteaux’s production volumes have Fig 12 — ...reflected in sales as well
stagnated...
('000 MT) ® Magotteaux ® AIAE (US$ mn) ® Magotteaux  m AIAE
450 - 800 -
400 - 700 -
350 - 600 -
300 A 500 -
250 A 400 -
200 A
150 - 300 -
100 4 200 -
50 - 100 -
0 - 0 -
FY16 FY17 FY18 FY19 FY20 FY21 FY22 FY16 FY17 FY18 FY19 FY20 FY21 FY22
Source: Company, BOBCAPS Research Source: Company, BOBCAPS Research
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Fig 13 — AIAE’s realisation inching up, reflective of its Fig 14 — AIAE enjoys higher EBITDA margins due to its
changed strategy single base of manufacturing in India

(US$1) Magotteaux ~——— AIAE (%) Magotteaux ~——— AIAE
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Source: Company, BOBCAPS Research Source: Company, BOBCAPS Research

Fig 15 — EBITDAI/t stronger for AIAE
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Source: Company, BOBCAPS Research

Fig 16 — Levied import duties largely cover Magotteaux’s plant locations

EUROPE

5 Production Units

i
6 Sales & Process E:'
Centers

NORTH AMERICA "

3 Production Units

3 Sales &
Process Centers
.

MIDDLE EAST &
AFRICA

H
4 Production Units
2 Joint ventures
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3 Production Units 1 License 10 Sales & as .-
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® Production & Sales
® Sales
Production

License & sales
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Source: Company, BOBCAPS Research
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As a leading global manufacturer of high chrome mill internals, AIAE is well placed to
expand amid the transition from forged media to HCMI, particularly in the mining
industry. Current low penetration of HCMI globally (~20% of the total grinding media)
provides a multi-year growth story. Notably, AIAE has a single manufacturing base
which enables relatively cheaper production and hence competitive pricing. We expect
AIAE to carve out additional market share from the industry leader due to its cost
competitiveness and improved supply chain mechanisms.

Overall, we model for a revenue/EBITDA CAGR of 13%/19% over FY22-FY25 with

370bps EBITDA margin expansion to 23.9% by FY25. This would translate to a healthy
15% PAT CAGR over our forecast period along with ROCE of 16% in FY25 (vs. 13% in
FY22). We are positive on AIAE’s structural growth story and initiate coverage with BUY

for a TP of Rs 3,100, valuing the stock at 32x Sep’24E EPS — a 28% premium to the
five-year average multiple.

Fig 17 — Estimates vs. Consensus

(Rs mn) BOBCAPS Bloomberg Consensus Variance (%)

FY23E FY24E FY25E FY23E FY24E FY25E FY22E FY23E FY24E
Sales 45,823 48,388 50,839 44,872 48,290 54,130 21 0.2 (6.1)
EBITDA 10,395 11,312 12,176 9,890 10,801 12,204 51 4.7 0.2)
PAT 7877 8,642 9,432 8,013 8,769 9,835 (1.7) (1.5) 4.1)
EPS (Rs) 835 916 100.0 84.9 93.0 104.3 (16) (15) @)
EBITDA Margin (%) 22.7 234 239 220 224 225 60bps 100bps 140bps

Source: Company, Bloomberg, BOBCAPS Research

Fig 18 — P/E 2Y forward
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Source: Company, BOBCAPS Research

Key downside risks to our estimates are:

continued protectionist measures leading to anti-dumping duties, and

= aslowdown in mining capex.
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Financials

Income Statement Per Share

Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E Y[E 31 Mar (Rs) FY21A  FY22A FY23E FY24E  FY25E

Total revenue 28,815 35,665 45,823 48,388 50,839 Reported EPS 60.0 65.7 83.5 91.6 100.0

EBITDA 6,552 7,209 10,395 11,312 12,176 Adjusted EPS 60.0 65.7 83.5 91.6 100.0

Depreciation 935 921 968 1,144 1,231 Dividend per share 9.0 9.0 16.7 215 30.0

EBIT 5,617 6,288 9,427 10,169 10,945 Book value per share 450.0 504.1 570.9 635.1 705.1

Net interest inc./(exp.) 43 39 100 120 140

Other inc./(exp.) 1,722 1,563 1,200 1,500 1,800 Valuations Ratios

Exceptional items 0 0 0 0 0 YIE 31 Mar (x) FY21A FY22A  FY23E FY24E  FY25E

EBT 7,296 7,813 10,527 11,549 12,605 EV/Sales 8.4 6.8 53 5.0 48

Income taxes 1,639 1,617 2,650 2,907 3173 EV/EBITDA 36.9 33.4 234 215 19.9

Extraordinary items 0 0 0 0 0 Adjusted P/E 429 39.2 30.8 28.1 25.8

Min. int./Inc. from assoc. 4 0 0 0 0 P/BV 5.7 5.1 45 41 3.7

Reported net profit 5,661 6,196 7,877 8,642 9,432

Adjustments 0 0 0 0 0 DuPont Analysis

Adjusted net profit 5,661 6,196 7,877 8,642 9,432 Y/E 31 Mar (%) FY21A  FY22A  FY23E  FY24E  FY25E
Tax burden (Net profit/PBT) 776 79.3 74.8 74.8 74.8

Balance Sheet Interest burden (PBT/EBIT) 129.9 124.2 111.7 113.6 115.2

Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E EBIT margin (EBIT/Revenue) 19.5 176 20.6 21.0 215

Accounts payables 1,658 1,967 2,511 2,651 2,786 Asset turnover (Rev./Avg TA) 64.6 722 83.1 7.7 73.8

Other current liabilities 943 1,057 1,883 1,989 2,089 Leverage (Avg TA/Avg Equity) 1.1 1.1 1.1 1.1 1.1

Provisions 0 0 0 0 0 Adjusted ROAE 14.2 13.8 15.5 15.2 14.9

Debt funds 1,845 28 20 21 22

Other liabilities 693 654 816 857 896 Ratio Analysis

Equity capital 189 189 189 189 189 YIE 31 Mar FY21A FY22A  FY23E FY24E  FY25E

Reserves & surplus 42,255 47,361 53,663 59,712 66,314 YoY growth (%)

Shareholders’ fund 42,443 47,550 53,851 59,900 66,503 Revenue 3.3) 23.8 285 5.6 5.1

Total liab. and equities 47,582 51,256 59,081 65,418 72,296 EBITDA 3.7) 10.0 442 8.8 76

Cash and cash eq. 19,468 15,610 17,251 21,850 27,278 Adjusted EPS 4.1) 94 271 9.7 9.1

Accounts receivables 6,410 8,001 10,043 10,606 11,143 Profitability & Return ratios (%)

Inventories 7,548 12,260 11,675 11,931 12,536 EBITDA margin 22.7 20.2 227 234 239

Other current assets 1,191 1,395 2,385 2,519 2,646 EBIT margin 19.5 176 20.6 21.0 215

Investments 2,572 5 6 7 7 Adjusted profit margin 19.6 174 17.2 17.9 18.6

Net fixed assets 8,114 8,000 10,032 10,388 10,157 Adjusted ROAE 14.2 13.8 15.5 15.2 14.9

CWIP 1,609 2,102 2,701 2,852 2,997 ROCE 13.0 13.0 17.2 16.7 16.2

Intangible assets 0 0 0 0 0 Working capital days (days)

Deferred tax assets, net 0 0 0 0 0 Receivables 81 82 80 80 80

Other assets 669 3,882 4,987 5,266 5,533 Inventory 96 125 93 90 90

Total assets 47,582 51,256 59,081 65,418 72,296 Payables 21 20 20 20 20
Ratios (x)

Cash Flows Gross asset turnover 18 2.2 25 24 24

Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E Current ratio 7.8 12.3 9.4 10.1 10.9

Cash flow from operations 5,985 (392) 7,768 9,080 9,629 Net interest coverage ratio 130.8 163.3 94.3 84.7 78.2

Capital expenditures (1,231) (1,253) (3,000) (1,500) (1,000) Adjusted debt/equity 0.0 0.0 0.0 0.0 0.0

Change in investments (2,572) 1,490 (600) (152) (145) Source: Company, BOBCAPS Research | Note: TA = Total Assets

Other investing cash flows 289 762 (943) (238) (228)

Cash flow from investing (3,513) 999 (4,544) (1,890) (1,372)

Equities issued/Others 0 0 0 0 0

Debt raised/repaid 755 (1,816) (8) 1 1

Interest expenses 0 0 0 0 0

Dividends paid 0 0 0 0 0

Other financing cash flows (90) (859) (1,575) (2,593) (2,830)

Cash flow from financing 665 (2,676) (1,584) (2,591) (2,829)

Chg in cash & cash eq. 3,137 (2,069) 1,641 4,599 5,428

Closing cash & cash eq. 19,468 15,610 17,251 21,850 27,278
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Business snapshot

Fig 1 — TMX overview: FY22
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Revenue mix EBIT mix Order book mix
Chergicals Chemicals Cement O1t2§;r3
8% 16% 5% ° Transportation*
Metals 349
4%
Environment Environment Drugs
21% 11% 4%
Sugar
4%
Refining &
Enert Petchem
it e 6%
¥ Chemicals F&B P107w°/er
6% 8% ’
Key metrics (Rs mn) Revenue EBITDA EBITDA margin (%) Adj. PAT
FY22 performance 61,283 4,214 6.9 3,123
Segmental performance Energy Environment Chemicals
Sales (Rs mn) 44,343 12,939 5,385
EBIT (Rs mn) 2,855 430 624
EBIT margin (%) 6.4 3.3 11.6
Boilers and heaters, absorption chillerstheat  Air pollution control equipment/systems, lon exchange resins, performance chemicals,
Offerings pumps, power plants, solar equipment and water & waste recycle plants and related and water treatment, oilfield, paper and
related services services construction chemicals
Competitors BHEL, VA Tech Wabag

Source: Company, BOBCAPS Research | *Transportation — Order from a refinery in Northeast India
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Focus charts

Fig 2 — Order backlog at Rs 95bn (1.3x TTM sales)
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Fig 3 — Order inflow to gain traction as capex cycle recovers
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Fig 4 — Green orders comprise a growing share of the
inflows

Source: Company, BOBCAPS Research

Fig 5 — Order inflow share of products & services down
due to large FGD projects in FY22
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Fig 6 — Expect revenue CAGR of 18% for FY22-FY25E led
by robust execution

Source: Company, BOBCAPS Research

Fig 7 — EBITDA margin to be aided by falling RM cost and
expected rise in share of products & services business
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Fig 8 — Expect a 32% PAT CAGR, FY22-FY25E
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Fig 9 — Energy: Order inflow led by focus on clean

energy, energy efficiency and decarbonisation

Fig 10 — Energy: EBIT margin to expand led by completion
of low-margin projects and operational efficiency
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Fig 11 — Environment: Traction in order inflows due to
two FGD orders — Bara (Rs 8.3bn) and PSU (Rs 5.4bn)

Source: Company, BOBCAPS Research

Fig 12 — Environment: Margins to remain relatively muted

due to FGD orders
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Fig 13 — Chemicals: Orders inflow has held strong led by
demand for specialty resin
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Fig 14 — Chemicals: Margins to return to normal led by
moderating input cost and initiatives to pass on costs
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Fig 15 — Performance of major subsidiaries encouraging
il Stal(e Revenue (Rs mn) PAT (Rs mn)
(%) FY19 FY20 FY21 FY22 FY19 FY20 FY21 FY22
Thermax Babcock & Wilcox Energy Solutions 100 490 9,116 12,300 16,080 2,392 (238) 90 665
Danstoker Group 100 1,562 1,779 1,731 1,824 (272) (60) (87) 57
PT Thermax International, Indonesia (PT TII) 100 377 992 522 624 (136) (54) (144) (113)
Thermax Europe 100 569 452 648 542 49 10 37 2
Thermax Onsite Energy Solutions (TOESL) 100 803 1,190 1,168 2,049 114 127 112 135
Thermax Inc (USA) 100 1,282 1,291 1,541 1,617 97 39 122 37

Source: Company, BOBCAPS Research

Fig 16 — Incubating new technologies

Product Description

CuBe i o
commercial and residential segments.

Revomax Nxt
FlexiSource
T-HVAC

CDI Technology for Water Treatment

Modularised and aesthetically appealing sewage treatment plant available in 10, 20, 30 and 50kId capacities, targeted at the

Efficient instant steam generator preferred by various process industries

Efficiently combusts multi-waste fuels and provides high flexibility to customers, thereby achieving high efficiency

Waste heat recovery product for the automobile sector that aims to deliver 5-8% fuel savings

Alternative to reverse osmosis or RO-based drinking water treatment that generates much lower reject water than RO. Field trials of

five units stand completed and commercialisation activity underway

Source: Company, BOBCAPS Research

Fig 17 — Decarbonisation roadmap: Targeting 25% emission reduction by FY25

Decarbonisation Roadmap till 2025

Carbon Emissions

FY 2019

12%
| — [
. 7% 1.3211COe
1 A
Operational Renewable
Efficiency Energy
Procurement
Addition Fuel
to Renewable Switch
Energy
Generation

FY 2025

Source: Company, BOBCAPS Research
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Fig 18 — Estimates vs. Consensus
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TMX has benefited from rising capex in the steel, cement, oil & gas, and chemicals
industries, marked by demand for green projects. The company’s domestic business
has seen significant traction in order inflows to Rs 94bn in FY22 (FY19/FY18: Rs 56bn/
Rs 64bn), with green offerings forming 75% share. However, we forecast flattish
average annual order inflow of Rs 88bn over FY23-FY25, down from Rs 94bn in FY22
as management plans a more cautious approach towards project bidding.

Further, TMX’s margin expansion theme appears to be losing steam with EBIT margins
in the chemicals business moderating to 13.4% in Q2FY23 (vs. the five-year average of
17%). And while the company’s new portfolio of new clean energy solutions is shaping
up well, we believe it will be a while before these investments pay off.

On the whole, we model for a revenue/EBITDA/PAT CAGR of 18%/29%/32% for TMX
over FY22-FY25. Given the downshift in margin outlook and likelihood of back-ended
returns from new businesses, we initiate coverage with HOLD for a TP of Rs 2,100. Our
TP is set at 40x Sep’24E EPS, in line with the stock’s five-year average P/E multiple.

BOBCAPS Bloomberg Consensus Variance (%)
Particulars (Rs mn)
FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY24E
Sales 75,317 88,633 1,01,102 80,027 94,042 1,04,030 (5.9) (5.8) (2.8)
EBITDA 5,531 6,739 9,092 6,028 8,210 10,025 (8.3) (17.9) (9.3)
PAT 4,188 5,207 7,211 4,590 6,329 8,005 (8.8) (17.7) (9.9
EPS (Rs) 35.1 437 60.5 385 53.1 67.2 (8.8) (17.7) (9.9
EBITDA Margin (%) 7.3 76 9.0 75 8.7 9.6 (20bps) (110bps) (60bps)
Source: Company, Bloomberg, BOBCAPS Research
Fig 19 — P/E 2Y forward
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Source: Company, Bloomberg, BOBCAPS Research
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Key risks
Upside risks to our estimates include:

= swift recovery in the chemicals segment translating to higher margins, and
= faster payback from newly incubated businesses.

Downside risks include:

= inability to scale up new businesses, and

= cyclicity in the end-user market.
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Financials
Income Statement Per Share
Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E Y[E 31 Mar (Rs) FY21A  FY22A FY23E FY24E  FY25E
Total revenue 47,913 61,283 75,317 88,633 1,01,102 Reported EPS 17.3 26.2 35.1 43.7 60.5
EBITDA 3,552 4214 5,531 6,739 9,092 Adjusted EPS 217 26.2 35.1 43.7 60.5
Depregciation 1,146 1,132 1,081 1,092 1,040 Dividend per share 7.0 8.0 9.0 9.0 9.5
EBIT 2,406 3,081 4,449 5,648 8,051 Book value per share 272.9 293.1 315.9 344.4 383.7
Net interest inc./(exp.) 206 252 200 238 277
Other inc./(exp.) 1,077 1,270 1,334 1,534 1,840 Valuations Ratios
Exceptional items 0 0 0 0 0 YIE 31 Mar (x) FY21A  FY22A FY23E  FY24E  FY25E
EBT 3,277 4,100 5,583 6,943 9,615 EV/Sales 5.6 45 35 3.0 26
Income taxes 686 978 1,396 1,736 2,404 EV/EBITDA 75.5 65.2 47.6 39.2 29.2
Extraordinary items 525 0 0 0 0 Adjusted P/E 99.3 824 61.5 494 35.7
Min. int./Inc. from assoc. 0 1 0 0 0 P/BV 79 74 6.8 6.3 5.6
Reported net profit 2,066 3,123 4,188 5,207 7,211
Adjustments 525 0 0 0 0 DuPont Analysis
Adjusted net profit 2,591 3,123 4,188 5,207 7,211 Y/E 31 Mar (%) FY21A  FY22A  FY23E  FY24E  FY25E

Tax burden (Net profit/PBT) 79.1 76.2 75.0 75.0 75.0
Balance Sheet Interest burden (PBT/EBIT) 136.2 133.1 125.5 122.9 119.4
Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E EBIT margin (EBIT/Revenue) 5.0 5.0 5.9 6.4 8.0
Accounts payables 11,380 14,598 17,540 18,212 19,389 Asset turnover (Rev./Avg TA) 76.9 87.7 95.8 102.5 105.9
Other current liabilities 16,497 20,002 22,698 25,497 29,084 Leverage (Avg TA/Avg Equity) 2.0 2.1 2.2 2.2 2.2
Provisions 0 0 0 0 0 Adjusted ROAE 8.3 9.3 115 13.2 16.6
Debt funds 3,051 3,596 2,850 3,400 3,950
Other liabilities 1,627 1,491 1,833 2,157 2,460 Ratio Analysis
Equity capital 225 225 225 225 225 YIE 31 Mar FY21A  FY22A  FY23E  FY24E  FY25E
Reserves & surplus 32,289 34,700 37,422 40,806 45,494 YoY growth (%)
Shareholders’ fund 32,514 34,925 37,647 41,032 45,719 Revenue (16.4) 279 229 17.7 14.1
Total liab. and equities 65,069 74,611 82,568 90,298 1,00,603 EBITDA (12.6) 18.6 313 21.9 349
Cash and cash eq. 20,545 9,535 9,943 11,320 13,524 Adjusted EPS 22.0 20.5 341 244 385
Accounts receivables 12,371 14,237 18,571 20,640 23,544 Profitability & Return ratios (%)
Inventories 4,047 7,270 7,841 7,285 8,310 EBITDA margin 74 6.9 73 7.6 9.0
Other current assets 7,702 16,336 15,476 16,998 18,004 EBIT margin 5.0 5.0 5.9 6.4 8.0
Investments 1,192 7,034 8,644 10,173 11,604 Adjusted profit margin 5.4 5.1 5.6 5.9 71
Net fixed assets 12,451 12,014 12,132 12,241 12,400 Adjusted ROAE 8.3 9.3 115 13.2 16.6
CWIP 211 443 443 443 443 ROCE 7.0 8.3 112 13.0 16.6
Intangible assets 0 0 0 0 0 Working capital days (days)
Deferred tax assets, net 0 0 0 0 0 Receivables 94 85 90 85 85
Other assets 6,550 7,743 9,516 11,198 12,774 Inventory 31 43 38 30 30
Total assets 65,069 74,611 82,568 90,298 1,00,603 Payables 87 87 85 75 70

Ratios (x)
Cash Flows Gross asset turnover 2.0 25 29 3.3 3.6
Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E Current ratio 1.5 1.3 1.2 1.2 1.2
Cash flow from operations 7,695 3,247 6,862 6,736 8,081 Net interest coverage ratio 1.7 12.2 22.3 23.7 291
Capital expenditures (834) (838) (1,200) (1,200) (1,200) Adjusted debt/equity (0.5) 0.2) 0.2) 0.2) (0.2)
Change in investments (5,789) (4,263) (1,611) (1,528) (1,431) Source: Company, BOBCAPS Research | Note: TA = Total Assets
Other investing cash flows 266 885 (1,432) (1,358) (1,272)
Cash flow from investing (6,357) (4,216) (4,242) (4,087) (3,903)
Equities issued/Others 0 0 0 0 0
Debt raised/repaid 947 762 (746) 550 550
Interest expenses 0 0 0 0 0
Dividends paid 0 0 0 0 0
Other financing cash flows (174) (968) (1,466) (1,823) (2,524)
Cash flow from financing 772 (206) (2,211) (1,273) (1,974)
Chg in cash & cash eq. 2,110 (1,175) 408 1,377 2,204
Closing cash & cash eq. 20,545 9,535 9,943 11,320 13,524
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Business snapshot

Fig 1 —- POWERIND overview: FY22

&3 BOBCAPS

TRUST | INNOVATION | EXCELLENCE

Order inflow by sector

Order inflow by offerings

Revenue mix

Projects Services
Industries 17% 7% Exp?ns
25% 23%
Utilities
47%
Transport &
Infrastructure
28% Pr;’g;fts India
7%
Key metrics Revenue EBITDA EBITDA margin (%) Adj. PAT
FY22 performance (Rs mn) 48,840 3,107 6.4 1,676
CAGR FY22-FY25E (%) 7 27 425bps 37
Grid Automation Grid Integration High Voltage Products Transformers

Business activity

o Communication Networks

o Enterprise Software

o Grid Edge Solutions

o Grid Automation Products

o Grid Automation Systems

o Asset Management Solutions
o Energy Portfolio Management
o Workforce Mgmt Solutions

o Services

o System Integration

o HVDC Grid Interconnectors;
City Infeeds

o Power Consulting

e FACTS & Power Quality

e e-Bus Charging Systems
(TOSA)

o Substations & Services:
Digital Substations, Hybrid
and Mobile Solutions

o Live Tank Breakers

o HV Instrument Transformers
o Disconnectors

o Capacitor & Filters

o Gas Insulated Switchgears
(GIS)

o Hybrid Switchgears — Plug
and Switch System (PASS)

o Service

o Power Transformers

o Reactors

o Traction Transformers

o |&C (Insulation & Bushings)
o Dry Transformers

o Service

Target growth areas

Rail, Data Centres, Renewables, HVDC & Upgrades, Exports

Key platforms

EconiQ, IdentiQ, Lumada

Competitors

Siemens, GE T&D

Source: Company, BOBCAPS Research | TOSA: Trolleybus Optimisation Systéme Alimentation

Focus charts

Fig 2 — Hitachi’s power grid business — Vision 2025:

Fig 3 — Hitachi to leverage ABB’s leadership position

Digitalisation the key theme

through its Lumada platform

. Consultancy, Service, Software

. Digitalized products and systems
(incl. automation)

Conventional products and systems

2017

2025

Energy Platform
ABB Hitachi
Business Market Share* Lumada
Grid Automation
(Software, SCADA system, No. 1 Methodology for Collaborative

etc.)

Grid Integration
(Substation system, HYDC
system, etc.)

Creation (NExperience, etc.)

No. 2 ) Domain expertise
(HVDC: No. 1) X _ Solutions

- Customer cases (over 500)
High Voltage Products

(GIS, etc.) No.1

Platform products & technologies

Transformers

(Transformers, etc.) No.1

. /

Source: Company, BOBCAPS Research

EQUITY RESEARCH

Source: Company, BOBCAPS Research | SCADA: Supervisory Control and Data Acquisition, GIS: Gas Insulated
Switchgear | *Based on Hitachi's analysis
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Fig 4 — Order book at Rs 70bn — 1.6x TTM sales
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Fig 5 — Expect cumulative order inflow of Rs 172bn over
FY23E-FY25E

(Rs mn) s Order Book Growth YoY (R) (%)
61,000 - r 16
57,500 - -8
54,000 1 Lo
50,500 - - ®)
47,000 A - (16)
43,500 1 I en
40,000 . . . . . . - (32)
CYy18 CY19 CY20 FY22 FY23E FY24E FY25E

(Rs mn) mmmm Order inflow Growth YoY (R) (%)
72,000 - 52
60,000 -39
48,000 - 26
36,000 - - 13
24,000 - -0
12,000 - (13)
0 - T T T T T T - (26)

Cy18 CY19 CY20 FY22 FY23E FY24E FY25E

Source: Company, BOBCAPS Research | Note: FY22 is for a period of 15 months from January 2021 to March
2022 due to a change in financial year-end from December to March

Fig 6 — Revenue to gain traction led by robust execution

Source: Company, BOBCAPS Research

Fig 7 — EBITDA margin to expand on operating leverage,
IT cost reduction (ABB-related) and internal efficiency

(Rs mn) mmmm Revenue = Growth YoY (R) (%)
65,000 - r 48
60,000 - 36
55,000 - 24
50,000 - F 12
45,000 - -0

40,000 - - (12)
35,000 - L (24)
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Cy18 CY19 CY20 FY22 FY23E FY24E FY25E

(Rs mn) mwm EBITDA = EBITDA margin (R) (%)
6,200 - 12
5,500 - -1
4,800 - 10
4,100 - -9
3,400 - -8
2,700 I -7
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Source: Company, BOBCAPS Research

Fig 8 — PAT growth to be bolstered by margin expansion

Source: Company, BOBCAPS Research

Fig 9 — Healthy return ratios

(Rs mn) mmmm Net Profit == PAT margin (R) (%)
4,400 - - 7.0
3,950 - - 6.5
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3,050 - - 55
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Source: Company, BOBCAPS Research
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Fig 10 — Share of projects in order inflows rising Fig 11 — Utilities sector a mainstay of order inflows
(%) ® Products ®Projects = Services (%) m Utilities  ® Industries = Infrastructure
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Source: Company, BOBCAPS Research Source: Company, BOBCAPS Research
Fig 12 — Working capital days expected to normalise
(Days) Accounts Receivable days = |nventory days Accounts Payable days Cash conversion cycle
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Source: Company, BOBCAPS Research

Fig 13 — Power systems of the future — Hitachi’s evolutionary vision

Today Tomorrow
&Y "3
‘ 1~V p |
@5 ¥ o @
Factors:
- Full scale deployment of renewables across all regions - Utiities adjusting to new, addtional business model
- Increased share of energy by wire and distributed energy resources - Fully flexible power exchange with related data transfer
- Massive introduction of grid connected electrical vehicles ("Intemet of Energy”)
- Decarbonization, decentralization, bi-directional flows - Real-ime control and higher security

- Avtificial Intelligence(Al) enabling complex autonomous processes

Grids of the future demand flexibility, resilience, intelligence and interconnectivity

Source: Company, BOBCAPS Research
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Hitachi is a leader in HVDC power transmission systems in India (50% market share)
with full digital capabilities and remains the best play on power engineering,
procurement & construction (EPC) amid the drive to integrate renewable energy into the
national grid. Digitalisation of power assets is another key theme where the company
plans to leverage its Lumada application and ABB’s leadership position in the power
grid business. Exports are also opening up with India being the global feeder factory for
five of Hitachi’s products. Key to this is the company’s robust portfolio of medium- and
high-voltage offerings that find application in adjacent markets apart from power.

Hitachi is targeting high-growth areas such as data centres, e-mobility, railways and
metros. We expect order inflows to gather momentum and achieve a 13% CAGR over
FY22-FY25, in turn aiding a revenue/EBITDA/PAT CAGR of 7%/24%/32%. Valuing the
stock at 45x Sep’24E EPS, a 50% premium to its average P/E since listing, we arrive at
a TP of Rs 3,600. Initiate coverage with BUY.

Fig 14 — Estimates vs. Consensus

Estimates Bloomberg Consensus Variance (%)

Particulars (Rs mn)

FY23E FY24E FY23E FY24E FY23E FY24E
Sales 45292 55,045 48,343 57,803 (6.3) (4.8)
EBITDA 2,896 4,611 3,577 5,641 (19.1) (18.3)
PAT 1,623 2,893 1,948 3,455 (16.7) (16.3)
EPS 38.3 68.3 46.0 814 (16.7) (16.2)
EBITDAM (%) 6.4 8.4 74 9.8 (100bps) (140bps)
Source: Company, BOBCAPS Research
Fig 15 — P/E 2Y forward
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Source: Company, Bloomberg, BOBCAPS Research

Key downside risks to our estimates are:

= failure to convert order pipeline into inflows, and

= slowdown in the utilities sector.
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Financials

Income Statement Per Share

Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E Y[E 31 Mar (Rs) FY21A  FY22A FY23E FY24E  FY25E

Total revenue 34,204 48,840 45,292 55,045 60,551 Reported EPS 235 48.0 38.3 68.3 90.8

EBITDA 2,509 3,107 2,896 4,611 5,901 Adjusted EPS 29.7 39.5 38.3 68.3 90.8

Depregciation 772 955 927 939 950 Dividend per share 20 3.0 3.2 35 4.0

EBIT 1,737 2,152 1,969 3,672 4,950 Book value per share 220.0 267.2 302.3 367.1 453.9

Net interest inc./(exp.) 204 414 250 300 350

Other inc./(exp.) 185 669 450 495 545 Valuations Ratios

Exceptional items 0 0 0 0 0 YIE 31 Mar (x) FY21A  FY22A FY23E  FY24E  FY25E

EBT 1,718 2,407 2,169 3,867 5,145 EV/Sales 26 2.7 2.3 21

Income taxes 460 732 546 973 1,295 EV/EBITDA 412 429 274 215

Extraordinary items 260 (359) 0 0 0 Adjusted P/E 99.1 744 76.8 43.1 324

Min. int./Inc. from assoc. 0 0 0 0 0 P/BV 13.4 1.0 9.7 8.0 6.5

Reported net profit 998 2,034 1,623 2,893 3,850

Adjustments 260 (359) 0 0 0 DuPont Analysis

Adjusted net profit 1,258 1,676 1,623 2,893 3,850 Y/E 31 Mar (%) FY21A  FY22A  FY23E  FY24E  FY25E
Tax burden (Net profit/PBT) 732 69.6 74.8 74.8 74.8

Balance Sheet Interest burden (PBT/EBIT) 98.9 111.9 110.2 105.3 103.9

Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E EBIT margin (EBIT/Revenue) 5.1 4.4 43 6.7 8.2

Accounts payables 15,780 16,190 16,752 18,097 19,078 Asset turnover (Rev./Avg TA) 98.5 139.0 118.6 123.8 119.2

Other current liabilities 9,646 5,915 9,927 12,065 13,272 Leverage (Avg TA/Avg Equity) 3.9 3.4 3.2 3.1 29

Provisions 0 0 0 0 0 Adjusted ROAE 14.2 16.2 134 20.4 221

Debt funds 0 1,250 1,159 1,409 1,550

Other liabilities 281 560 519 631 694 Ratio Analysis

Equity capital 85 85 85 85 85 YIE 31 Mar FY21A  FY22A  FY23E  FY24E  FY25E

Reserves & surplus 9,240 11,239 12,726 15,471 19,152 YoY growth (%)

Shareholders’ fund 9,325 11,324 12,811 15,556 19,237 Revenue 57 42.8 (7.3) 215 10.0

Total liab. and equities 35,031 35,239 41,168 47,758 53,830 EBITDA (25.3) 23.8 (6.8) 59.2 28.0

Cash and cash eq. 3,190 859 2,848 3,678 6,945 Adjusted EPS (35.8) 33.2 (3.1 78.3 33.1

Accounts receivables 15,845 13,438 18,613 21,867 24,055 Profitability & Return ratios (%)

Inventories 4,951 7,073 5,584 6,786 6,636 EBITDA margin 73 6.4 6.4 8.4 9.7

Other current assets 3,754 5,443 5,584 6,786 7,465 EBIT margin 5.1 44 43 6.7 8.2

Investments 0 0 0 0 0 Adjusted profit margin 37 34 36 53 6.4

Net fixed assets 6,558 6,525 6,599 6,659 6,709 Adjusted ROAE 14.2 16.2 134 204 221

CWIP 324 1,183 1,183 1,183 1,183 ROCE 18.1 18.1 14.8 227 24.8

Intangible assets 0 0 0 0 0 Working capital days (days)

Deferred tax assets, net 0 0 0 0 0 Receivables 169 100 150 145 145

Other assets 410 "7 757 797 837 Inventory 53 53 45 45 40

Total assets 35,031 35,239 41,168 47,758 53,830 Payables 168 121 135 120 115
Ratios (x)

Cash Flows Gross asset turnover 36 47 4.0 44 45

Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E Current ratio 1.1 1.1 1.2 1.2 1.3

Cash flow from operations 6,097 (1,267) 3,296 1,657 4,272 Net interest coverage ratio 8.5 52 7.9 12.2 141

Capital expenditures (898) (1,675) (1,000) (1,000) (1,000) Adjusted debt/equity (0.3) 0.0 (0.1) (0.1) (0.3)

Change in investments (8) 0 0 0 0 Source: Company, BOBCAPS Research | Note: TA = Total Assets | FY22 is for a period of 15 months

Other investing cash flows 16 5 (81) 72 23 from January 2021 to March 2022 due to a change in financial year-end from December to March

Cash flow from investing (890) (1,670) (1,081) (928) 977)

Equities issued/Others 0 0 0 0 0

Debt raised/repaid (3,476) 1,250 91) 250 141

Interest expenses 0 0 0 0 0

Dividends paid 0 0 0 0 0

Other financing cash flows (422) (644) (136) (148) (170)

Cash flow from financing (3,898) 606 (226) 101 (29)

Chg in cash & cash eq. 1,309 (2,331) 1,989 830 3,267

Closing cash & cash eq. 3,190 859 2,848 3,678 6,945
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Business snapshot

Fig 1 — KEIl overview: FY22

Revenue mix Segment mix Order book mix
ey EPC ssw Exports EVH Exports
9% % 4% 10% 14% 4%

HT cable
0,
17% Retail
LT power 1%
38% EPC
Institutional 36% ng‘)l/es
HW WW 49% 0
25%
Key metrics (Rs mn) Revenue EBITDA EBITDA margin (%) Adj. PAT
FY22 performance 57,266 5,887 10.3 3,760
Segmental performance Cables Stainless Wires EPC Projects
Sales incl. intersegmental (Rs mn) 51,227 2,259 8,735
% of Sales (incl. intersegmental) 82.3 36 14.0
Sales 4Y CAGR (%) 17.0 19.1 (3.5)
Sales FY22-FY25E CAGR (%) 16.3 15.9 155
. ) Produces stainless steel wires for hard A turnkey projects expert that provides EPC
One of the few Indian players with the ) ) ) i ) .
- stainless steel, cold heading, and fine solutions both in India as well as global
capability to manufacture EHV cables ) . . :
. . stainless-steel wires, as well as general- markets. Key services on offer are design,
Business activity above 220kV and also amongst a select ) ) i o . . )
purpose wires. Serves industries suchas  engineering, supply, installation, testing and
group globally to manufacture 400kV EHV o ) o T i >
bl engineering, chemicals and building commissioning for townships, smart cities,
cables
operations railways and rural electrification projects

Competitors Polycab India

Source: Company, BOBCAPS Research | EPC: Engineering, Procurement and Construction; HT: High Tension; LT: Low Tension
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Focus charts

Fig 2 — Expect robust revenue growth... Fig 3 —...backed by an improving margin profile
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Fig 4 — Expect a 24% PAT CAGR, FY22-FY25E Fig 5 — Return ratios strong
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Fig 6 — Increasing share of retail revenues
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Fig 7 — Estimates vs. Consensus
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In our view, KEIl is at a pivotal point as its strategic scale-up of the retail business
begins to fructify and its traditional EPC business plays into sectoral tailwinds from the
government’s capital investment thrust, rise in private industrial capex and expanding
overseas opportunities. Overall, the company’s diverse sectoral presence, timely
capacity expansion and specialised EHV capabilities should yield domestic market
share gains. Exports too are performing well, particularly in the Middle East, its largest
market. Net debt (including acceptance) is now at Rs 2.7bn, down from Rs 4bn in FY21.

KEIl is undergoing a paradigm shift in business — scaling down its traditionally preferred
EPC vertical while empowering the growing retail vertical. Already, efforts to scale back
the EPC business have enabled the release of Rs 1.5bn and improved the working
capital cycle from 3.7 to 3.4 months. Management intends to further capitalise on its
retail push by foraying into fast moving electrical goods (FMEG).

We pencil in a revenue/EBITDA/PAT CAGR of 19%/27%/24% for FY22-FY25 and
initiate coverage with BUY for a TP of Rs 1,900. Our target is set at a P/E multiple of
27x on Sep’24E EPS - a 18% premium to its recent 5Y high.

(Rs mn) BOBCAPS Bloomberg Consensus Variance (%)

FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Sales 69,697 80,411 95,334 67,435 79,541 93,786 3.4 1.1 1.7
EBITDA 7,351 9,287 12,023 7127 8,818 11,079 3.1 53 8.5
PAT 4,143 5,422 7,238 4,745 5,955 7,467 (12.7) (8.9) (3.1)
EPS (Rs) 457 59.8 79.8 52.3 65.7 823 (12.7) (8.9) (3.1)
EBITDA Margin (%) 105 115 126 106 11 118 Obps 50bps 80bps

Source: Company, BOBCAPS Research

EQUITY RESEARCH

Fig 8 — P/E 2Y forward
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= slowdown in the retail segment, and

= softening of commodity prices which can depress realisations.
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Financials

Income Statement Per Share

Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E Y[E 31 Mar (Rs) FY21A  FY22A FY23E FY24E  FY25E

Total revenue 41,815 57,266 69,697 80,411 95,334 Reported EPS 30.1 415 45.7 59.8 79.8

EBITDA 4,605 5,887 7,351 9,287 12,023 Adjusted EPS 30.1 415 457 59.8 79.8

Depregciation 578 555 577 600 624 Dividend per share 20 25 25 35 42

EBIT 4,027 5,333 6,775 8,687 11,399 Book value per share 196.0 235.5 278.6 334.9 410.5

Net interest inc./(exp.) 573 404 1,394 1,608 1,907

Other inc./(exp.) 201 146 158 170 184 Valuations Ratios

Exceptional items 0 0 0 0 0 YIE 31 Mar (x) FY21A FY22A  FY23E FY24E  FY25E

EBT 3,654 5,075 5,538 7,249 9,676 EV/Sales 35 26 2.1 1.9 1.6

Income taxes 921 1,315 1,396 1,827 2,438 EV/EBITDA 31.8 249 20.1 16.2 126

Extraordinary items 0 0 0 0 0 Adjusted P/E 53.9 39.2 35.6 272 20.4

Min. int./Inc. from assoc. 0 0 0 0 0 P/BV 8.3 6.9 5.8 49 4.0

Reported net profit 2,733 3,760 4,143 5,422 7,238

Adjustments 0 0 0 0 0 DuPont Analysis

Adjusted net profit 2,733 3,760 4,143 5,422 7,238 Y/E 31 Mar (%) FY21A  FY22A  FY23E  FY24E  FY25E
Tax burden (Net profit/PBT) 74.8 741 74.8 74.8 74.8

Balance Sheet Interest burden (PBT/EBIT) 90.7 95.2 81.8 83.4 84.9

Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E EBIT margin (EBIT/Revenue) 9.6 9.3 9.7 10.8 12.0

Accounts payables 7415 7,626 11,457 12,117 13,059 Asset turnover (Rev./Avg TA) 133.1 175.1 176.8 170.9 173.7

Other current liabilities 1,471 2,387 3,819 4,406 5,224 Leverage (Avg TA/Avg Equity) 1.9 1.7 1.7 1.7 1.6

Provisions 0 0 0 0 0 Adjusted ROAE 16.6 19.2 17.8 19.5 214

Debt funds 2,850 3,314 2,314 2,814 2,714

Other liabilities 624 589 717 827 980 Ratio Analysis

Equity capital 180 180 180 180 180 YIE 31 Mar FY21A FY22A  FY23E FY24E  FY25E

Reserves & surplus 17,601 21,175 25,091 30,196 37,053 YoY growth (%)

Shareholders’ fund 17,781 21,355 25,271 30,376 37,233 Revenue (14.4) 36.9 217 15.4 18.6

Total liab. and equities 30,140 35,271 43,578 50,540 59,211 EBITDA (7.4) 279 24.9 26.3 295

Cash and cash eq. 2,212 3,600 5,506 7,378 8,725 Adjusted EPS 6.6 376 10.2 309 335

Accounts receivables 13,496 13,955 16,231 18,065 20,895 Profitability & Return ratios (%)

Inventories 7,682 10,794 12,794 14,760 17,500 EBITDA margin 11.0 10.3 10.5 115 126

Other current assets 1,066 1,261 1,924 1,780 2,110 EBIT margin 9.6 9.3 9.7 10.8 12.0

Investments 12 20 25 28 34 Adjusted profit margin 6.5 6.6 5.9 6.7 7.6

Net fixed assets 5,371 5,313 6,736 8,137 9,513 Adjusted ROAE 16.6 19.2 17.8 19.5 214

CWIP 71 165 165 165 165 ROCE 215 243 26.1 271 29.2

Intangible assets 0 0 0 0 0 Working capital days (days)

Deferred tax assets, net 0 0 0 0 0 Receivables 118 89 85 82 80

Other assets 230 162 197 227 269 Inventory 67 69 67 67 67

Total assets 30,140 35,270 43,577 50,539 59,210 Payables 65 49 60 55 50
Ratios (x)

Cash Flows Gross asset turnover 5.8 74 72 6.9 7.0

Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E Current ratio 2.1 22 2.1 23 24

Cash flow from operations 1,539 2,286 5,044 3,613 3,723 Net interest coverage ratio 7.0 13.2 49 54 6.0

Capital expenditures (231) (596) (2,000) (2,000) (2,000) Adjusted debt/equity 0.0 0.0 (0.1) 0.2) (0.2)

Change in investments 0 9) (4) (4) (5) Source: Company, BOBCAPS Research | Note: TA = Total Assets

Other investing cash flows 985 22 93 80 11

Cash flow from investing 754 (584) (1,912) (1,924) (1,894)

Equities issued/Others (612) 667 0 0 0

Debt raised/repaid 79 56 (1,000) 500 (100)

Interest expenses 0 0 0 0 0

Dividends paid 0 0 0 0 0

Other financing cash flows (753) (1,037) (227) (317) (381)

Cash flow from financing (1,286) (314) (1,227) 183 (481)

Chg in cash & cash eq. 1,007 1,389 1,906 1,871 1,348

Closing cash & cash eq. 2,212 3,600 5,506 7,378 8,725
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Business snapshot

Fig 1 — KECI overview: FY22
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Revenue mix

Order book mix

Order inflow mix

SAE Ol & Gas gypjes SOlar& Railways Oil & Gas Cables Others
5% 3% 2% Smart 16% 4%  Cables 6% 3%
Railways Infra 1% Railways
16% 1% 14%
T&D
(including T&D
Civil T&D Civill Water SAE) v 43%
0,
Water... 41% 29% 50% %
Key metrics (Rs mn) Revenue EBITDA EBITDA margin (%) Adj. PAT
FY22 performance 1,37,423 9,035 6.6 3,757
Segmental performance T&D Railways Civil Cables
Sales (Rs mn) 68,890 38,600 18,970 15,240
Past 4 Sales CAGR (%) @1 155 81.6 141
FY22-FY25E Sales CAGR (%) 14.8 (27) 40.9 123

Business activity

Provides integrated solutions on
a turnkey basis for transmission
lines up to 1,200kV and large
substations - air-insulated up to
1,150kV, gas-insulated up to
765kV and hybrid substations
up to 220kV

Turnkey solutions provider in
the railway infrastructure EPC
space. One of the early entrants
in the railway electrification
segment

Focuses on construction of
factories, warehouses,
residential buildings,
commercial complexes, railway
stations, airports, metros, and
sewage & water treatment plants

Offers an extensive range of
cables and turnkey

cabling solutions in over 40
countries with specialisation in
manufacturing power, control &
instrumentation, telecom,
railway and solar cables

Competitors

KPTL

Source: Company, BOBCAPS Research
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Focus charts

Fig 2 — Order inflow expected to log 3Y CAGR of 18%
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Fig 3 — Order book to also log 18% CAGR, FY22-FY25E
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Fig 4 — Revenue traction to be led by civil projects

Source: Company, BOBCAPS Research

Fig 5 — Likely recovery in SAE Brazil to augment margins
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Fig 6 — Margin revival forecast to spur 40% PAT CAGR

Source: Company, BOBCAPS Research

Fig 7 — Growing contribution from non-T&D business
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Fig 8 — Net working capital guided to improve as one-offs recede

Days to Sales FY17 FY18 FY19 FY20 FY21 FY22
Inventory 17 23 21 24 23 28
Trade Receivables 180 183 162 166 155 148
Due from customers 64 72 109 107 125 161
Overall receivables 244 256 21 273 280 309
L&A to related parties 2 1 0 1 1 0
Other assets 39 44 41 39 33 37
Gross working capital days 307 329 338 343 343 380
Acceptances 41 75 40 34 42 57
Other Trade payables 93 94 120 119 129 125
Trade payables 135 169 159 153 172 182
Customer advances 43 44 53 44 39 43
Due to customers 19 15 21 24 19 21
Other payables 6 6 4 4 3 4
Provisions 6 7 3 4 6 5
Current liability days 208 241 241 228 238 255
Net working capital days 98 87 97 114 104 125

Source: Company, BOBCAPS Research
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KECI offers a classic example of a well-timed diversification strategy, with forays into
the rail and civil segments effectively countering the muted growth in its core T&D
business. Management expects order inflows to grow at 15-20% YoY over the next few
years, led by the civil and urban infrastructure segments followed by railways and T&D.
Competitive intensity is easing for large projects, especially in rail, due to the stipulation
of bid bonds — benefiting larger players such as KECI. Mechanisation and digitisation to
enhance engineering capabilities are likely to be the key demand themes ahead.

Per management, the company’s overall order pipeline remains healthy at Rs 1.15tn
powered by T&D, especially domestic T&D which has been muted over the last few
years. Expectations of abating margin and working capital headwinds should further
support valuations. We model for a 15%/40% revenue/PAT CAGR over FY22-FY25
steered by KECI’s proven track record of diversifying the order book in line with
demand. EBITDA margin is forecast to expand 250bps to 9.1% by FY25 aided by
recovery in SAE Brazil, operating leverage and growth in civil orders.

We initiate coverage with BUY and a TP of Rs 500, set at 14x Sep’24E EPS — a 20%

discount to the five-year mean multiple. Improvement in working capital cycle will be key
for a stock rerating.

Fig 9 — Estimates vs. Consensus

BOBCAPS Bloomberg Consensus Variance (%)

Particulars (Rs mn)

FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Sales 1,62,403 1,86,662 2,10,824 1,59,824 1,82,305 2,07,789 1.6 24 15
EBITDA 11,272 15,888 19,282 11,126 16,456 20,080 1.3 (3.4) (4.0)
PAT 3,858 7,580 10,290 4,451 7,997 10,342 (13.3) (5.2) (0.5)
EPS (Rs) 15.0 29.5 40.0 173 311 40.2 (13.3) (5.2) (0.5)
EBITDA Margin (%) 6.9 8.5 9.1 7.2 9.2 9.8 (30bps) (70bps) (70bps)

Source: Company, Bloomberg, BOBCAPS Research

Fig 10 — P/E 2Y forward
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Key risks
Key downside risks to our estimates are:

= continued losses in SAE Brazil, and

= failure to collect receivables, leading to a weaker working capital cycle.
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Financials

Income Statement Per Share

Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E Y[E 31 Mar (Rs) FY21A  FY22A FY23E FY24E  FY25E

Total revenue 1,31,142 1,37,423 1,62,403 1,86,662 2,10,824 Reported EPS 215 12.9 15.0 29.5 40.0

EBITDA 11,412 9,035 11,272 15,888 19,282 Adjusted EPS 215 14.6 15.0 29.5 40.0

Depreciation 1,525 1,579 1,642 1,707 1,776 Dividend per share 4.0 4.0 4.0 4.5 45

EBIT 9,887 7,456 9,630 14,181 17,506 Book value per share 130.7 140.8 151.8 176.8 212.3

Net interest inc./(exp.) 2,627 3,160 4,872 4,480 4,216

Other inc./(exp.) 299 134 400 432 467 Valuations Ratios

Exceptional items 0 0 0 0 0 YIE 31 Mar (x) FY21A  FY22A FY23E  FY24E  FY25E

EBT 7,559 4,431 5,158 10,133 13,756 EV/Sales 0.7 0.7 0.5 0.4 0.4

Income taxes 2,032 674 1,300 2,554 3,467 EV/EBITDA 7.9 10.3 7.3 47 4.0

Extraordinary items 0 436 0 0 0 Adjusted P/E 19.9 292 285 145 10.7

Min. int./Inc. from assoc. 0 0 0 0 0 P/BV 3.3 3.0 28 24 2.0

Reported net profit 5,527 3,321 3,858 7,580 10,290

Adjustments 0 436 0 0 0 DuPont Analysis

Adjusted net profit 5,527 3,757 3,858 7,580 10,290 Y/E 31 Mar (%) FY21A  FY22A  FY23E  FY24E  FY25E
Tax burden (Net profit/PBT) 73.1 84.8 74.8 74.8 74.8

Balance Sheet Interest burden (PBT/EBIT) 76.5 59.4 53.6 715 78.6

Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E EBIT margin (EBIT/Revenue) 75 5.4 5.9 76 8.3

Accounts payables 62,777 68,473 75,640 81,824 92,416 Asset turnover (Rev./Avg TA) 934 84.1 91.8 98.6 1024

Other current liabilities 23,850 27,490 28,921 35,798 40,432 Leverage (Avg TA/Avg Equity) 46 47 47 45 4.1

Provisions 0 0 0 0 0 Adjusted ROAE 18.0 10.8 10.3 17.9 20.6

Debt funds 19,565 30,646 32,646 25,500 17,500

Other liabilities 691 580 686 788 890 Ratio Analysis

Equity capital 514 514 514 514 514 YIE 31 Mar FY21A  FY22A  FY23E  FY24E  FY25E

Reserves & surplus 33,083 35,685 38,515 44,938 54,070 YoY growth (%)

Shareholders’ fund 33,597 36,199 39,029 45,452 54,585 Revenue 9.6 48 18.2 14.9 129

Total liab. and equities 1,40,479 1,63,389 1,76,922 1,89,362 2,05,822 EBITDA (7.5 (20.8) 24.8 41.0 214

Cash and cash eq. 2,492 2,619 (3,233) (7,970) (8,268) Adjusted EPS (2.3 (32.0) 2.7 96.4 358

Accounts receivables 53,858 51,061 60,957 72,619 80,864 Profitability & Return ratios (%)

Inventories 8,422 10,665 13,348 15,342 17,328 EBITDA margin 8.7 6.6 6.9 85 9.1

Other current assets 54,064 72,524 76,950 78,216 82,565 EBIT margin 75 5.4 5.9 76 8.3

Investments 0 0 0 0 0 Adjusted profit margin 42 2.7 24 4.1 49

Net fixed assets 13,975 15,377 15,735 16,027 16,252 Adjusted ROAE 18.0 10.8 10.3 17.9 20.6

CWIP 179 25 25 25 25 ROCE 26.3 176 21.2 285 30.2

Intangible assets 0 0 0 0 0 Working capital days (days)

Deferred tax assets, net 0 0 0 0 0 Receivables 150 136 137 142 140

Other assets 7,491 11,119 13,140 15,103 17,058 Inventory 23 28 30 30 30

Total assets 1,40,480 1,63,389 1,76,922 1,89,362 2,05,822 Payables 175 182 170 160 160
Ratios (x)

Cash Flows Gross asset turnover 5.3 5.0 5.5 5.9 6.3

Y/E 31 Mar (Rs mn) FY21A FY22A FY23E FY24E FY25E Current ratio 1.2 1.1 1.1 1.1 1.2

Cash flow from operations 8,445 (2,837) (2,908) 7,426 12,711 Net interest coverage ratio 3.8 24 2.0 3.2 4.2

Capital expenditures (1,801) (1,986) (2,000) (2,000) (2,000) Adjusted debt/equity 0.1 0.2 0.2 0.2 0.1

Change in investments 878 (116) 0 0 0 Source: Company, BOBCAPS Research | Note: TA = Total Assets

Other investing cash flows (351) 55 (1,916) (1,860) (1,853)

Cash flow from investing (1,274) (2,047) (3,916) (3,860) (3,853)

Equities issued/Others 0 0 0 0 0

Debt raised/repaid (564) 8,709 2,000 (7,146) (8,000)

Interest expenses 0 0 0 0 0

Dividends paid 0 0 0 0 0

Other financing cash flows (6,075) (3,750) (1,028) (1,157) (1,157)

Cash flow from financing (6,639) 4,959 972 (8,303) (9,157)

Chg in cash & cash eq. 533 75 (5,852) (4,737) (298)

Closing cash & cash eq. 2,492 2,619 (3,233) (7,970) (8,268)
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NOT FOR DISTRIBUTION, DIRECTLY OR INDIRECTLY, IN ORINTO 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.
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Ratings and Target Price (3-year history): KEC INTERNATIONAL (KECI IN)
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