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INNOVATING WITH QUALITY AND VALUE, FOREVER

Kaynes Technologies (KAYNES) is rapidly scaling up its smart meter business to tap

Stock Info the huge 250m (INR750b) smart meter market over the next few years. The
Bloomberg KAYNES IN . . . . .
Equity Shares (m) 64 company has recently inaugurated its electronics manufacturing facility in
M.Cap.(INRb)/(USDb) 3232/38 Hyderabad for the production of smart meters, and has acquired its client
52-Week Range (INR) 5811/2158 Iskraemeco.
1, 6, 12 Rel. Per (%) 4/77/82 ™ Smart meters are gaining momentum due to India's RDSS scheme, which aims
12M Avg Val (INR M) 1053 to replace 250m conventional meters by CY25. As of Sep’24, only 14.5m
Free Float (%) 42.2 meters have been installed, but the installation rates are projected to rise,
Financials Snapshot (INR b) presenting a substantial INR632.8b opportunity for Advanced Metering
Y/E MARCH FY25E FY26E FY27E Infrastructure Service Providers (AMISPs) and System Integrators (Sls).
Sales 305 473 700 W While KAYNES already manufactures smart meters for clients such as
EBITDA 4.6 76 113 Iskraemeco and L&T from its Mysore facility, it has recently opened a large
Adj. PAT 3.4 6.0 9.2 Hyderabad plant with a capacity of 4m meters annually. The company has
EBITDA Margin (%) 152 160 161 also acquired Iskraemeco India (AMISPs/SI) for INR492.86m, enhancing its
Cons. Adj. EPS (INR) 53.4 942 1437 . . e ; o
EPS Gr. (%) 862 763 526 manufacturing and customer service capabilities. This acquisition enables
BV/Sh. (INR) 4425 5367 6804 KAYNES to offer installation and after-sales services while expanding into
Ratios smart meters for other utilities (gas or water).
Net D:E -0.4 -0.4 -0.3 m  KAYNES has launched a fully automated facility in Hyderabad, producing
RoE (%) 128 192 236 3,000 smart meters daily (4m meters p.a.). The company’s plans to add
RoCE (%) 138 189 232 another building next year thereby increasing the capacity to 10m meters
Valuations annually, supporting future expansions.
P/E (x) 95 54 35
EV/EBITDA (x) 67 41 27  Smart meters — a short-term boon
Shareholding Pattern (%) B Smart meters are gaining momentum following the Government of
As On Jun-24 Mar-24  Jun-23 India's Revamped Distribution Sector Scheme (RDSS) launched in
Promoter 57.8 57.8 63.6 July’21, which focuses on replacing conventional meters with smart
DI 17.9 18.4 13.1 meters to reduce Aggregate Technical & Commercial (AT&C) losses and
Fll 14.3 14.2 8.0 . . L . I .
Others 100 9.6 1o 3 eliminate the cost-tariff gap for state distribution utilities (discoms).

B As of Sep’24, 222m meters have been sanctioned, of which 111.7m

Fll includes depository receipts
meters have been awarded to AMISPs or Sls.

Stock Performance (1-year) m  However, only 14.5m smart meters have been installed, falling far short

Kaynes Tech of GOI’s target to replace 250m conventional meters by CY25.

Nifty - Rebased m Despite slow progress, we anticipate a sharp increase in installations
>800 over the next two years. Additionally, tendering activity is expected to
4,600 remain high in the near to medium term due to the pending award of
3,400 104.7m meters, offering significant opportunities for AMISPs and Sls.
2,200 I\,—J;M"W m The total opportunity for AMISPs translates into ~INR632.8b, i.e.

000 207.9m meters (of the total 222m meters, 14.5m meters have already

been installed) at a price of “INR3,000 per meter (including the

R I IIITR
5 88 5 £ vy manufacturing cost of INR2,000-INR2,500 and the balance for
O o o <« 5 g O

services).

m  Of the 111.7m awarded meters, KAYNES expects to gain substantial
market share in this segment (~¥20m meters opportunity; INR60b-
INR65b over the next three to four years) as its customers include two
of the best global companies.
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Further, KAYNES will have an additional revenue stream (post acquisition of
Iskraemeco) in the form of a maintenance charge of INR100-INR125 per meter
per month for 10 years, following the installation that AMISPs will charge to
Discoms.

Strengthening its position in the smart meters universe

KAYNES has been manufacturing smart meters from its Mysore facility in India
for key clients such as Iskraemeco and L&T.

With strong expertise in the EMS space, the company has also recently
inaugurated a large facility (~46 acres in Hyderabad) dedicated to the
manufacturing of smart meters (4m meters p.a.).

To further strengthen its position in the fast-growing smart meter industry,
KAYNES has recently acquired 100% stake in Iskraemeco India Private Limited
for a purchase consideration of INR492.86m.

Iskraemeco is engaged in the business supply, installation, operations, and
maintenance of smart meters in India, with an annual turnover of INR654.2m in
FY24. It is one of the AMISPs/SIs with an in-hand order book of ~3.5m meters
from Power Grid Corporation of India Ltd (PGCIL) -Gujarat. This order is slated to
be delivered over the next 1-1.5 years and would translate into a potential
short-term revenue of ~INR10.5b for KAYNES.

With this acquisition, KAYNES aims to become a full-fledged smart meter
company, with offerings ranging from manufacturing to providing maintenance
services. With this acquisition, the company will gain the technical know-how
for smart meters (including the software part) and foray into the smart meter
market for other end uses (gas or water).

KAYNES, through Iskraemeco, has already received an order from PGCIL to
install ~¥3.5m smart meters in Gujarat and is expecting more orders from other
states such as West Bengal government.

KAYNES will not only operate as an EMS company to manufacture smart meters
for its clients but also provide installation and after-sales services for orders
received through Iskraemeco.

KAYNES expects to generate annual revenue of “YINR8b-INR10b from smart
meters from FY26 onwards (i.e. ~17-21% of FY26E consolidated revenue), with
anticipated revenue of ~INR4b-INR5b in FY25.

The margins from this segment are better than the current margin profile of
KAYNES, thus expecting to drive up overall margins going forward.

The asset turn of this business will be 6-8x (mostly near 8x as it is a product-
focused business) while working capital is ~90 days.

Advanced smart meter facility with potential for future growth

KAYNES has set up a new facility in Hyderabad, which can produce 3,000 meters
per day (one product to be made in every nine seconds) in one assembly line.
The company will install two more lines going forward, taking the total capacity
to 4m meters p.a.

This is a fully automated facility with SMT lines, injection molding, and assembly
units, involving minimal human intervention. Further, KAYNES uses robots to
transport raw materials to the SMT line and pack the final products.
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The facility is only a small part of the large 46-acre land parcel that KAYNES
owns and will incorporate further expansions going forward.

The company plans to add another building next year, taking the total annual
capacity to 10m meters.

Valuation and view

KAYNES is a prominent end-to-end and loT-enabled integrated electronics
manufacturer with strong order book growth (85% CAGR over FY20-FY24) and a
higher share of Box Build (~¥42% in FY24) and PCBA (~55%).

We estimate a revenue/EBITDA/Ad]. PAT CAGR of 57%/64%/71% over FY24-
FY27, driven by a healthy order book growth trajectory and a better margin
profile (increasing mix of high-value orders).

We reiterate our BUY rating on the stock with a TP of INR6,400 (premised on
60x Jun’26E EPS).

Exhibit 1: Opportunity size of the smart meter industry

Opportunity (INRb)

Particulars million meters n

Manufacturing AMC (annual) Total

Total required meters 250.0 750 25 775
Sanctioned meters* 222.5 667 22 690
Awarded meters* 117.7 353 12 365
Pending sanctions 104.8 314 10 325

Installed meters to date 14.5 44 1 45
Meters yet to be installed 103.2 310 10 320

KAYNES’ potential orders out of the

20 60 2 62

awarded meters

*as of 2nd Oct’24 Source: National Smart Grid Mission, MOFSL
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Exhibit 2: Smart meters’ status as of 2" Oct’24
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State Total Sanctioned Total Awarded % Awarded Cumulative Installed % Progress
Uttar Pradesh 3,09,78,280 3,09,78,280 100% 13,07,567 4%
Tamil Nadu 3,01,40,849 1,40,849 0% 1,29,641 92%
Maharashtra 2,35,64,747 2,35,64,747 100% 2,88,365 1%
West Bengal 2,12,08,759 37,24,273 18% 1,09,802 3%
Bihar 1,72,08,939 1,36,98,600 80% 47,40,162 35%
Gujarat 1,65,10,860 1,07,94,960 65% 1,28,866 1%
Rajasthan 1,49,00,527 6,25,571 4% 6,14,307 98%
Madhya Pradesh 1,34,44,401 48,84,284 36% 12,49,446 26%
Kerala 1,32,90,166 805 0% 805 100%
Punjab 98,30,007 10,45,200 11% 8,02,826 77%
Assam 69,21,329 70,16,629 101% 26,37,589 38%
Chhattisgarh 59,62,115 70,70,288 119% 2,72,873 4%
Andhra Pradesh 56,10,846 56,10,846 100% 1,90,089 3%
Himachal Pradesh 29,52,685 10,70,832 36% 1,58,241 15%
Jammu and Kashmir 21,34,095 20,72,762 97% 6,07,622 29%
Uttarakhand 15,84,205 15,84,205 100% - 0%
Jharkhand 13,41,306 10,41,772 78% - 0%
Haryana 10,00,000 10,00,000 100% 8,47,467 85%
Goa 7,41,160 - 0% -
Tripura 5,47,489 4,15,647 76% - 0%
Meghalaya 4,60,000 - 0% -
Puducherry 4,03,767 - 0% -
Nagaland 3,17,210 3,17,210 100% - 0%
Mizoram 2,90,039 656 0% 656 100%
Arunachal Pradesh 2,87,446 2,86,940 100% - 0%
Delhi 2,60,000 2,60,000 100% 2,60,000 100%
Andaman and Nicobar 1,58,773 75,200 47% 75,200 100%
Manipur 1,54,400 1,54,400 100% - 0%
Sikkim 1,44,680 1,44,680 100% - 0%
Ladakh 58,930 58,930 100% 55,580 94%
Chandigarh 29,433 29,433 100% 24,214 82%
Telangana 8,882 8,882 100% 8,882 100%
Odisha 4,500 4,500 100% 4,500 100%
Total 22,24,50,825 11,76,81,381 53% 1,45,14,700 12%
Source: National Smart Grid Mission, MOFSL
Exhibit 3: Strong revenue growth trajectory... Exhibit 4: ...with EBITDA growing at a faster pace, led by...
Revenue (INRb) =—=O=—Growth % EBITDA (INRm) =—=O=—Growth %
69
60 129
55
48 80 82
51 4
14 -
3.68 4.21 11.26 18.05 30.51 47.29 69.98 413 409 937 1,683 2,542 4,624 7,566 11,267
FY20 FY21 FY23 FY24E FY25E FY26E FY27E FY20 FY21 FY22 FY23 FY24E FY25E FY26E FY27E

Source: MOFSL, Company

Source: MOFSL, Company
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Exhibit 5: ...expanding EBITDA margin

Kaynes Technologies

Exhibit 6: Adj. PAT trend

EBITDA Margin %

16.0 16.1

14.9 15.2
13.3 141

11.2
9.7

FY20 FY21 FY22 FY23 FY24E FY25E FY26E FY27E

Adj. PAT (INRm) —O— Growth %
328

53

4
94 97 417 952 1,834 3,414 6,020 9186
FY20 FY21 FY22 FY23 FY24E FY25E FY26E FY27E

Source: MOFSL, Company

Exhibit 7: KAYNES’ revenue mix

Source: MOFSL, Company

Exhibit 8: Strong order book trend

W loT/IT Railways
Medical Aerospace, Defense & Others
Industrials Automotive
100% e ™ T T s
75%
50%
25%
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FY23 FY24E FY25E FY26E FY27E

Order book (INRb) Book to bill ratio (x)

24 23
2.1 20
1.8
1.6 1.6
1.0
3.5 6.7 15.2 26,5 412 617 86.4 1123
FY20 FY21 FY22 FY23 FY24 FY25E FY26E FY27E

Source: Company, MOFSL
Exhibit 9: Healthy CFO generation...

Source: Company, MOFSL
Exhibit 10: ...led by improved working capital days

CFO (INRm) CFO/EBITDA %
109
68
39
"2 am 1,823
211 , 3,001
25 701 1,578
-419
FY20 FY21 FY22 FY23 FY24E FY25E FY26E FY27E

Receivables (days) Inventory (days)

Payables (days) Net Working Capital (days)
175 175

131
205 701 128 191 102

146 150 13 13 198 198

106 93 83 69 59 60 60 60
136 120 97 91 80 80 80 80

FY20 FY21 FY22 FY23 FY24E FY25E FY26E FY27E

Source: Company, MOFSL

Source: Company, MOFSL

Exhibit 11: Return ratios to improve going forward

—0—RoE % RoCE %
24.4 232
16.5 1EV
: 13.8 _ 236
10.8 11.2 17.8 116 19.2
16.4
106 12.8
9.1 8.1 !
FY20 FY21 FY22 FY23 FY24E FY25E FY26E FY27E

Source: Company, MOFSL
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Consolidated - Income Statement (INRm)
Y/E March FY20 Fy21 FY22 FY23 FY24 FY25E FY26E FY27E
Total Income from Operations 3,682 4,206 7,062 11,261 18,046 30,507 47,286 69,983

Change (%) 1.1 14.2 67.9 59.4 60.3 69.1 55.0 48.0
RM Cost 2,417 2,861 4,894 7,801 13,299 22,303 34,282 50,738
Employees Cost 424 459 602 771 1,028 1,573 2,459 3,639
Other Expenses 428 477 629 1,006 1,178 2,008 2,979 4,339
Total Expenditure 3,269 3,797 6,126 9,578 15,505 25,883 39,720 58,716

% of Sales 88.8 90.3 86.7 85.1 85.9 84.8 84.0 83.9
EBITDA 413 409 937 1,683 2,542 4,624 7,566 11,267

Margin (%) 11.2 9.7 13.3 14.9 14.1 15.2 16.0 16.1
Depreciation 84 101 132 187 251 417 582 728
EBIT 330 308 805 1,496 2,290 4,206 6,984 10,539
Int. and Finance Charges 236 240 256 349 533 822 404 317
Other Income 19 40 41 114 559 913 946 1,260
PBT bef. EO Exp. 113 109 590 1,260 2,317 4,297 7,526 11,482
EO Items 0 0 0 0 0 0 0 0
PBT after EO Exp. 113 109 590 1,260 2,317 4,297 7,526 11,482
Total Tax 19 11 174 308 483 883 1,505 2,296

Tax Rate (%) 17.1 10.5 29.4 24.5 20.8 20.5 20.0 20.0
Minority Interest 0 0 0 0 0 0 0 0
Reported PAT 94 97 417 952 1,834 3,414 6,020 9,186
Adjusted PAT 94 97 417 952 1,834 3,414 6,020 9,186

Change (%) -3.8 4.0 328.2 128.4 92.7 86.2 76.3 52.6

Margin (%) 2.5 2.3 5.9 8.5 10.2 11.2 12.7 13.1
Consolidated - Balance Sheet (INRm)
Y/E March FY20 Fy21 FY22 FY23 FY24 FY25E FY26E FY27E
Equity Share Capital 68 68 462 581 639 639 639 639
Preference Capital 0 11 4 0 0 0 0 0
Total Reserves 959 1,308 1,560 9,009 24,230 27,644 33,664 42,850
Net Worth 1,027 1,387 2,026 9,590 24,869 28,283 34,304 43,489
Minority Interest 6 9 11 13 16 16 16 16
Total Loans 1,643 1,526 1,779 1,359 3,061 2,561 2,061 1,561
Deferred Tax Liabilities 79 52 68 77 102 102 102 102
Capital Employed 2,755 2,974 3,884 11,039 28,047 30,961 36,482 45,167
Gross Block 930 1,181 1,544 1,925 3,831 5,797 7,615 9,178
Less: Accum. Deprn. 382 483 615 802 1,054 1,471 2,053 2,781
Net Fixed Assets 547 698 929 1,123 2,777 4,325 5,562 6,397
Goodwill on Consolidation 23 23 23 23 152 152 152 152
Capital WIP 119 126 83 293 1,051 1,335 1,017 953
Total Investments 16 17 15 33 1,318 1,318 1,318 1,318
Current Investments 0 0 0 0 0 0 0 0
Curr. Assets, Loans & Adv. 3,075 3,330 5,173 12,715 27,354 30,550 38,785 51,667
Inventory 1,511 1,639 2,264 4,132 5,483 7,455 11,271 16,681
Account Receivables 937 1,218 1,977 2,271 3,556 5,015 7,773 11,504
Cash and Bank Balance 123 143 216 4,860 15,256 14,420 14,539 16,483
Loans and Advances 504 331 716 1,453 3,060 3,661 5,201 6,998
Curr. Liability & Prov. 1,027 1,219 2,340 3,148 4,605 6,719 10,351 15,320
Account Payables 921 954 1,641 2,229 3,610 4,888 7,514 11,121
Other Current Liabilities 76 226 648 857 920 1,678 2,601 3,849
Provisions 30 39 52 62 74 153 236 350
Net Current Assets 2,048 2,110 2,833 9,567 22,750 23,831 28,433 36,347
Misc Expenditure 0 0 0 0 0 0 0 0
Appl. of Funds 2,755 2,974 3,884 11,039 28,047 30,961 36,482 45,167
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Ratios

Y/E March FY20 FY21 FY22 FY23 FY24 FY25E FY26E FY27E
Basic (INR)

EPS 13.8 14.3 9.0 16.4 28.7 53.4 94.2 143.7
Cash EPS 26.1 29.1 11.9 19.6 32.6 59.9 103.3 155.1
BV/Share 151.0 203.9 43.9 164.9 389.1 442.5 536.7 680.4
DPS 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Payout (%) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Valuation (x)

P/E 367.0 352.8 559.3 308.4 176.0 94.5 53.6 35.1
Cash P/E 193.6 173.3 425.0 257.7 154.8 84.2 48.9 32.6
P/BV 334 24.8 115.1 30.6 13.0 11.4 9.4 7.4
EV/Sales 9.7 8.5 33.2 25.8 17.2 10.2 6.6 4.4
EV/EBITDA 86.8 87.4 250.5 172.4 122.2 67.2 41.0 27.3
Dividend Yield (%) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
FCF Per Share 20.6 4.0 -4.6 -17.2 -32.7 -6.7 1.2 23.5
Return Ratios (%)

RoE 9.1 8.1 24.4 16.4 10.6 12.8 19.2 23.6
RoCE 10.8 11.2 17.8 16.5 11.6 13.8 18.9 23.2
RolC 10.9 10.7 18.2 24.0 22.3 27.5 33.4 36.6
Working Capital Ratios

Fixed Asset Turnover (x) 4.0 3.6 4.6 5.9 4.7 5.3 6.2 7.6
Asset Turnover (x) 1.0 1.0 1.1 0.8 0.6 0.8 1.0 1.2
Inventory (Days) 205 201 146 150 132 122 120 120
Debtor (Days) 106 93 83 69 59 60 60 60
Creditor (Days) 136 120 97 91 80 80 80 80
Leverage Ratio (x)

Current Ratio 3.0 2.7 2.2 4.0 5.9 4.5 3.7 3.4
Interest Cover Ratio 1.4 1.3 3.1 4.3 4.3 5.1 17.3 333
Net Debt/Equity 1.5 1.0 0.8 -0.4 -0.5 -0.4 -0.4 -0.3
Consolidated - Cash Flow Statement (INRm)
Y/E March FY20 FY21 FY22 FY23 FY24 FY25E FY26E FY27E
OP/(Loss) before Tax 113 109 590 1,260 2,317 4,297 7,526 11,482
Depreciation 84 101 132 187 251 417 582 728
Interest & Finance Charges 228 233 -11 -100 -27 -91 -541 -943
Direct Taxes Paid -19 -28 -22 -503 -483 -883 -1,505 -2,296
(Inc)/Dec in WC 44 -137 -743 -1,629 -1,358 -1,918 -4,483 -5,969
CF from Operations 451 277 -53 -784 701 1,823 1,578 3,001
Others 2 0 265 365 0 0 0 0
CF from Operating incl EO 452 277 211 -419 701 1,823 1,578 3,001
(Inc)/Dec in FA -312 -250 -422 -581 -2,792 -2,250 -1,500 -1,500
Free Cash Flow 140 27 -211 -1,001 -2,091 -427 78 1,501
(Pur)/Sale of Investments 205 2 -33 0 0 0 0 0
Others 8 7 11 -4,352 -12,261 913 946 1,260
CF from Investments -99 -241 -445 -4,933 -15,052 -1,337 -554 -240
Issue of Shares 0 270 228 6,600 13,436 0 0 0
Inc/(Dec) in Debt -118 -44 301 -336 1,702 -500 -500 -500
Interest Paid -236 -240 -256 -349 -533 -822 -404 -317
Dividend Paid 0 0 0 0 0 0 0 0
Others 0 -6 0 -371 -320 0 0 0
CF from Fin. Activity -354 -19 272 5,543 14,285 -1,322 -904 -817
Inc/Dec of Cash -1 17 38 191 -67 -835 119 1,944
Opening Balance 8 126 143 216 4,860 15,255 14,420 14,539
Other Cash & Cash Equivalent 115 0 35 4,453 10,462 0 0 0
Closing Balance 123 143 216 4,860 15,255 14,420 14,539 16,483

Investment in securities market is subject to market risks. Read all the related documents carefully before investing.
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