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Governance issues weigh, Growth intact ...

About the stock: Kaynes Technology India (Kaynes) is an Indian
integrated electronics manufacturing company offering end-to-end solutions, from
design to life-cycle support, for various sectors including Automotive, Industrial,
Aerospace, Medical, and loT. Founded in 1988 and headquartered in Mysore, it
provides Electronics System Design and Manufacturing (ESDM) services and has
experience with 500+ customers both domestically and in international markets.

Recent factors driving stock volatility: Kaynes stock has recently taken a hit
following concerns around i) the company’s accounting disclosures which made
market participant nervous. For instance, under related party transaction (RPT)
disclosures, company inadvertently failed to report reconciled balances between
subsidiary companies. Although the reporting was missed at company’s end, it
seems negligence sort of error rather than anything on governance front. The
overall P&L and balance sheet is not misstated. Similarly, post management’s
clarification on other issues, it seems sub-par disclosure created misinterpretation
rather than management’s malafide intention.

ii) The company has outlined a sizable capex programme over the next few years,
while elevated working-capital intensity and a weak free-cash-flow profile pose
risks to timely execution, impacting return ratios. Here, post spike in working capital
days in H1FY26, management has indicated by FY26 end, working capital shall
improve considerably which will be keenly watched by markets. The company will
be discounting receivables and take aid of supply chain financing to improve the
same.

iii) Q2 performance remained slightly softer on growth front which management
suggests is quarterly phenomena while it maintained its FY26 / FY28 / FY30 revenue
growth guidance of ~X4500 cr / ~X9000 cr / ~X18000 cr. Going ahead, growth
would be led by electric vehicle, aerospace, railways, non-smart meter segment
within Industrials. In medium to long term, OSAT and PCB manufacturing shall
support growth which shall be margin accretive.

Our view and Target Price

e We view the issues highlighted as largely disclosure-related discrepancies
and instances of misinterpretation arising from limited clarity in certain
disclosures. We do not see any indication of fraudulent intent, and these
matters are not expected to have a financial impact. However, they do
underscore the need for improved transparency and consistency in the
company’s reporting practices as these factors create trust issues and
impact the multiple stock commands. We maintain BUY rating with a
revised target price at X 6,400, valuing the stock at 53x P/E on FY28E EPS.

Key Financial Summary
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EBITDA 93 168 254 411 63.8
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EPS ®) 53.9 16.4 28.7 45.8
P/EX) 80.4 264.8 151.0 94.6
ROCE (%) 27.1 167 11.0 15.2
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Major Concerns raised and comments thereon

e Discrepancies over RPT disclosures:

Kaynes subsidiary Iskraemeco reported RPT with purchases of ~X180 cr
from Kaynes Electronics Manufacturing in FY25, also year-end payables of
~X320 cr to Kaynes Technology and ~X180 cr to Kaynes Electronics
Manufacturing and receivables of ~X190 cr from Kaynes Technology.
However, the same didn’t reflect in RPT disclosures of Kaynes Technology
and Kaynes Electronics Manufacturing.

Management Response: Management admitted that these disclosures
were inadvertently omitted in standalone financial statements which has

been duly rectified and noted for future compliance.

We believe that company missed these disclosures due to clerical errors
and there didn't lie any fraudulent intentions behind it as these errors
doesn’t directly or indirectly impact company’s financial statements. All

other financial metrics remain as it is.

¢ Ambiguity over goodwill recognition:

Kaynes in its notes to account pertaining to financial statement mentioned
goodwill of ~X62.8 crore and X51.1 crore occurring on account of
acquisition of Iskraemeco India Pvt Ltd and Sensonic Group respectively.
However, while recording goodwill in financials, company showcased
capital reserve adjustment of ~X1.03 crore.

Management Response: Company acquired Iskraemeco for X42.9 crore
and Sensonic group for X45.3 crore against net liabilities of X19.8 crores
and X10.8 crore respectively. Further with context to Iskraemeco, the
company recognised previously unrecognised intangible assets of ~X115
crores pertaining to customer contract which is in line with the guidelines

issued by ICAl under IND AS 103.

Kaynes duly reported goodwill taking into consideration of fair value of
customer contracts however inadvertently omitted to report the impact of
fair value adjustment in notes to accounts (note no. 41 of consolidated
financial statements). This shall not have any impact on company’s profit
or loss statement or reported balance sheet as the company has duly

complied with IND AS 103 for business combination.

e Significant additions in Intangible assets.
Company capitalized ~X180 crore (6.5% of revenue), as additions under
technical know-how including designs and prototypes in FY25.
Management response: Intangible assets recognized in FY25 comprises of
X115 crores of customer acquisition contracts arising out of Iskraemeco’s
acquisition classified under technical know-how and ~X26 crores for
development and cost related to acquisition and balance ~X39 crores

capitalised for in-house R&D expenses as per relevant IND AS.
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In our view, material amount of total intangible asset capitalised i.e. ~X115
crore related to customer contract pertaining to Iskrameco’s acquisition is
in line with IND AS 103 and shall not have any further impact on

company’s financials.

e Iskraemeco’s high contribution in H2FY25 to Kaynes’ overall revenue
and profitability:
Iskraemeco’s reported net margins of ~28% which seemed high for smart
metering business & payback period of less than 6 months for
Iskraemeco’s acquisition.
Management response: Company clarified 28% net profit margin is not
correct while Iskraemeco earned 9% net margin in H2 which is in sync with
industry standards. Further in context to payback period within 6 months
company stated it was presented an attractive opportunity in distress
times. Iskraemeco chose to exit India as a part of strategic shift and as
Kaynes was a supplier partner to Iskraemeco since its entry to India, it was

able to strike a bilateral deal and execute the deal at an attractive price.

e Huge capex lined up and concerns over cashflows

Kaynes has announced huge capex plans of ~X8500 crore over next ~4
years for OSAT and PCB manufacturing wherein in 15t phase the company
is investing ~%3,300 crores for OSAT and 31,400 crore for PCB
manufacturing. Besides, company’s current working capital days remains
quite high. This combined with huge underlying capex might pose risk over
company’s financial health leading to higher funding requirement.

Management response: Capex requirements are long term in nature and
shall be adequately funded by subsidy and internal accruals. However
subsidy timelines and capex plan spending may influence funding and
capital allocation timelines. For 15t phase funding, QIP had already been
raised and no additional funding will be required. For further capex of 2"
phase, such as in HDI and copper clad laminates, the investment will likely
be done post capacity ramp up of 1%t phase of PCB manufacturing. Further
the company is making consistent efforts to improve its working capital
days and is also considering routes of bill discounting which shall support

in improving free cash flow for the company.

Overall, Kaynes is expected to incur huge capex which if not managed
properly might pose risk and might deteriorate company’s financial health.
Along-side, improvement in working capital days needs to be closely
watched out. We are factoring the capex requirement for the 2" phase in
FY27 & FY28 while the larger business benefit of the same is likely to be
reflected post FY28.
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Financial Summary

Exhibit 1: Profit and loss statement X crore Exhibit 2: Cash flow statement X crore

(Year-end March) FY24
Revenue 1,805
% Growth 60.3
Other income 56
Total Revenue 1,861
Employee Expenses 103
Other expenses 1,448
Total Operating Expenditure 1,550
Operating Profit (EBITDA) 254
% Growth 511
Interest 53
PBDT 201
Depreciation 25
PBT before Exceptional ltems 176
Total Tax 48
PAT before MI 183
% Growth 92.8
EPS 287

FY25
2,722
50.8
107
2,829
178
2,133

2311

411

FY26E
4,231
55.5
110
4,341
304
3,255

3,558

673

FY27E

4921

5414

1,074

123
952
152
800
227
663

FY28E

6,581

7,269

1,499

212
1,286
242
1,044
277
808
21.9

120.7

Source: Company, ICICI Direct Research

(Year-end March) FY24
Profit after Tax 183
Depreciation 25
Interest 53
Cash Flow before WC changes 262
(Inc)/dec in Current Assets -359
Inc/(dec) in CL and Provisions 149
Net CF from Operating activities 52
(Purchase)/Sale of Fixed Assets =274
Others -133
Net CF from Investing activities -407
Dividend -

Others 1,460
Net CF from Financing Activities 1,460
Net Cash flow 1,104
Opening Cash/Cash Equivalent 486
Closing Cash/ Cash Equivalent 1526

FY25
293
45
101
439
-950
440

-858

-861

542

542

-391

1526
1,056

FY26E
449

-829
510
310

-1,000

-1,021

1501

1,501

789

1,056

1,650

FY27E
663
152
123
937

-1,023
523
436

-2,000

-2,026

406

406

-1,184

1,650
281

FY28E
808
242
212

1,262

-1,103
600
759

-2,000

-2,004

1,398

1,398

154

281
268

Source: Company, ICICI Direct Research

Exhibit 3: Balance sheet X crore W Exhibit 4: Key ratios

(Year-end March) Fy24 FY25 FY26E FY27E FY28E (Year-end March) Fyz4 FY25 FY26E FY27E FY28E
Equity Capital 64 64 67 67 67  PerShare Data
Reserve and Surplus 2,423 2,776 4822 5,485 6293 EPS 28.7 458 67.1 29.0 120.7
Total Shareholders funds 2,487 2,840 4,889 5,552 6360  CoshperShare 238.7 1648 246.5 420 40.0
Minority Interest 2 4 4 4 s BV 389.1 4432 730.2 829.2 949.9
Total Debt 323 903 903 1,431 3,047  Dividend pershare - - - - -
Other liabilities 6 10 15 22 29  Operating Ratios (%)
Total Liabilities 2,817 3,757 5811 7,009 9435  COIDAMargin Ll 151 159 166 7
PAT Margin 102 108 106 102 9.2
Return Ratios (%)
Gross Block 328 626 1617 3,608 5,896
RoE 74 103 92 119 127
Acc: Depreciation 68 122 203 354 596
RoCE 11.0 152 14.1 169 157
Net Black 259 504 1415 3,254 5,301
Valuation Ratios (x)
Capital WIP 77 300 309 319 30
EV/EBITDA 1042 672 420 28.1 212
Total Fixed Assets 336 805 1724 3,572 5331
P/E 151.0 946 646 438 359
Non Current Assets 343 1,153 1,117 1,189 1,244
Market Cap / Sales 149 98 6.7 4.4 33
Inventory 548 814 1173 1,708 2271 price to Book Value 111 98 59 52 46
Debtors 356 575 1,159 1,600 2,090 Workin Capital Management Ratios
Other Current Assets 157 238 376 562 730 ventory Days 1076 1051 98.6 948 941
Cash 1,526 1,056 1,650 281 268 Debtors Days 698 741 975 885 86.6
Total Current Assets 2,587 2,683 4359 4,152 5,358 Creditors Days 70.8 88.1 97.3 91.0 90.9
Current Liabilities 448 884 1,389 1,905 2,498 Asset turnover 57 45 27 1.8 15
Net Current Assets (Ex Cash) 3,664 2,856 4620 2,528 3,128 Solvency Ratios (x)
Total Assets 2,817 3,757 5811 7,009 9,435  Debt/Equity 0.1 03 0.2 03 05
Source: Company, ICICI Direct Research Current Ratio 2.1 16 17 1.8 1.8
Quick Ratio 08 07 08 08 08
Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according -to their notional target price vs. current market price and then categorizes them as Buy,
Hold, Reduce and Sell. The performance horizon is two years unless specified and the notional target price is
defined as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%j;

Sell: <-15%
: =
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ICICI Direct Research Desk,
ICICI Securities Limited,
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ANALYST CERTIFICATION

I/We, Jaymin Trivedi, PGDBM, Kirankumar Choudhary, Chartered Accountant, Research Analysts Research Analysts, authors and the names subscribed to this
report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. We also certify
that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that
above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and
do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and
distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with
Insurance Regulatory Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities
Limited Research Analyst SEBI Registration Number — INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. Registered
Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi, Mumbai - 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807 7100. ICICI
Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance,
asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on
www.icicibank.com.

Investments in securities market are subject to market risks. Read all the related documents carefully before investing.

Registration granted by Sebi and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors.
None of the research recommendations promise or guarantee any assured, minimum or risk-free return to the investors.

Name of the Compliance officer (Research Analyst): Mr. Atul Agrawal
Contact number: 022-40701000 E-mail Address: complianceofficer@icicisecurities.com
For any queries or grievances: Mr. Jeetu Jawrani Email address: headservicequality@icicidirect.com Contact Number: 18601231122

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our
associates might have investment banking and other business relationship with a significant percentage of companies covered by our Investment Research
Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial interest in the
securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading
volume etc as opposed to focusing on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may
visit icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail
Research. The views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of
the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. 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 ICICI Securities. While we would endeavour to update
the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory,
compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended
temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where ICICI Securities might be
acting in an advisory capacity to this company, or in certain other circumstances.

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. 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. ICICI Securities 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. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions,
based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent
judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes
in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of
the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand
the risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements
are not predictions and may be subject to change without notice.

ICICI Securities or its associates 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.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months
from the date of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking,
brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage
services from the companies mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its
associates 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. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of interest at the time
of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives 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.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or
actual/beneficial ownership of one percent or more or other material conflict of interest various companies including the subject company/companies mentioned
in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

ICICI Securities Limited has not used any Artificial Intelligence tools for preparation of this Research Report
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