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• Kennametal India (KNM) is a Bengaluru-based manufacturer of hard metal products and 

machine tools. It is a play on manufacturing industries capex across various sectors, 

especially in automobiles, infrastructure, semi conductors, mining, aerospace, and 

machinery manufacturers. KNM is a 75% subsidiary of Kennametal Inc. USA, which is a 

leading global company in developing and manufacturing sophisticated hard material 

cutting and wear protection solutions. 

• We are positive on KNM considering (a) manufacturing activity in India poised to rise all 

time high, (b) impending revival in domestic automobile volumes and overall private Capex, 

(c) strong growth potential with a CAGR of 18/23% in sales/PAT over FY22–25E, and (d) 

RoCE expansion from 18% to 25% over the next two years. 

• We assign a Tactical BUY rating considering the cylical nature of the business. Our TP of INR 

3,384/share, based on 35x FY24E PE multiple, implies an upside of 25%. 

 

A play on manufacturing activities; rising proportion of GDP  

Manufacturing sector’s share in the Indian economy has reached to pre-covid level of ~18% of 

GVA in FY22 and we believe it is poised for an uptick led by signs of capex cycle recovery, which 

includes the real estate cycle, government policy initiatives such as the PLI schemes, continued 

FDI inflows, China+1 strategy and an urgency to become self-sufficient in term of energy and 

manufacturing sector due to recent geopolitical events. KNM is a play on the manufacturing 

activity in India, rising capacity utilisation across industries mainly automobiles and improving 

industrial capex cycle. KNM has been a beneficiary to this momentum with an improved order 

book from these sectors for its all-business segments.  
 

Beneficiary of revival in Automobile sector 

KNM is one of the major beneficiaries of impending revival in Automobile sector as it is one of 

the biggest consumers of its hard metal products. Till FY13, KNM’s dependency on 

Transportation sector was highest at ~70% however over the years KNM diversified into 

Infrastructure space and improved Machining Solutions business. Auto sector is witnessing 

revival in volumes post two years of interruption led by Covid-19 pandemic, growing domestic 

economy and rising aspirations of 1.4 billion led relatively young country. We expect KNM to 

witness strong revenue growth led by this revival. 
  

Falling RM prices to improve margins  

The major raw material for production of hard metals being Tungsten Carbide and Cobalt; which 

is imported by KNM. Global market size of tungsten carbide is growing steady 4% CAGR over 

decades. Prices have fallen from RMB 275/kg to RMB 250 /kg since March 2022 and again started 

inching back. Cobalt prices (10-15% wt) have fallen significantly from recent highs of USD82k/t 

in March 2022 to USD50k/t in August which will improve margins. 
 

Initiate with tactical BUY, potential upside of 25% 

KNM offers strong growth visibility with strong balance sheet and parentage. KNM continues its 

endeavour to develop and indigenize products and processes with specific focus on materials, 

processes, coatings and machining technology in collaboration with its parent. We expect a 

CAGR of 18% and 23% in revenue and EPS, respectively, over FY22–25E. This will be accompanied 

by ROCE improvement from 18%c. to 25% by FY24E. We assign a TP of INR 3,384/share, valuing 

the company at 35x FY24E PE.  
 

Year to March (INR Cr)     FY21 FY22 FY23E FY24E FY25E 

Revenue 811 991 1238 1486 1664 

y-o-y (%) 26.5  22.1  25.0  20.0  12.0  

EBITDA  119 180 248 312 325 

EBITDA Margin (%) 14.7 18.2 20.0 21.0 19.5 

Net Profit  66 115 162 211 213 

RoACE (%) 10.4  17.7  22.5  25.0  22.3  

RoAE (%) 11.7  19.0  23.8  26.9  23.9  

PE (x) 40.6  36.0  36.5  28.0  27.7  

Source: Company Data, Edelweiss Wealth Research 

 

 

 

Tushar Chaudhari 
Research Analyst 
tushar.chaudhari@edelweiss.in 

 
Date: September 21, 2022 

 
 

CMP: INR 2,685 

Rating: Tactical BUY 

Target Price: INR 3,384 

Upside: 25%  
 

 

Bloomberg: KNM:IN 

52-week  

range (INR): 
1,322/ 2,890 

Share in issue (crore): 11.26 

M-cap (INR cr): 6,117 

Promoter holding (%) 75.00 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

0

50

100

150

200

250

300
Ja

n
-1

9
M

ar
-1

9
M

ay
-1

9
Ju

l-
1

9
Se

p
-1

9
N

o
v-

1
9

Ja
n

-2
0

M
ar

-2
0

M
ay

-2
0

Ju
l-

2
0

Se
p

-2
0

N
o

v-
2

0
Ja

n
-2

1
M

ar
-2

1
M

ay
-2

1
Ju

l-
2

1
Se

p
-2

1
N

o
v-

2
1

Ja
n

-2
2

M
ar

-2
2

M
ay

-2
2

Ju
l-

2
2

Se
p

-2
2

In
d

ex
ed

Sensex Kennametal









 

 

Tactical Buy 
Kennametal India Ltd.  

Poised for an uptick  

2 

 

 

 

Table of Contents 
 

Business Structure ..............................................................................................................................................  3 

Industry Charts ...................................................................................................................................................  4 

Company Charts .................................................................................................................................................  5 

Investment Overview  

I. A play on manufacturing sector; rising proportion of GDP .............................................................................  6 

II. Beneficiary of revival in domestic Automotive volumes ................................................................................  7 

III. Strong parentage supporting growth and falling raw material prices to aid margins...................................  8 

IV. Company Overview .......................................................................................................................................  10 

V. Machine tools industry in India ………………………………………………………………………………………………………………. 12 

VI. Financial Analysis ..........................................................................................................................................  13 

V. Valuation and Risks ........................................................................................................................................  15 

Financials ............................................................................................................................................................  17 

 



 

 

Tactical Buy 
Kennametal India Ltd.  

Poised for an uptick  

3 

 

 

 

Business Structure 
 

Kennametal India Ltd. 
 

KNM is in the business of manufacturing and trading of hard metal products and manufacturing of machine tools, while 

exports are rising from India to Europe, USA, China and RoW. The company primarily operates in two business segments: 

Hard metal products (HMP) and Machining solutaions (MS). 

 

Hard metal products (HMP) 

(~85% of sales; 88% EBIT in FY22) 

Machining Solutions (MS) 

(~15% sales; 12% EBIT in FY22) 

• KNM is into hard metal products catering to requirements of 

automotive, railways, mining, ship building, semi-conductors, 

wind turbines, construction, and general engineering.  

• Metal cutting tools is a core engineering manufacturing 

consumable which goes into any metal working Industry right 

from manufacturing any product.  

• KNM also exports its products depending upon customer 

requirement, speed, capacity utilisation and costs. Exports 

account for ~16% of the sales.  

• Over past four years, KNM spent 350 cr mainly in capacity 

addition and modernisation as a part of global drive under its 

parent company. 

 KNM’s machining solutions segment manufactures large 

special purpose capital intensive machines, tool and cutter 

grinding machines as well as fixture & tooling solutions 

through WIDMA brand. 

 

 KNM is getting strong traction from Chinese market for 

machining solutions. 

 

 Machining solutions revenue is growing at 10% CAGR over last 

15 years.  

 

 

 

 

We expect FY22–25E sales and EPS CAGR 

of 18% and 23%, respectively. 

 We expect RoCE to improve from 18% 

currently to 25% by FY24E. 

 Strong balance sheet, improving 

dividend pay-out ratio, steady 

capacity additions. 

 
 INR cr FY23E FY24E FY25E   INR cr FY23E FY24E FY25E    FY23E FY24E  FY25E 

Revenue 1238 1486 1664  ROCE 22.5 25.0 22.3  PE 36.5 28.0 27.7 

y-o-y 25% 20% 12%  CFO 213 209 226  EV/E 23.4 18.6 17.9 

EBITDA 248 312 325  Debt 0 0 0      

PAT 162 211 213           

 
 

 

 

 

 

 

 

 

 

 

 

Upside 25% 
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Industry Charts 
 

Exhibit 1: Indian manufacturing % share in total of GVA at 
constant prices  

Exhibit 2: Rising affordability, innovation, higher flexibility 
driving PVs  

  

 

Exhibit 3: Improved fleet utilization, e-com boom, low base 
driving CVs  

 

Exhibit 4: MHCV expected to reverse trend post sharp 56% 
fall 

 

 

 

Exhibit 5: Steel capacity (mt) expansion to pick up post 
recent deleveraging cycle 

 

Exhibit 6: Higher activities in cement space post Adani 
group’s entry (mt) 

 
  

Source: Company Data, Edelweiss Wealth Research 
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Company Charts 
 

Exhibit 7: Decent 10% CAGR in revenue over FY16-22  
Exhibit 8: leading to strong 26% CAGR in EBITDA with 

improving margins 

  
 

Exhibit 9: Segmental revenue as a % of total  Exhibit 10: Segment wise EBIT margins  

 
 

 

Exhibit 11: RoE/RoCE set to improve materially Exhibit 12: PAT to post 22% CAGR over FY22–25E 

  
Source: Company, Edelweiss Wealth Research 

570
652

793
927

641

811

991

1238

1486
1635

-30.0

0.0

30.0

400

600

800

1000

1200

1400

1600

1800

FY
1

6

FY
1

7

FY
1

8

FY
1

9

FY
2

0

FY
2

1

FY
2

2

FY
2

3
E

FY
2

4
E

FY
2

5
E

Net Revenue (INR Cr) Growth (RHS; %)

0.0

5.0

10.0

15.0

20.0

25.0

0

50

100

150

200

250

300

350

FY
1

6

FY
1

7

FY
1

8

FY
1

9

FY
2

0

FY
2

1

FY
2

2

FY
2

3
E

FY
2

4
E

FY
2

5
E

EBITDA Margin (RHS; %)

16% 14% 15% 17% 23%
14% 15%

84% 86% 85% 83% 77%
86% 85%

0%

20%

40%

60%

80%

100%

FY16 FY17 FY18 FY19 FY20 FY21 FY22

Machining Solutions Hard Metal Products

8.5% 9.3%

10.3%

16.2%

20.0%

6.3%

14.0%

9.1% 9.1%

13.7%
15.8%

7.6%

15.3%

18.8%

FY16 FY17 FY18 FY19 FY20 FY21 FY22

Machining Solutions Hard Metal Products

3.9
6.3

12.8
15.5

3.2

10.4

17.7

22.5
24.8

21.2

5.6 6.3

12.6

18.0

5.4

11.7

19.0

24.7
26.6

22.8

0.0

5.0

10.0

15.0

20.0

25.0

30.0

FY16 FY17 FY18 FY19 FY20 FY21 FY22 FY23E FY24E FY25E

Trend in Return ratios (%)

ROCE ROE

0.0

2.0

4.0

6.0

8.0

10.0

12.0

14.0

16.0

0

50

100

150

200

250

FY
1

6

FY
1

7

FY
1

8

FY
1

9

FY
2

0

FY
2

1

FY
2

2

FY
2

3
E

FY
2

4
E

FY
2

5
E

PAT Margins









 

 

Tactical Buy 
Kennametal India Ltd.  

Poised for an uptick  

6 

 

 

 

Investment Overview 

I. A play on manufacturing activities; rising proportion of GDP  
 

KNM is a technological leader which manufactures hard metal products and machine tools used in industries mainly automobile, 

aerospace, construction, mining and machinery manufacturers. Strong parent support aids KNM in development of quick-change 

tooling systems required in today’s world of versatility, speed and accuracy. It has been a play on the manufacturing activity in 

the domestic economy as well as it has increased its exports share to other countries from India.  

 

Manufacturing sector’s share in the Indian economy has reached to pre-covid level of ~18% of GVA in FY22 and we believe it is 

poised for an uptick led by signs of capex cycle recovery, which includes the real estate cycle, government policy initiatives such 

as the PLI schemes, continued FDI inflows, China+1 strategy and an urgency to become self-sufficient in term of energy and 

manufacturing sector due to recent geopolitical events. KNM is a play on the manufacturing activity in India, rising capacity 

utilisation across industries and improving industrial capex cycle, in general. KNM has been a beneficiary to this momentum with 

an improved order book from these sectors for its all-business segments. 

 

We believe the domestic capex cycle is showing early signs of recovery. Although a full-blown recovery would take some more 

time as utilisations improve in near term, the commentary by various industry participants has been encouraging. While large 

capital goods players switched focus to automation, the production of key industrial components is being shifted to low-cost 

destinations such as China and India. 

 

There have been capacity expansion announcements across various other industries as well, such as steel, cement and green 

energy which would boost the manufacturing activities. KNM derives its growth through manufacturing sector in general, and a 

mix of end-use industries contribute to the demand for machine tools. We believe company is slated to improve its growth 

trajectory and poised for an uptick. 

 

 

Exhibit 13: Manufacturing % share in total of GVA at Constant Price 

 
Source: Edelweiss Wealth Research, MOSPI data 
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II. Beneficiary of revival in domestic auto volumes  
 

We expect KNM to benefit from impending revival in domestic automobile volumes led by opening-up of economy post 

pandemic, good monsoon, improved rural income via regular MSP hikes, lower base, latent demand and rising affordability in 

general. In passenger vehicles innovation, higher flexibility, rising trend of urbanisation and nuclear families is driving the volumes 

while in commercial vehicles improved fleet utilisations, e-commerce boom, rising MSMEs and overall lower base is driving 

demand in recent months. Although two and three-wheeler volume growth is still struggling due to various issues such as weak 

economic state of export destinations, rising ownership costs and fuel costs; MHCV and PV forms major portion of its Auto 

exposure. Till FY13, KNM’s dependency on Transportation sector was highest at ~70% however over the years KNM diversified 

into Infrastructure space and improved Machining Solutions business. 

 

Exhibit 14: MHCV forms a large portion of Auto exposure for KNM  
 

 
 

Source: Edelweiss Wealth Research, Company data 
 

Government’s support for electric vehicles is one area of concern as this might impact conventional automotive segment and 

demand for KNM’s products however MHCV forms a large portion of auto exposure for KNM where EV transition risk is back 

ended and KNM along with its parent is already working along with OEMs for new suitable products and designs. The tools 

requirement is higher in Hybrid vehicles than Internal Combustion Engine (ICE) while in Electric it is lower than ICE vehicles.  

 

As automotive manufacturers expand their hybrid and electric vehicle offerings, KNM is leveraging the design flexibility of 

additive manufacturing to meet growing customer demand for lighter weight tooling solutions for machining e-vehicle 

components. Its innovative 3D-printed stator bore tool combined with a carbon-fiber-body and proven RIQ inserts technology 

delivers unmatched productivity and reliability in the production of large diameter, deep bore electric motor housings.  

 

Automobile OEMs require new tooling solutions to meet the unique challenges of machining e-vehicle components, such as the 

electric motor housings for which KNM has designed this novel tool. In addition to short machining times and process-reliable 

chip removal, easy handling is a typical requirement. In addition, the tools must be light in order to be suitable for tool changing 

systems. KNM’s stator bore tool weighs approximately half that of a conventionally manufactured version, enabling Auto OEMs  

to utilize it on their existing high-speed machining centres as they change over lines for electric vehicle manufacturing. KNM’s 

tool efficiently addresses the challenges of boring deep holes in conjunction with multiple large diameters when machining 

electric motor housings. 

173 179

247
234

148

201

275

299

222

162

196

258 255

305

351

185

153

229

0

50

100

150

200

250

300

350

400

F
Y

05

F
Y

06

F
Y

07

F
Y

08

F
Y

09

F
Y

10

F
Y

11

F
Y

12

F
Y

13

F
Y

14

F
Y

15

F
Y

16

F
Y

17

F
Y

18

F
Y

19

F
Y

20

F
Y

21

F
Y

22

T
h

o
u

sa
n

d
s

Domestic trucks

Peak to peak growth of 
17%

Peak to trough 

decline of 40% 

Peak to trough 

decline of 46% 

Peak to trough 

decline of 56% 

Peak to peak 

growth of 21% 







 

 

Tactical Buy 
Kennametal India Ltd.  

Poised for an uptick  

8 

 

 

 

III. Beneficiary of falling raw material prices and strong parentage 
 

a. Recent commodity fall to aid margins  

The major raw material for production of hard metals being Tungsten Carbide and Cobalt; which is imported by KNM. Tungsten 

carbide is an inorganic compound of carbon, used to impart hardness to cast iron, cutting edges of saws and drills. Global market 

size of tungsten carbide is growing steady 3-4% CAGR over decades and major user industries are Automotive, Oil & Gas, mining, 

construction, aerospace, defence and electronics. Prices have fallen from RMB 275/kg to RMB 250 /kg since March 2022 and 

again started inching back. Cobalt prices (10-15% wt) have fallen significantly from recent highs of USD82k/t in March 2022 to 

USD50k/t in August 2022 which is expected to improve margins. 

 

Exhibit 15: Tungsten Carbide 99.8%min 2.5-7.0um exw 
China (RMB/kg)   

Exhibit 16: LME Cobalt in USD/t  

  
Source: Edelweiss Wealth Research, Company data 

 

b. Strong parentage to support growth  

Kennametal Inc. (KMT) is world’s leading carbide tools manufacturer with more than 80 years of experience. Although industry 

remains highly fragmented and competitive, KMT derive its competitive advantage from its premium brand positions, global 

presence, application expertise, highly engineered components and state-of-the-art manufacturing facilities. Kennametal Inc.’s 

ISS Governance Quality Score as of July 31, 2022 is 1; which indicates lower governance risk. KNM continues its endeavour to 

develop and indigenize products and processes with specific focus on materials, processes, coatings and machining technology 

in collaboration with its parent. Opportunities in new sectors such as EV is being tapped with the help from parent. 
 

KMT’s Indian operations is fourth largest in terms of revenues and fourth largest in terms of assets. Share of India in group’s total 

global revenues went up to 5.4% in FY22 from 3.7% in FY16. Kennametal group has identified India as one of the important region 

to meet domestic as well as export demand. As a result, KNM has been consistently adding capacity for last 5 years and has spent 

INR 506cr. 

 

  As % of total sales   As % of total long lived assets 

  2020 2021 2022   2020 2021 2022 

USA 41.3% 37.6% 39.7%   58.5% 58.0% 58.4% 

Germany 13.2% 14.2% 13.1%   20.3% 20.7% 19.5% 

China 11.4% 13.2% 11.7%   8.9% 9.2% 9.2% 

India 4.3% 5.2% 5.4%   4.3% 4.2% 4.5% 

Canada 4.8% 4.3% 4.7%  2.0% 1.8% 1.8% 

Others 22.3% 22.3% 22.1%   6.0% 6.1% 6.6% 

Total 100.0% 100.0% 100.0%   100.0% 100.0% 100.0% 

Source: Kennametal Group, Edelweiss Wealth Research 
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c. Rising share of exports from Indian subsidiary  

KNM has always benefitted from parent’s presence across countries, exploring new export opportunities, efficient sourcing of 

raw materials and also on innovation front. Indian operations have become strategic from export point of view to unserved 

markets in AsiaPac. Kennametal group has identified India as one of the important region to meet domestic as well as export 

demand. As a result, KNM has been consistently adding capacity for last 5 years and has spent INR 506 Cr since FY16. Revenue 

share from exports in KNM has increased from 9% in FY14 to 23% in FY21. Also KNM  developed few new key export markets such 

as Europe and China over last few years. 

 

Exhibit 17: KNM revenue mix in FY14 (%)   Exhibit 18: KNM revenue mix in FY21 (%)  

  
Source: Kennametal Group, Edelweiss Wealth Research 

 

d. Localisation of traded goods to continue  

KNM’s dependence on imported raw materials was high and input costs used to go up due to rupee depreciation; however over 

the years company has continuously explored alternate supplies at lower prices and put in efforts to localise traded products 

which were being imported. Although traded goods proportion of hard metal products has declined from 56% in FY12 to 32% in 

FY21, still it is much higher and puts cap on margins due to transfer pricing mechanism and tend to pull down overall margins. As 

most of the global companies are trying to set up operations in India to cater to needs of APAC region, we expect KNM to gradually 

shift this traded goods to Indian subsidiary which would result in higher margins. Although it is parent’s decision of making Indian 

subsidiary as a global hub and it depends upon various factors such as KMT’s global available capacities, cost and delivery speed; 

considering India’s rising importance and strategic location for tapping untapped APAC markets, parent’s focus on KNM is 

expected to improve.    

 

 
Source: Kennametal Group, Edelweiss Wealth Research 
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IV. Company overview: Kennametal Inc. 

• With more than 80 years of materials expertise, Kennametal Inc. (KMT) is a global industrial technology leader, that helps 

customers across the aerospace, earthworks, energy, general engineering and transportation end markets build their 

products with precision and efficiency.  

• KMT was founded based on a tungsten carbide technology breakthrough in 1938 and was incorporated in Pennsylvania in 

1934 as a manufacturer of tungsten carbide metal cutting tooling.  

• KMTs core expertise includes the development and application of tungsten carbides, ceramics, super-hard materials and 

solutions used in metal cutting and extreme wear applications to keep customers up and running longer against conditions 

such as corrosion and high temperatures. 

• Its standard and custom product offering spans metal cutting and wear applications including turning, milling, hole making, 

tooling systems and services, as well as specialized wear components and metallurgical powders.  

 

Exhibit 19: Revenue mix by geography   Exhibit 20: Revenue by end user industry   

  
Source: Kennametal Group, Edelweiss Wealth Research 

 

• End users of KMT's metal cutting products include manufacturers engaged in a diverse array of industries including: 

transportation vehicles and components, machine tools and light and heavy machinery; airframe and aerospace components; 

and energy-related components for the oil and gas industry, as well as power generation.  

• KMT’s wear and metallurgical powders are used by producers and suppliers in equipment-intensive operations such as road 

construction, mining, quarrying, and oil and gas exploration, refining, production and supply. 

• Recently gained customesrs in EV space, semiconductors, laning gear, extrusion wear and additive manufacturing.  
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Exhibit 21: Growth roadmap FY23 and beyond  
 

 
 

Source: Edelweiss Wealth Research, Company data 

 

Kennametal India 

Established in 1964, KNM is a 75% subsidiary of KMT. It manufactures carbide tools and special purpose machines for automotive, 

transportation, defence, railways, infrastructure, energy and general engineering segments. It has a manufacturing unit in 

Bengaluru. The company operates under two divisions: Hard metal products (HMP) and Machining solutiaons (MS).  

The company’s product portfolio includes a wide selection of standard and customized technologies for metalworking, such as 

sophisticated metal cutting tools, tooling systems and services, as well as advanced, high-performance materials, such as 

cemented tungsten carbide products, super alloys, coatings and investment castings to address customer demands, under its  

Hard metal products division. The company also provides end-to-end solutions in design and manufacturing of high precision 

special purpose machines to meet the needs of end users in automotive, defense, railways, infrastructure and general engineering 

segments under Machining Solutions division. 
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V. Machine tools industry in India 
 

• Machine tools industry in India has grown at a CAGR of 14% over FY12-FY19 on the back of huge investments in infrastructure, 

railways, and automation.   

• Also, demand for high grade alloys machine tools/solutions from the automobile sector due to upgrading to BS VI norms has 

boosted growth in recent past. Post spread of Covid-19 consumption has fallen and it is expected to bounce back sharply 

again over next few years. 

• The machine tools market in India is highly fragmented with the presence of numerous small, medium, and large suppliers, 

which includes international and regional players.  

• Imports grew at a CAGR of 2%; accounting for 50% market share in India; which has come down from 55-60% earlier 

 

Exhibit 22: Machine tools sector – Growing at healthy pace 

INR Cr Production Imports Exports Consumption % Growth YoY 
Share of Imports 
in Consumption 

FY12 3781 5034 157 8658  58% 

FY13 3320 5635 113 8842 2.1% 64% 

FY14 2973 3589 139 6423 -27.4% 56% 

FY15 3768 4368 238 7898 23.0% 55% 

FY16 4727 5945 296 10376 31.4% 57% 

FY17 5803 6173 361 11616 12.0% 53% 

FY18 7293 7752 355 14690 26.5% 53% 

FY19 9612 12390 673 21329 45.2% 58% 

FY20 6152 10288 768 15672 -26.5% 66% 

FY21 6602 5965 531 12036 -23.2% 50% 

CAGR  6% 2% 14% 4%   

CAGR till pre 
Covid 

14% 14% 23% 14%   

Source: Company, IMTMA, Edelweiss Wealth Research 
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VI. Financial Analysis 
a. Revenue to grow at a CAGR of 22% over FY22–25E 

We expect KNM’s consolidated revenue to increase at a CAGR of 22% over FY22–25E as both business segments getting good 

traction over last few quarters. Overall buoyancy in domestic manufacturing activities is expected to drive revenue growth. As 

automotive sector continues to contribute ~50% of revenue and as it is also gaining traction over last few months, we expect 

revenue to follow strong growth path over next few years.  

 

Exhibit 23: Segment wise revenue over FY04–25E (INR Cr) 

 
Source: Edelweiss Wealth Research, Company data 

 

b. EBITDA margin to remain healthy  

KNM clocked EBITDA margin of 18.2% in FY22 due to pricing led growth in revenue as there was significant inflation in its key raw 

materials. Over last few months there has been commodity cool off which would help KNM to maintain higher margins as volume 

growth would also pick up giving an operating leverage.   

 

Exhibit 24: we expect KNM margins to improve gradually  

 
Source: Edelweiss Wealth Research, Company data 
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c. Trend in ROCE expected to improve  

 

  FY09 FY10 FY11 FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21 FY22 FY23E FY24E FY25E 

Sales/assets 1.2 1.4 1.8 1.7 1.4 1.6 1.6 1.5 3.7 3.8 3.7 1.9 2.3 2.6 2.6 2.6 2.4 

assets/equity 0.9 0.9 0.9 1.1 1.1 1.0 1.0 1.0 0.4 0.5 0.5 0.6 0.6 0.6 0.7 0.7 0.7 

NPM 7.9 14.2 17.5 12.2 3.0 3.1 5.9 3.6 3.7 6.6 9.3 4.5 8.1 11.6 13.1 14.2 12.8 

ROCE 8.6 17.7 29.8 22.7 4.7 5.1 9.3 5.5 6.2 11.9 16.7 5.3 11.5 18.1 22.3 25.1 22.6 

Source: Company, Edelweiss Wealth Research 

 

Exhibit 25: Margin improvement leading to an uptick in ROCE  

 
Source: Edelweiss Wealth Research, Company data 

 

KNM’s asset turnover and net profits margin has been major factors of improving ROCE. KNM has always benefited from robust 

capex cycle in India which eventually led to an increase in asset turnover and net profit margins (can be seen in above graph). 

We believe KNM is at an inflection point wherein there is a high likelihood of RoCE expansion once capex cycle picks up pace led 

by higher revenue growth. 
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VII. Valuation and Risks 
 

KNM offers strong earnings growth visibility as domestic manufacturing activity is showing early signs of strong upward 

movement. Its strong balance sheet and strong global parentage is expected to aid sustainable earnings growth. We expect a 

CAGR of 18% and 23% in revenue and EPS, respectively, over FY22–25E, driven by improving demand from key manufacturing 

sectors, higher operating leverage, and lower commodity prices. This will be accompanied by ROCE improvement from 18% c. 

to 25% by FY24E. We assign a TP of INR 3,384/share, valuing the company at 35x FY24E PE, at an average one-year forward PE 

multiple considering shorter time frame of five years as we are at an early stage of capex cycle.  

 

Exhibit 26: KNM one-year fwd PE valuation range  

 
Source: Company Data, Bloomberg, Edelweiss Wealth Research 

 

Exhibit 27: One-year fwd PE on a shorter time frame  

 
Source: Company Data, Bloomberg, Edelweiss Wealth Research 
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Exhibit 28: Peer comparison matrix: 

 
Source: Company Data, Bloomberg, Edelweiss Wealth Research 

 

Risks: 

Key downside risks to our price target include a) Stiff competition from global companies such as Sandvik, Walter, Iscar, Taegutec, 

Tungaloy, Makino, DMG Mori etc. as well as domestic companies; b) external factors affecting domestic economic growth; c) 

Capex cycle in India gets delayed, d) higher raw material prices, etc.  

(in INR M) Mcap CMP Net worth FY22 FY23E FY24E FY22 FY23E FY24E FY23E FY24E FY23E FY24E

A B B 6,64,470 3,136 40,452 8,665 11,560 13,673 6,677 8,983 10,601 55 47 78 64

Siemens 10,42,275 2,927 1,03,571 18,381 23,413 28,007 13,346 17,302 20,934 42 35 59 50

Engineers India 37,207 66 17,700 3,602 4,452 - 3,719 4,400 - 5 - 9 -

Larsen & Toubro 26,80,332 1,907 9,53,737 2,14,356 2,42,936 2,88,047 1,10,530 1,35,034 1,59,398 15 13 20 17

B H E L 2,05,790 59 2,65,066 11,613 17,753 15,350 5,921 10,637 8,883 10 12 19 23

Thermax 3,03,545 2,547 34,925 6,034 8,203 10,266 4,346 5,918 7,564 35 29 49 38

Cummins India 3,46,611 1,250 51,450 9,881 11,616 11,890 9,184 10,779 11,046 28 28 32 31

Kalpataru Power 64,530 433 44,175 14,574 16,988 18,565 5,480 6,907 7,826 5 5 10 8

K E C Intl. 1,10,869 431 36,199 11,507 16,573 20,111 4,750 8,237 10,561 8 7 13 10

Kennametal India 58,946 2,682 6,462 1,799 2,477 3,121 1,146 1,618 2,108 23 19 36 28

(in M currency)

Kennametal Inc. (USD) 1,783 22 1,291 370 392 421 149 166 188 6 6 11 9

Sandvik AB (Swedish Krona) 1,93,803 155 77,332 25,817 27,748 29,720 15,858 16,847 18,202 8 7 12 11

Lincoln Electric Holdings Inc (USD) 7,870 136 864 712 744 756 480 498 503 12 11 16 15

DMG Mori Co Ltd (JPY) 2,19,789 1,745 2,17,279 69,755 78,787 81,358 28,740 33,552 35,534 5 3 7 7

Makino Milling Machine Co Ltd (JPY) 1,11,027 4,460 1,78,778 24,800 25,175 25,750 14,074 13,742 13,783 3 3 8 8

EBITDA Net Income EV/EBITDA PER



 

 

Tactical Buy 
Kennametal India Ltd.  

Poised for an uptick  

17 

 

 

 

Financials 
Income statement      (INR crs) 

Year to March  FY21   FY22   FY23E   FY24E   FY25E  

Income from operations 811 991 1238 1486 1664 

Direct costs 433 500 607 713 807 

Employee costs 122 145 180 215 250 

Other expenses 138 166 204 245 283 

Total operating expenses 692 811 991 1174 1340 

EBITDA 119 180 248 312 325 

Depreciation and amortisation 38 36 41 48 57 

EBIT 81 144 207 264 268 

Other income 8 9 10 17 17 

Profit before tax 89 153 216 282 285 

Provision for tax 23 39 55 71 72 

Core profit 67 115 162 211 213 

Extraordinary items -1 0 0 0 0 

Profit after tax 66 115 162 211 213 

Adjusted net profit 66 115 162 211 213 

Equity shares outstanding (mn) 2.2 2.2 2.2 2.2 2.2 

EPS (INR) basic 30.0 52.1 73.6 95.9 97.1 

Diluted shares (Cr) 2.2 2.2 2.2 2.2 2.2 

EPS (INR) fully diluted 30.0 52.1 73.6 95.9 97.1 

Dividend per share 9.1 10.9 14.5 20.0 22.7 

Dividend payout (%) 66.1 46.1 43.5 45.9 51.6 

      

Common size metrics- as % of net revenues      

Year to March FY21 FY22 FY23E FY24E FY25E 

Operating expenses 85.3  81.8  80.0  79.0  80.5  

Depreciation 4.7  3.6  3.3  3.2  3.4  

Interest expenditure  1.0  0.9  0.8  1.2  1.1  

EBITDA margins 14.7  18.2  20.0  21.0  19.5  

Net profit margins 8.1  11.6  13.1  14.2  12.8  

      

Growth metrics (%)      

Year to March FY21 FY22 FY23E FY24E FY25E 

Revenues 26.5  22.1  25.0  20.0  12.0  

EBITDA  110.6  51.2  37.7  26.0  4.0  

PBT 120.7  71.3  41.3  30.2  1.2  

Net profit 127.4  74.0  41.2  30.2  1.2  

EPS 127.4  74.0  41.2  30.2  1.2  
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Balance sheet     (INR crs) 

As on 31st March FY21 FY22 FY23E FY24E FY25E 

Equity share capital 22.0  22.0  22.0  22.0  22.0  

Reserves & surplus 551  612  704  818  921  

Shareholders funds 573  634  726  840  943  

Long term provisions 4 8 8 8 8 

Sources of funds 577  642  733  847  951  

Gross block 356  381  481  581  681  

Depreciation 131  167  208  255  312  

Net block 225  214  273  326  369  

Capital work in progress 52  78  100  100  100  

Total fixed assets 277  292  374  426  469  

Other non current assets 2 7 7 7 7 

Investments 0  0  0  0  0  

Inventories 205  267  303  362  417  

Sundry debtors 113  137  168  205  237  

Cash and equivalents 115  51  70  82  98  

Loans and advances 7  11  24  30  35  

Other current assets 46 55 55 55 55 

Total current assets 486  520  620  734  842  

Sundry creditors 168  155  167  199  229  

Other current liabilities 0  0  76  90  104  

Provisions 19  21  25  30  33  

Total CL & provisions 188  176  267  319  367  

Net current assets 298  344  353  415  475  

Net Deferred tax      

Uses of funds 577  642  733  847  951  

Book value per share (INR) 261  288  330  382  429  

      

Cash flow statement     (INR crs) 

Year to March FY21 FY22 FY23E FY24E FY25E 

Net profit 66 115 162 211 213 

Add: Depreciation 38 36 41 48 57 

Gross cash flow 104 150 203 259 270 

Less: Changes in W. C. -63 109 -10 49 44 

Operating cash flow 167 41 213 209 226 

Less: Capex 53 61 100 100 100 

Free cash flow 114 -20 113 109 126 
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Ratios      

Year to March FY21 FY22 FY23E FY24E FY25E 

ROAE (%) 11.7 19.0 23.8 26.9 23.9 

ROACE (%) 10.4 17.7 22.5 25.0 22.3 

ROACE (%) (ex -cash) 12.4  20.8  25.0  28.1  25.1  

Debtors (days)(adj for cust advance) 37 35 35 35 35 

Current ratio 2.6 3.0 2.3 2.3 2.3 

Debt/Equity 0.0 0.0 0.0 0.0 0.0 

Inventory (days) 192 209 200 200 200 

Payable (days) 158 121 110 110 110 

Cash conversion cycle (days) 71 123 125 125 125 

Debt/EBITDA 0.0 0.0 0.0 0.0 0.0 

Adjusted debt/Equity 0.0 0.0 0.0 0.0 0.0 

      

Valuation parameters      

Year to March FY21 FY22 FY23E FY24E FY25E 

Diluted EPS (INR) 30.3  52.1  73.6  95.8  97.0  

Y-o-Y growth (%) 104.3  72.1  41.2  30.2  1.2  

CEPS (INR) 47 68 92 118 123 

Diluted P/E (x) 40.6  36.0  36.5  28.0  27.7  

Price/BV(x) 10.3  9.3  8.1  7.0  6.2  

EV/Sales (x) 7.2  5.9  4.7  3.9  3.5  

EV/EBITDA (x) 48.8  32.3  23.4  18.6  17.9  

Diluted shares O/S 2.2  2.2  2.2  2.2  2.2  

Basic EPS 30.3  52.1  73.6  95.8  97.0  

Basic PE (x) 40.6  36.0  36.5  28.0  27.7  

Dividend yield (%) 66.1  46.1  43.5  45.9  51.6  
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Edelweiss Broking Limited ("EBL" or "Research Entity") is regulated by the Securities and Exchange Board of India ("SEBI") and is licensed to carry on the business of broking, 

depository services and related activities. The business of EBL and its associates are organized around five broad business groups – Credit including Housing and SME 

Finance, Commodities, Financial Markets, Asset Management and Life Insurance. There were no instances of non-compliance by EBL on any matter related to the capital 

markets, resulting in significant and material disciplinary action during the last three years. This research report has been prepared and distributed by Edelweiss Broking 

Limited ("Edelweiss") in the capacity of a Research Analyst as per Regulation 22(1) of SEBI (Research Analysts) Regulations 2014 having SEBI Registration No. INH000000172. 

 

Broking services offered by Edelweiss Broking Limited under SEBI Registration No.: INZ000005231 (Member of NSE, BSE, MCX and NCDEX). EBL CIN: 

U65100GJ2008PLC077462. Research services offered by Edelweiss Broking Ltd. under SEBI Registration No. INH000000172. Depository Participant SEBI Registration No.: 

IN-DP-656-2021 with NSDL having DP ID: IN302201 & IN303719 and with CDSL having DP ID: 12032300. Investor grievance resolution team: 040-41151621; Email ID: 

Helpdesk@edelweiss.in (for trading related) and dpservicesebl@edelweiss.in (for demat related). Name of the Compliance Officer for Trading & DP - Mr. Pranav Tanna, 

Email IDs: complianceofficer.ebl@edelweissfin.com / ebl.dpcompliance@edelweissfin.com. Edelweiss Broking Ltd. also acts in the capacity of distributor for Products such 

as OFS, Mutual Funds and NCD etc 

Corporate Office: Edelweiss House, Off CST Road, Kalina, Mumbai - 400098, Contact 18001023335 / (022)-42722200 / 022-40094279. 

 

This Report has been prepared by Edelweiss Broking Limited in the capacity of a Research Analyst having SEBI Registration No.INH000000172 and distributed as per SEBI 

(Research Analysts) Regulations 2014. This report does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation 

of any transaction. The information contained herein is from publicly available data or other sources believed to be reliable. This report is provided for assistance only and 

is not intended to be and must not alone be taken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. Each 

recipient of this report should make such investigation as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred 

to in this document (including the merits and risks involved), and should consult his own advisors to determine the merits and risks of such investment. The investment 

discussed or views expressed may not be suitable for all investors. 

 

This information is strictly confidential and is being furnished to you solely for your information. This information should not be reproduced or redistributed or passed on 

directly or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose. This report is not directed or intended for distribution to, or 

use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or 

use would be contrary to law, regulation or which would subject EBL and associates / group companies to any registration or licensing requirements within such jurisdiction. 

The distribution of this report in certain jurisdictions may be restricted by law, and persons in whose possession this report comes, should observe, any such restrictions. 

The information given in this report is as of the date of this report and there can be no assurance that future results or events will be consistent with this information. This 

information is subject to change without any prior notice. EBL reserves the right to make modifications and alterations to this statement as may be required from time to 

time. EBL or any of its associates / group companies 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. EBL is committed to providing independent and transparent recommendation to its clients. Neither EBL nor any of its associates, 

group companies, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential including loss of revenue 

or lost profits that may arise from or in connection with the use of the information. Our proprietary trading and investment businesses may make investment decisions 

that are inconsistent with the recommendations expressed herein. Past performance is not necessarily a guide to future performance .The disclosures of interest statements 

incorporated in this report are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. The information 

provided in these reports remains, unless otherwise stated, the copyright of EBL. All layout, design, original artwork, concepts and other Intellectual Properties, remains 

the property and copyright of EBL and may not be used in any form or for any purpose whatsoever by any party without the express written permission of the copyright 

holders. 

 

EBL shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including network (Internet) reasons or snags in 

the system, break down of the system or any other equipment, server breakdown, maintenance shutdown, breakdown of communication services or inability of the EBL 

to present the data. In no event shall EBL be liable for any damages, including without limitation direct or indirect, special, incidental, or consequential damages, losses or 

expenses arising in connection with the data presented by the EBL through this report. 

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers simultaneously, not all customers may receive 

this report at the same time. We will not treat recipients as customers by virtue of their receiving this report. 

 

EBL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to time, have long or short positions in, and 

buy or sell the securities thereof, of company(ies), mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other 

compensation or act as a market maker in the financial instruments of the subject company/company(ies) discussed herein or act as advisor or lender/borrower to such 

company(ies) or have other potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of publication of 

research report or at the time of public appearance. EBL may have proprietary long/short position in the above mentioned scrip(s) and therefore should be considered as 

interested. The views provided herein are general in nature and do not consider risk appetite or investment objective of any particular investor; readers are requested to 

take independent professional advice before investing. This should not be construed as invitation or solicitation to do business with EBL. 

 

EBL or its associates may have received compensation from the subject company in the past 12 months. EBL or its associates may have managed or co-managed public 

offering of securities for the subject company in the past 12 months. EBL or its associates may have received compensation for investment banking or merchant banking or 

brokerage services from the subject company in the past 12 months. EBL or its associates may have received any compensation for products or services other than 

investment banking or merchant banking or brokerage services from the subject company in the past 12 months. EBL or its associates have not received any compensation 

or other benefits from the Subject Company or third party in connection with the research report. Research analyst or his/her relative or EBL’s associates may have financial 

interest in the subject company. EBL, its associates, research analyst and his/her relative may have other potential/material conflict of interest with respect to any 

recommendation and related information and opinions at the time of publication of research report or at the time of public appearance. 

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i) exchange rates can be volatile and are subject to large 

fluctuations; ( ii) the value of currencies may be affected by numerous market factors, including world and national economic, political and regulatory events, events in 

equity and debt markets and changes in interest rates; and (iii) currencies may be subject to devaluation or government imposed exchange controls which could affect the 

value of the currency. Investors in securities such as ADRs and Currency Derivatives, whose values are affected by the currency of an underlying security, effectively assume 

currency risk. 
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EBL’s Associates may have actual / beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of 

publication of research report. 

Research analyst or his/her relative has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the 

date of publication of research report: No 

 

EBL has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of research 

report: No 

Subject company may have been client during twelve months preceding the date of distribution of the research report. 

  

There were no instances of non-compliance by EBL on any matter related to the capital markets, resulting in significant and material disciplinary action during the last three 

years. 

A graph of daily closing prices of the securities is also available at www.nseindia.com 
 

 

Analyst Certification: 

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and 

its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report. 

 

Additional Disclaimer for U.S. Persons 

Edelweiss is not a registered broker – dealer under the U.S. Securities Exchange Act of 1934, as amended (the“1934 act”) and under applicable state laws in the United 

States. In addition Edelweiss is not a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended (the "Advisers Act" and together with the 

1934 Act, the "Acts), and under applicable state laws in the United States. Accordingly, in the absence of specific exemption under the Acts, any brokerage and investment 

services provided by Edelweiss, including the products and services described herein are not available to or intended for U.S. persons. 

 

This report does not constitute an offer or invitation to purchase or subscribe for any securities or solicitation of any investments or investment services and/or shall not 

be considered as an advertisement tool. "U.S. Persons" are generally defined as a natural person, residing in the United States or any entity organized or incorporated 

under the laws of the United States. US Citizens living abroad may also be deemed "US Persons" under certain rules. 

 

Transactions in securities discussed in this research report should be effected through Edelweiss Financial Services Inc. 

 

Additional Disclaimer for U.K. Persons 

The contents of this research report have not been approved by an authorised person within the meaning of the Financial Services and Markets Act 2000 ("FSMA"). 

In the United Kingdom, this research report is being distributed only to and is directed only at (a) persons who have professional experience in matters relating to 

investments falling within Article 19(5) of the FSMA (Financial Promotion) Order 2005 (the “Order”); (b) persons falling within Article 49(2)(a) to (d) of the Order (including 

high net worth companies and unincorporated associations); and (c) any other persons to whom it may otherwise lawfully be communicated (all such persons together 

being referred to as “relevant persons”). 

 

This research report must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this research report relates 

is available only to relevant persons and will be engaged in only with relevant persons. Any person who is not a relevant person should not act or rely on this research 

report or any of its contents. This research report must not be distributed, published, reproduced or disclosed (in whole or in part) by recipients to any other person. 

 

Additional Disclaimer for Canadian Persons 

Edelweiss is not a registered adviser or dealer under applicable Canadian securities laws nor has it obtained an exemption from the adviser and/or dealer registration 

requirements under such law. Accordingly, any brokerage and investment services provided by Edelweiss, including the products and services described herein, are not 

available to or intended for Canadian persons. 

This research report and its respective contents do not constitute an offer or invitation to purchase or subscribe for any securities or solicitation of any investments or 

investment services. 

 

Disclosures under the provisions of SEBI (Research Analysts) Regulations 2014 (Regulations) 

Edelweiss Broking Limited ("EBL" or "Research Entity") is regulated by the Securities and Exchange Board of India ("SEBI") and is licensed to carry on the business of broking, 

depository services and related activities. The business of EBL and its associates are organized around five broad business groups – Credit including Housing and SME 

Finance, Commodities, Financial Markets, Asset Management and Life Insurance. There were no instances of non-compliance by EBL on any matter related to the capital 

markets, resulting in significant and material disciplinary action during the last three years. This research report has been prepared and distributed by Edelweiss Broking 

Limited ("Edelweiss") in the capacity of a Research Analyst as per Regulation 22(1) of SEBI (Research Analysts) Regulations 2014 having SEBI Registration No.INH000000172. 
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