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Fundamentals Remain Intact; Upgrade to BUY

We believe that long term fundamentals of KNR are still in place with robust
revenue growth (led by a ramp-up in project execution and strong order
inflow) and healthy EBITDA margin, which will drive its profitability
during FY16-17E. The recent stock price correction (24% in last 15 days)
without any change in the fundamentals would enhance investor interest.
We upgrade the stock to BUY from HOLD and maintain our SOTP target
price of Rs502.

Strong inflow to drive revenue

Recently, KNR bagged Rs2.5 bn (49% share) from Chittagong Development
Authority, Bangladesh. Further, KNR is L1 in road EPC projects worth ~Rs15-
16 bn which will be awarded in couple of months. These projects would boost
its existing order book of Rs12.1 bn (1.4x TTM revenue). Moreover, KNR is
targeting total Rs20 bn order inflow (excluding Rs15 bn L1) by FY16. Being a
well-experienced EPC player, we expect it to benefit from the pick-up in
tendering activity. We expect order inflow of Rs15.0 bn/Rs15.8 bn/Rs16.5 bn in
FY15E/FY16E/FY17E, respectively, which will drive accelerated revenue
growth of 24.8% and 21.1% in FY16E and FY17E, respectively.

Strong track record of executing projects ahead of schedule: KNR has an
excellent track record of early project completion, due to its expertise in
handling various projects. The company completed the Bijapur-Hungund
project in a record 18 months (11 months ahead of schedule). KNR is also
expected to finish the Kerala BoT project seven months ahead of schedule.

Outlook and Valuation

We believe KNR’s faster revenue growth of 24.8%/21.1% in FY16E/FY17E,
superior EBITDA margin of 14.0%/13.6% in FY16E/FY17E, better return ratios
(RoCE of 13.7%/15.2% in FY16E/FY17E), comfortable working capital, lowest
D:E of 0.2x in the industry and early completion of the Kerala Road BoT toll
project make the stock attractive. Post correction, the stock provides 27%
upside from CMP in this quality stock. We upgrade KNR to “BUY” from
“HOLD” and maintained our SOTP target price of Rs502.

Key Financials

Y/E March (Rsmn) FY13 FY14 FY15E FY16E FY17E
Revenue 6,921 8,348 8,555 10,677 12,931
EBITDA 1,164 1,258 1,255 1,498 1,754
EBITDA margin (%) 16.8 15.1 14.7 14.0 13.6
Net profit 521 610 666 723 913
EPS (Rs) 18.5 21.7 23.7 25.7 32.5
RoE (%) 121 12.6 122 11.8 13.2
RoCE (%) 15.8 149 13.1 13.7 15.2
P/E (x) 21.3 18.2 16.7 153 121
P/BV (x) 2.4 22 1.9 1.7 1.5
EV/EBITDA (x) 10.0 9.4 9.6 8.0 6.8

Source: Company, Karvy Stock Broking
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Exhibit 1: SOTP valuation summary

March 26, 2015

KNR Construction

Component Valuation Method Rs per share %
Standalone construction business 12.5x FY17E EPS 405.8 80.9
BoT Annuity project - Islam Nagar-Kadtal NPV at CoE of 14% 25.5 5.1
BoT Toll project - Walayar-Vadakkancherry NPV at CoE of 15% 70.4 14.0
Total 501.6 100.0
CMP 3944
Potential Up/ (Down) side (%) 27.2
Source: Company, Karvy Stock Broking
Exhibit 2: Profit and Loss Statement
Y/E Mar (Rs mn) FY13 FY14 FY15E FY16E FY17E
Net Sales 6,921 8,348 8,555 10,677 12,931
% growth (7.8) 20.6 2.5 24.8 21.1
Operating expenditure 5,757 7,090 7,300 9,179 11,177
EBITDA 1,164 1,258 1,255 1,498 1,754
% growth (13.0) 8.0 0.2) 19.3 17.1
Depreciation 557 572 558 629 688
Other income 175 155 160 160 180
EBIT 783 841 857 1,029 1,246
Interest 113 172 125 100 80
Exceptional items - - - - -
PBT 670 669 732 929 1,166
Tax 149 59 66 206 253
Adjusted PAT 521 610 666 723 913
% growth (1.2) 17.0 9.1 8.7 26.2
Source: Company, Karvy Stock Broking
Exhibit 3: Balance Sheet
Y/E Mar (Rs mn) FY13 FY14 FY15E FY16E FY17E
Cash & cash equivalents 72 112 287 663 339
Trade receivables 1,213 1,171 1,882 2,349 2,715
Inventories 297 341 292 551 559
Loans & advances 2,979 3,078 3,285 3,626 4,135
Other assets 1,520 1,686 2,016 2,404 2,894
Investments 483 400 550 700 1,375
Fixed Assets 2,940 2,640 2,409 2,360 2,253
Deferred tax assets (liabilities) 36 118 81 61 41
Total assets 9,541 9,546 10,802 12,714 14,312
Current liabilities & provisions 2,172 1,223 1,116 1,752 2,131
Other liabilities 2,102 2,282 2,600 3,055 3,675
Debt 710 908 1,320 1,450 1,170
Total liabilities 4,984 4,412 5,037 6,257 6,976
Shareholders' equity 281 281 281 281 281
Reserves & surpluses 4,275 4,852 5,485 6,175 7,055
Shareholders' funds 4,557 5,133 5,766 6,456 7,336
Total Equity and Liabilities 9,541 9,546 10,802 12,714 14,312

Source: Company, Karvy Stock Broking
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Exhibit 4: Cash Flow Statement

March 26, 2015

KNR Construction

Y/E Mar (Rs mn) FY13 FY14 FY15E FY16E FY17E
PBT 670 669 732 929 1,166
Depreciation 557 572 558 629 688
Interest/Financial Charges 112 175 125 100 80
Other income 4) 4) (160) (160) (180)
Other non-cash adjustments 2) 9) - - -
Tax paid (266) (235) 29) (186) (233)
Change in working capital (1,058) 165 (1,629) (484) (486)
Cash flow from operating activities 10 1,332 (404) 828 1,035
(Incr) / decr in capital expenditure (387) (277) (327) (580) (580)
(Incr) / decr in investments 63 83 (150) (150) (675)
Others (257) (605) 175 (19) (11)
Cash flow from investing activities (581) (799) (302) (749) (1,266)
Incr / (decr) in borrowings 155 197 1,039 430 20
Issuance of equity - - - - -
Dividend paid (33) (33) (33) (33) (33)
Interest paid (112) (172) (125) (100) (80)
Others 548 (486) - - -
Cash flow from financing activities 558 (493) 881 297 93)
Net change in cash (12) 40 175 376 (324)
Opening Cash 85 72 112 287 663
Closing Cash 72 112 287 663 339
Source: Company, Karvy Stock Broking

Exhibit 5: Key Ratios

Y/E Mar (%) FY13 FY14 FY15E FY16E FY17E
EBITDA margin 16.8 15.1 14.7 14.0 13.6
EBIT margin 122 10.1 10.0 9.6 9.6
Net profit margin 7.3 7.2 7.6 6.7 7.0
Dividend payout ratio 6.3 5.4 4.9 4.5 3.6
Net debt: equity 0.1 0.2 0.2 0.1 0.1
RoCE 15.8 149 13.1 13.7 15.2
RoE 12.1 12.6 12.2 11.8 13.2
Source: Company, Karvy Stock Broking

Exhibit 6: Valuation Parameters

Y/E Mar FY13 FY14 FY15E FY16E FY17E
EPS (Rs) 185 21.7 23.7 25.7 32.5
DPS (Rs) 1.0 1.0 1.0 1.0 1.0
Book value per share (Rs) 162.0 182.5 205.0 229.6 260.9
P/E (x) 21.3 18.2 16.7 15.3 12.1
P/BV (x) 2.4 22 1.9 1.7 15
EV/EBITDA (x) 10.0 9.4 9.6 8.0 6.8
EV/Sales (x) 1.7 14 14 1.1 0.9

Source: Company, Karvy Stock Broking
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Stock Ratings Absolute Returns
Buy >15%

Hold 5-15%
Sell <5%

For further enquiries please contact:
research@karvy.com
Tel: +91-22-6184 4300

Disclosures Appendix

Analyst certification

The following analyst(s), who is (are) primarily responsible for this report and whose name(s) is/ are mentioned therein, certify (ies)
that the views expressed herein accurately reflect his (their) personal view(s) about the subject security (ies) and issuer(s) and that no
part of his (their) compensation was, is or will be directly or indirectly related to the specific recommendation(s) or views contained in

this research report.

Disclaimer

Karvy Stock Broking Limited [KSBL] is a SEBI registered Stock Broker, Depository Participant and Portfolio Manager and also
distributes financial products. Subsidiaries and group companies of KSBL [associates] provide services as Registrar and Share Transfer
Agent, Commodity Broker, Currency and forex broker, merchant banker and underwriter, Investment Advisory services, insurance
repository services, consultancy and advisory services, realty services, data processing, profiling and related services. Therefore
associates of KSBL are likely to have business relations with most of the companies whose securities are traded on the exchange
platform. The information and views presented in this report are prepared by Karvy Stock Broking Limited and are subject to change
without any notice. This report is based on information obtained from public sources and sources believed to be reliable, but no
independent verification has been made nor is its accuracy or completeness guaranteed. The report and information contained herein is
strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed,
in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of KSBL. While we
would endeavor to update the information herein on a reasonable basis, KSBL is under no obligation to update or keep the information
current. Also, there may be regulatory, compliance or other reasons that may prevent KSBL from doing so. The value and return on
investment may vary because of changes in interest rates, foreign exchange rates or any other reason. This report and information
herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell
or subscribe for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers
may receive this report at the same time. KSBL will not treat recipients as customers by virtue of their receiving this report. Nothing in
this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or
appropriate to your specific circumstances. This material is for personal information and we are not responsible for any loss incurred
based upon it. The investments discussed or recommended in this report may not be suitable for all investors. Investors must make
their own investment decisions based on their specific investment objectives and financial position and using such independent advice,
as they believe necessary. While acting upon any information or analysis mentioned in this report, investors may please note that
neither KSBL nor any associate companies of KSBL accepts any liability arising from the use of information and views mentioned in
this report. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities
markets. Past performance is not necessarily a guide to future performance. Forward-looking statements are not predictions and may
be subject to change without notice. Actual results may differ materially from those set forth in projections. Associates of KSBL might
have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject

company for any other assignment in the past twelve months.



KARVY | BRI March 26, 2015

Associates of KSBL might have received compensation from the subject company mentioned in the report during the period preceding
twelve months from the date of this report for investment banking or merchant banking or brokerage services from the subject
company in the past twelve months or for services rendered as Registrar and Share Transfer Agent, Commodity Broker, Currency and
forex broker, merchant banker and underwriter, Investment Advisory services, insurance repository services, consultancy and advisory
services, realty services, data processing, profiling and related services or in any other capacity. KSBL encourages independence in
research report preparation and strives to minimize conflict in preparation of research report. Compensation of KSBL’s Research
Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. KSBL generally
prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the securities or
derivatives of any companies that the analysts cover. KSBL or its subsidiaries collectively or Research Analysts do not own 1% or more
of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of the
research report. KSBL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or
third party in connection with preparation of the research report and have no financial interest in the subject company mentioned in
this report. Accordingly, neither KSBL nor Research Analysts have any material conflict of interest at the time of publication of this
report. It is confirmed that KSBL and Research Analysts primarily responsible for this report and whose name(s) is/ are mentioned
therein of this report have not received any compensation from the subject company mentioned in the report in the preceding twelve
months. Since associates of KSBL are engaged in various financial service businesses, they might have financial interests or beneficial

ownership in various companies including the subject company/companies mentioned in this report.

Karvy Stock Broking Limited

Office No. 701, 7t Floor, Hallmark Business Plaza, Opp.-Gurunanak Hospital, Mumbai 400 051
Regd Off : 46, Road No 4, Street No 1, Banjara Hills, Hyderabad - 500 034.
Karvy Stock Broking Research is also available on: Bloomberg - KRVY <GO>, Thomson Publisher & Reuters.



