Management Meet Update

Institutional Equities

KEI Industries
24 December 2018
Reuters: KEI.BO; Bloomberg: KEII IN

Aims To Sustain Healthy Growth And Margins

NOT RATED

We had a meeting with the management of KEI Industries (KEI) recently to
get the latest business update. The management is aiming at a healthy
sustainable long-term growth driven by strong growth in retail segment, EHV
cables and export markets while institutional sales are also likely to grow at a
healthy pace, in line with the industry. Distribution network expansion and
capacity addition will drive incremental growth, while EBITDA margin is likely
to sustain above 10% aided by an improving revenue mix. We currently do
not have any rating on the stock.

Sector: Capital Goods

Following are the key takeaways from the meeting:
Institutional segment outlook: KEI is one of the top three manufacturers of
cables in India having a presence across the entire spectrum of cables including
EHV, HT, LT, house wires and specialty cables. KEI has a strong presence in the
institutional segment driven by demand from key sectors such as power,
infrastructure, refinery, railways, automobile, cement, steel, fertiliser, textile and
real estate. The institutional segment accounted for 55% of total sales in FY18. The
clients includes EPC companies (like Larsen & Toubro, Siemens), power
companies (like NTPC, PGCIL, state electricity boards, IPPs) and large corporates
(like Indian Railways, various oil & gas companies, metal companies etc). The key
success factor includes the ability to offer multiple products (including niche cables
for specialised segments such as shipping, refineries and solar) at pan-India
locations with fast delivery and flawless servicing. The major competitors of KEI
include Polycab and Universal Cables who compete in large sized orders (upwards
of Rs50mn). KEI has a market share of 12%-15% in institutional segment and an
order book of Rs9bn, which is executable in a period of three months. The capacity
expansion at Pathreri, Rajasthan, for LT cables is complete, while that of HT cables
is likely to conclude by March 2019 which will add additional capacity worth Rs2bn.
The segment operates at an EBITDA margin profile of 9%. As part of further
diversification, KEI has scaled up its EPC execution capability for turnkey contracts
as well as moved up the value chain with EHV cables.
Attained turnkey EPC capabilities: KEI has scaled up its presence in turnkey
EPC projects as they need a significant portion of power cables. The key services
offered by KEI include turnkey sub-station projects (66KV to 400KV), EPC of EHV
and HV cable systems, electrical balance of plant and electrical industrial projects.
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Net revenues
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FY14
16,189
(2.4)
1,543
9.5
116
0.7
1.5
(55.9)
252.8
18
5
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9.7
343
1.7
4.4
195.3
85.6
22
13

FY16
23,256
14.5
2,476
10.6
622
2.7
8.0
81.6
47.2
27
19
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KEI has collaborated with Woosun Electric of South Korea for power projects and Cobra Engineers of Spain
for sub-station execution. The government capex in schemes such as Deen Dayal Upadhaya Gram Jyoti
Yojana (DDUGJY), Integrated Power Development Scheme (IPDS), Saubhagya scheme for household
electrification, green energy corridors, wind and solar projects, railway electrification and infrastructure
projects acts as a major growth driver for EPC work. KEI takes EPC projects under two strict criteria: (a) The
project must be funded by PFC or REC to ensure timely collection of receivables. (b) The project must have a
large cable supply portion (20%-30% of project value). KEI currently has EPC order book worth Rs15bn with
an execution cycle of ~18 months and operates at 12%-14% margin profile.

Moving up the value chain through EHV cables
KEI started a new line of 400KV EHV cables at its Chopanki plant in Rajasthan and became the third
company in India to manufacture EHV cables. The EHV foray is aided by technological collaboration with
Switzerland-based Brugg Kabel, which has the ability to manufacture cables up to 550KV. Considering that a
large part of the demand for EHV cables in India is met by imports (from Korea and Mexico), KEI aims to
scale up this business much faster. Further, it will also be margin-accretive as EHV cable is technologically a
much superior product. The key users of EHV cables include transmission firms, mega power plants, steel
and cement companies, refineries, large IT parks etc. The current size of the domestic industry is Rs20bn
and is growing rapidly. KEI has EHV capacity of Rs9bn and mainly competes with Universal Cables. KEI has
an order book worth Rs6bn, of which 75% is constituted by cables and the balance 25% by accessories and
erection works. The EHV cable division operates at an EBITDA margin profile of 15%.

Rising market share in the retail segment
KEI has been gradually building up its retail B2C business of house wires by creating awareness of its brand
and increasing its reach. Over the past five years, KEI’s distribution network posted a 19% CAGR from 650
dealers in FY14 to 1,284 dealers in FY18 and is likely to grow further by 10%-12% per annum for the next
few years. Correspondingly, KEI’s retail sales has posted a 20% CAGR over the past five years from
Rs5.3bn in FY14 to Rs10.8bn in FY18 and formed 32% of total sales in FY18. KEI intends to further increase
it to 40% of total sales in the next three years. KEI has earmarked advertisement spending of Rs160mn for
brand-building and is increasing this budget by Rs20mn-Rs30mn per annum. The total domestic industry size
stands at Rs130bn-Rs150bn and is growing by 10%-15% per annum. KEI intends to outpace the industry
growth through increasing its market share (currently at 7%-8%) and capacity expansion. KEI is increasing its
house wire capacity by Rs3bn in phase-1 at Silvassa in Gujarat by incurring a capex of Rs400mn for plant &
machinery. KEI plans to further increase its capacity by Rs3bn in phase-2 by incurring an additional capex of
Rs300mn. KEI operates at a healthy EBITDA margin profile of 11% in retail segment and has the lowest
receivable cycle across all its business segments, at 30 days. Major competitors in retail segment include
Finolex Cables, Havells India, Polycab and RR Kable.

Scaling up its presence in export markets
KEI is scaling up its international presence rapidly, with exports now accounting for 13% of total sales. KEI
has its presence in 45 countries with offices in Singapore, Nigeria, Kazakhstan, Dubai and Gambia. It has
presence in countries like South Korea and Australia through sales agents. The key sectors of focus in
international markets are oil & gas (75% to 80% of export revenues) and utilities where KEI competes with
international players. With an export order book worth Rs6bn and attaining pre-qualification criteria for large
projects, the company intends to scale up exports in a big way. KEI enjoys a healthy EBITDA margin of 11%
in exports.

Future outlook
KEI aims to achieve 20% revenue CAGR over the next three years driven by strong growth in retail sales,
EHV cables and exports along with industry-linked normal growth in institutional sales. Distribution network
expansion and capacity addition will aid incremental growth. KEI targets capex of Rs900mn-Rs1bn in FY19E
and Rs700mn in FY20E. It intends to maintain EBITDA margin profile in excess of 10%. With an improving
revenue mix, the working capital cycle has reduced from 2.85 months in FY18 to 2.67 months in 1HFY19
which the management aims to reduce further.
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Exhibit 1: Net revenue trend
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Exhibit 2: EBITDA margin trend
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Exhibit 3: Net profit trend
(Rsmn)
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Exhibit 4: FY18 revenue mix
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Exhibit 5: Dealer network addition
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Exhibit 6: Retail sales trend
(Rsmn)
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DISCLOSURES
This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also
a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.
NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have
different or contrary views on stocks and markets.
NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or
its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject
company at the end of the month immediately preceding the date of publication of this research report.
NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an
officer, director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject
company.
Analyst Certification: I, Mr. Chirag Muchhala, research analysts, the author of this report, hereby certify that the views expressed in
this research report accurately reflects my personal views about the subject securities, issuers, products, sectors or industries. It is also
certified that no part of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific
recommendations or views in this research. The analyst(s) principally responsible for the preparation of this research report and has
taken reasonable care to achieve and maintain independence and objectivity in making any recommendations.
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Disclaimer
Stock Ratings Absolute Returns
BUY > 15%
ACCUMULATE -5% to15%
SELL < -5%
This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not soliciting any action
based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from engaging in any such transaction. In
preparing this research, we did not take into account the investment objectives, financial situation and particular needs of the reader.
This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to any other person in
any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated to all the customers simultaneously, not all
customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their receiving this report. This report is not directed or intended for
distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, pub lication, availability or use would be contrary to law, regulation
or which would subject NBEPL & its group companies to registration or licensing requirements within such jurisdictions.
The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate, complete or up-to-date and
it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its affiliates or employees shall not be in any way
responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report. NBEPL or any of its affiliates or employees do not
provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness
for a particular purpose, and non-infringement. The recipients of this report should rely on their own investigations.
This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and alterations to this statement
from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and would be happy to provide information in response
to specific client queries.
Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice is appropriate in light
of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of securities can and does fluctuate, and an individual
security may even become valueless. International investors are reminded of the additional risks inherent in international investments, such as currency fluctuations and international stock
market or economic conditions, which may adversely affect the value of the investment. Opinions expressed are subject to change without any notice. Neither the company nor the
director or the employees of NBEPL accept any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication
in relation to this research. Here it may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect,
incidental, special or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.
Copyright of this document vests exclusively with NBEPL.
Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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