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Morning Insight 

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

  

News Highlights 
 The wholesale price index based inflation rate surged to 5.13% in 

September from 4.53% in the previous month, reflecting an increase in 
the rate of non-food articles’ price rise. Though CPI inflation also rose in 
September compared to the previous month, the price rise was higher in 
WPI. (BS) 

 Exports declined for the first time this financial year, by a moderate 2.15% 
at $27.95 bn in September, despite rupee depreciating against the dollar. 
However, this could not widen the trade deficit, which fell to a five-month 
low as the pace of import growth also slowed. (BS) 

 The government is planning to ease norms for the entry of more private 
players into fuel retailing. (BS) 

 Demand for electricity has gone up in the past two months owing to 
increase in diesel prices, with October recording a spike of 12.5% 
compared to the same period last year. The increase was aided by captive 
power producers and diesel-run industrial units shifting their demand on 
grid-connected power. (BS) 

 Indian Oil Corporation Ltd is giving final touches to the commissioning 
of eastern India’s first LPG pipeline - Paradip–Haldia-Durgapur LPG 
pipeline (PHDPL). The inter-state pipeline, built with an investment of Rs 
13.3 bn, is slated to be commissioned in November. (BS) 

 Voting on JSW Steel's revised offer of Rs 193.50 bn for Bhushan Power 
& Steel, currently going through the insolvency process, started on 
Monday. (BS) 

 Reliance Industries may soon buy controlling stakes in two of India’s 
largest cable TV and broadband service providers, Hathway Cable & 
Datacom and DEN Networks, as it seeks to ramp up coverage of its 
ambitious high-speed broadband network. (ET) 

 Dr Reddy’s has announced entering into a definitive agreement with 
Therapiva, an emerging generic pharmaceuticals firm, to sell its active 
pharmaceutical ingredients (APIs) manufacturing facility located in 
Hyderabad’s Jeedimetla. (ET) 

 The NTPC and Nalco managements have decided to cancel the proposed 
2,400-MW Gajamara power project located in Dhenkanal district of 
Odisha. (BL) 

 National Aluminium Company is clawing towards profitability in 
aluminium business. Historically, alumina sales have been propelling the 
company's profits, with 46% share in gross turnover and contributing 
nearly 80% to its EBITDA. (BS) 

 BP and Reliance Industries will produce 10% of India's gas demand by 
2022, the British energy company's chief executive, Robert Dudley. (Nikkei 
Asian Review) 

 Globus Spirits announced the resumption of operations and 
commencement of commercial production of Bihar unit from Oct. 09. This 
unit has a production capacity of 80,000 bulk litre per day. (BSE) 

What’s Inside 
 Company Update: Engineers India Ltd 

Source: ET = Economic Times, BS = Business Standard, FE = Financial Express, IE = 
Indian Express, BL = Business Line, ToI: Times of India, BSE = Bombay Stock Exchange, 
MC = Moneycontrol 

 

 
15-Oct 1 Day 1 Mth 3 Mths

Indian Indices 
SENSEX Index 34,865 0.4      (8.5)     (4.6)     
NIFTY Index 10,513 0.4      (8.7)     (4.6)     
NSEBANK Index 25,388 (0.0)     (6.5)     (5.7)     
NIFTY 500 Index 8,812 0.5      (10.0)   (5.7)     
CNXMcap Index 16,902 0.9      (12.8)   (7.5)     
BSESMCAP Index 14,353 1.4      (13.9)   (11.4)   

World Indices
Dow Jones 25,251 (0.4)     (3.5)     0.7      
Nasdaq 7,431 (0.9)     (7.2)     (4.8)     
FTSE 7,029 0.5      (3.8)     (7.5)     
NIKKEI 22,271 (1.9)     (3.0)     (0.8)     
Hangseng 22,271 (1.9)     (3.0)     (0.8)     
Shanghai 25,445 (1.4)     (6.2)     (10.3)   

Value traded (Rs cr)
Cash BSE (23.9)   
Cash NSE (19.5)   
Derivatives 9.1      

Net inflows (Rs cr) 12-Oct MTD YTD
FII (1,108) (17,344) (32,406)
Mutual Fund 1,355 9,885 98,140

Nifty Gainers & Losers Price Chg Vol
15-Oct (Rs) (%) (mn)

Gainers
Dr. Reddy's Lab 2,567  4.8      1.1      
Cipla 648     4.0      2.7      
Infosys 699     3.0      6.2      

Losers
Bajaj Finserv 5,634  (3.1)     0.2      
Hindustan Unilever 1,526  (2.8)     3.9      
HPCL 213     (2.7)     18.6    

Advances / Declines (BSE)
15-Oct A B T Total  % total
Advances 280   685       86       1,051  100     
Declines 148   308       60       516     49       
Unchanged 3      17         14       34       3        

Commodity
15-Oct 1 Day 1 Mth 3 Mths

Crude (US$/BBL) 81.1      0.3      3.8      12.8    
Gold   (US$/OZ) 1,227.3  0.8      2.7      (1.2)     
Silver  (US$/OZ) 14.7      0.6      4.6      (6.9)     

Debt / forex market 15-Oct 1 Day 1 Mth 3 Mths
10 yr G-Sec yield % 7.9        8.0      8.1      7.8      
Re/US$ 73.8      73.6    72.5    68.6    

Nifty

Source: Bloomberg
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ENGINEERS INDIA LTD (EIL) 
PRICE RS.117 TARGET RS.155 BUY 

Key highlights 

 We met with the management of EIL to get perspective on the company’s 
operations. Management is able to reassure (during the course of our 
interaction) that the company is well poised to benefit from the potential 
order flows in the domestic hydrocarbon space over the next three years. 
Middle East/Africa market has started to gain buoyancy after recent increase 
in crude oil price.   

 EIL recently bagged long awaited Rs 50 Bn HPCL Rajasthan refinery order from 
HPCL taking record order book to over Rs 110 Bn. However, being heavily 
dependent on government spending, we believe that further order 
awarding/bidding in the sector would remain modest until general election, 
2019. We expect meaningful order flows from 2HFY20 onwards.   

Valuation & outlook 

We reduce exit multiple (ascribe PER of 18x FY20 core earnings vis-à-vis PER 
23x FY20 core earnings earlier) to factor in near/medium term sluggishness 
in order booking. However we believe that EIL stock is trading at extremely 
cheap valuation at PER 12x FY20 core earnings. Reiterate BUY with revised 
target price of Rs 155 (Rs 187 earlier).  

 

Management meet update 

We met the management of EIL to get perspective on the overall business 
environment unfolding in the domestic and overseas business. Below are the 
key highlights of our interaction.  

Domestic market expected to remain buyout in the long term, 
however order flows expected remain modest over the next three 
quarters  

Management reiterated long term positive outlook on order inflows in 
domestic market driven by 1/ brownfield expansion of refineries (including 
small refineries with capacity of less than 3 mmtpa) 2/ set up or integration 
of petrochemical plants with existing refineries and 3/ greenfield refinery 
expansion- including Maharashtra Refinery.    

EIL recently won Rs 50 Bn order from HPCL for execution of Barmer 
Rajasthan Greenfield refinery project. The order is split into Rs 11.8 Bn of PMC 
(Project management & consulting) job and balance into LSTK (Lump sum 
turnkey project).  With this order win, company order backlog amounts to 
record level of over Rs 110 Bn.  

As per management, execution of this order would start in the Q4FY19 and 
major revenue shall flow in FY20/21.  

 

 

 

 

Management Meet Update 

Stock Details   

Market cap (Rs mn)  : 74155 

52-wk Hi/Lo (Rs) : 206 / 100 

Face Value (Rs) : 5 

3M Avg. daily vol (Nos) : 2,945,254 

Shares o/s (mn)  : 632 

Source: Bloomberg   

Financial Summary 

Y/E Mar (Rs mn) FY18 FY19E FY20E 

Revenue 17,876 25,247 28,081 

Growth (%) 23.4 41.2 11.2 

EBITDA 4,131 5,554 6,739 

EBITDA margin (%) 23.1 22.0 24.0 

PAT 3,779 4,837 5,636 

EPS 6.0 7.7 8.9 

EPS Growth (%) 16.3  28.0  16.5  

BV (Rs/share) 36 36 36 

Dividend/share (Rs)  4.0   6.1   7.1  

ROE (%) 15.0 21.2 24.6 

ROCE (%) 14.9  21.1  24.3  

P/E (x) 19.6 15.3 13.1 

EV/EBITDA (x) 11.9 8.8 7.3 

P/BV (x) 3.3 3.2 3.2 

Source: Company, Kotak Securities - PCG 

Shareholding Pattern (%)   

(%) Jun-18 Mar-18 Dec-17 

Promoters 52.0 52.0 52.0 

FII 4.3 5.6 5.9 

DII 27.3 19.2 18.3 

Others 16.4 23.2 23.9 

Source: Company    

Price Performance (%)   

(%) 1M 3M 6M 

Engineers India   (11.1)  (4.7)  (26.6) 

Nifty  (8.7)  (4.6)  0.3 

Source: Bloomberg    

Price chart (Rs) 

 

Source: Bloomberg 
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Some of the potential orders can arise from the following Hydrocarbon expansion plans over FY18-21. 

Project Client Scope Estimated Consultancy Jobs (Rs Bn) 

Bina refinery expansion  BPCL Expansion from 6 mn MT to 7.8 mn MT 1 to 1.25 

Bina refinery expansion  BPCL 9 mn MT Grassroot expansion 9 to 10 

Kochi propylene derivatives BPCL Propylene derivatives 2.5 to 5 

Bhatinda Expansion  HPCL a) Low cost initial expansion. B) Doubling of capacity.  

  C) Petrochemical integration. 4 to 4.5 

Numaligarh Expansion BPCL   na 

Expansion of Vishakhapatnam refinery (awarded) HPCL Expansion by 9 mn mt 4 to 5 

Barauni Refinery IOC Expansion by 6 mn MT and petrochemical integration na 

West Coast refinery IOC BPCL, HPCL, IOC 9 to 10 

Source: Company, Kotak Securities – Private Client Research 

   

On overseas business front, EIL stated that business from Middle East and 
Africa could improve with improved sentiment driven by recent increase in 
crude oil prices.  

Acquisition of PDIL to bring synergy in the fertilizer business; 
management dismisses the threat of misuse of its cash reserves 

EIL has recently made a bid for acquiring 100% stake in another public 
undertaking-PDIL Ltd. Currently PDIL is under the Ministry of Chemicals & 
Fertilizers. Founded in 1978, PDIL provides design engineering and 
consultancy services. It serves fertilizer and allied chemical industries, oil and 
gas sector, power and infrastructure sectors in India and internationally.   

Without divulging the valuation details, EIL management has posed 
confidence in PDIL being value accretive in the long term. As per 
management, PDIL has an efficient employee base and EIL could enhance 
PDIL’s reach into new geographies.  

EIL other investments till date includes: 1/ Rs 3.4 Bn for 26% stake in 
Ramagundam Fertilizer plant (as of date Rs 2.4 Bn in already infused) 2/ Rs 
600 mn in oil blocks (Rs 220 mn written off against this investment). 
Management stated that the company is not looking for major acquisitions 
in the near term and has reassured that the inorganic initiatives would be in 
line with company’s core operations in-Hydrocarbons, Fertilizers, Water 
Management and Smart Cities. 

We believe that the street has been skeptical about company’s cash reserves 
(amounting to c. Rs 25 Bn), getting diverted towards recapitalization of other 
government owned sick companies. Management, however has dismissed 
any such threat to its cash reserves and has maintained that the company 
shall maintain its dividend payout at current 80% level. 

Order book likely to report traction in the long term driven by 
recovery in capex by major Indian OMCs 

EIL’s order book stood at over Rs 110 Bn, offering four years visibility. 
Management believes that the pace of order booking should improve in 
2HFY20/FY21. In our estimates we build, revenue growth at 25% CAGR 
between FY 18-20 from Rs. 17.8 Bn in FY18 to Rs 28 Bn in FY20E.  

Within the revenue streams, we expect consultancy & engineering business 
to grow at 12% CAGR in the same period. Lumpsum turnkey project segment 
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(LSTP) is expected to grow substantially (on low base of FY18), also aided by 
recent Vishakhapatnam refinery order.   

Segment revenues (Rs bn) 

 

Source: Company, Kotak PCG-Research   

We also believe that the operating margins have nearly bottomed out and 
build EBITDA margin at 22% and 24% in FY19 and FY20 respectively. As per 
management, the major revenue/margin growth would follow in FY20/21 
driven by pick up in execution of current order book in 2HFY20-FY21. 

Operating margin trend   

 

Source: Company, Kotak Securities – Private Client Research   

Valuation and Recommendation 

We don’t foresee asymmetric risk to our long term investment thesis however 
reduce exit multiple (to PER 18x FY20 core earnings vis-à-vis PER 23x FY20 
core earnings earlier) to factor in near/medium term sluggishness in order 
booking. However we believe that EIL stock is trading at extremely cheap 
valuation at PER 12x FY20 core earnings. Reiterate BUY with revised target 
price of Rs 155 (Rs 187 earlier).  

Valuation Table  

 Rs mn (FY20) 

Core PAT 4,412 

PER  (x) 18 

Net Cash  24816 

Target valuation  104236 

Target Valuation (Target Price) per share (Rs) 155 

Source: Kotak Securities – Private Client Research 
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About the company 

Engineers India Ltd (EIL) is a leading global engineering consultancy and EPC 
company. Established in 1965, EIL provides engineering consultancy and EPC 
services principally focused on the oil & gas and petrochemical industries. 
The Company has also diversified into sectors like infrastructure, water and 
waste management, solar & nuclear power and fertilizers to leverage its 
strong technical competencies and track record. 
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Financials: Standalone 

 

  

Profit and Loss Statement (Rs mn)    

(Year-end Mar) FY17 FY18 FY19E FY20E 

Revenues  14,486   17,876   25,247   28,081  
% change yoy  (4.1)  23.4   41.2   11.2  
EBITDA  3,022   4,131   5,554   6,739  
% change yoy  53.3   36.7   34.5   21.3  
Depreciation   225   238   236   245  
EBIT  2,797   3,892   5,318   6,494  
% change yoy  62.3   39.2   36.6   22.1  
Net Interest  32   6   6   6  
Other Income 2236.6 1795 1800 1800 
Earnings Before Tax  5,002   5,682   7,113   8,289  
% change yoy  16.5   13.6   25.2   16.5  
Tax  1,751   1,902   2,276   2,652  
as % of EBT  35.0   32.0   32.0   32.0  
Extraordinary Income 0  0  0  0  
Recurring PAT  3,250   3,779   4,837   5,636  
% change yoy 10.0  16.3  28.0  16.5  
EPS (Rs)  5.1   6.0   7.7   8.9  
DPS (Rs)  3.2   4.0   6.1   7.1  
CEPS  5.5   6.4   8.0   9.3 

Source: Company, Kotak Securities – Private Client Research 
    

Cash flow Statement (Rs mn)    

(Year-end Mar) FY17 FY18 FY19E FY20E 

PBT  5,002   5,682   7,113   8,289  
Depreciation  225   238   236   245  
Current liabilities incl provisions 2,071   6,185   1,070   2,087  
Increase in inventory  10   -     -     -    
Increase in sundry Debtors  (67)  (1,619)  (914)  (714) 
Increase in advances  14   4   (7)  (8) 
Other Current Assets  (121)  (487)  (1,977)  (776) 
Tax Paid  (1,751)  (1,902)  (2,276)  (2,652) 
Other Adjustments (801) 689  0  0  
Net cash from operations  4,582   8,790   3,244   6,470  
Purchase of fixed Assets  (55)  (212)  (386)  (395) 
Net investments  (4,943)  2,967   -     -    
Other investment activities (655) (285) 1272  (1) 
Net cash from investing  (5,652)  2,470   886   (396) 
Change in Borrowings 0 0 0 0 
Dividend Paid  (2,438)  (3,048)  (4,666)  (5,438) 

Issue of common equity -  (6,500) - - 
Net Cash from financing   (2,438)  (9,548)  (4,666)  (5,438) 
Net Cash Flow  (3,509)  1,711   (537)  636  
Cash at the end of year  23,105   24,816   24,279   24,916 

Source: Company, Kotak Securities – Private Client Research 
 
    

Balance sheet (Rs mn)     

(Year-end Mar) FY17 FY18 FY19E FY20E 

Cash and cash equivalents  23,105   24,816   24,279   24,916  
Accounts receivable  3,831   5,449   6,364   7,078  
Loans & advances  108   103   111   118  
 
Other current assets  4,454   4,940   6,917   7,693  
Current Assets  8,392   10,493   13,391   14,890  
Net fixed assets  2,231   2,204   2,354   2,504  
 

Investments  5,695   2,728   2,728   2,728  
 Other non-current assets  3763 4062 2790 2791 
Total Assets  43,186   44,303   45,543   47,829  
 
Debt  -     -     -     -    
Equity & reserves  27,760   22,679   22,849   23,047  
Other liabilities  211   224   224   224  
Current Liabilities  15,216   21,400   22,470   24,557  
Total Liabilities  43,186   44,303   45,543   47,829  
 
BVPS 43.9 35.9 36.2 36.5 

Source: Company, Kotak Securities – Private Client Research 
    

Ratio Analysis    

(Year-end Mar) FY17 FY18 FY19E FY20E 

EBITDA margin (%)  20.9   23.1   22.0   24.0  
EBIT margin (%)  19.3   21.8   21.1   23.1  
Net profit margin (%)  22.4   21.1   19.2   20.1  
Adjusted EPS growth (%)  10.0   16.3   28.0   16.5  
     

Receivables (days)  96.5   111.3   92.0   92.0  
Sales / Net Fixed Assets (x)  6.1   7.2   9.8   10.5  
Debt/ equity ratio   -     -     -     -    
     
ROE (%)  11.6   15.0   21.2   24.6  
ROCE (%)  11.6   14.9   21.1   24.3  
     
EV/ Sales   3.4   2.7   1.9   1.7  
EV/EBITDA  16.3   11.9   8.8   7.3  
Price to earnings (P/E)  22.7   19.6   15.3   13.1  
Price to book value (P/B)  2.7   3.3   3.2   3.2  
Price to cash earnings  21.3   18.4   14.6   12.6 

Source: Company, Kotak Securities – Private Client Research 
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RATING SCALE 

Definitions of ratings 

BUY  – We expect the stock to deliver more than 12% returns over the next 12 months 

ACCUMULATE – We expect the stock to deliver 5% - 12% returns over the next 12 months 

REDUCE – We expect the stock to deliver 0% - 5% returns over the next 12 months 

SELL – We expect the stock to deliver negative returns over the next 12 months 

NR – Not Rated. Kotak Securities is not assigning any rating or price target to the stock. The 
  report has been prepared for information purposes only.  

SUBSCRIBE  -  We advise investor to subscribe to the IPO. 

RS – Rating Suspended. Kotak Securities has suspended the investment rating and price target 
  for this stock, either because there is not a Sufficient fundamental basis for determining, or 
  there are legal, regulatory or policy constraints around publishing, an investment rating or 
  target. The previous investment rating and price target, if any, are no longer in effect for this 
  stock and should not be relied upon. 

NA – Not Available or Not Applicable. The information is not available for display or is not 
  applicable 

NM – Not Meaningful. The information is not meaningful and is therefore excluded. 

NOTE – Our target prices are with a 12-month perspective. Returns stated in the rating scale are our 
  internal benchmark. 
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Disclosure/Disclaimer 
Kotak Securities Limited established in 1994, is a subsidiary of Kotak Mahindra Bank Limited. Kotak Securities is one of India's largest brokerage and distribution house.  
Kotak Securities Limited is a corporate trading and clearing member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE), Metropolitan 
Stock Exchange of India Limited (MSE). Our businesses include stock broking, services rendered in connection with distribution of primary market issues and financial 
products like mutual funds and fixed deposits, depository services and Portfolio Management.  
Kotak Securities Limited is also a depository participant with National Securities Depository Limited (NSDL) and Central Depository Services (India) Limited (CDSL). Kotak 
Securities Limited is also registered with Insurance Regulatory and Development Authority as Corporate Agent for Kotak Mahindra Old Mutual Life Insurance Limited and 
is also a Mutual Fund Advisor registered with Association of Mutual Funds in India (AMFI). We are registered as a Research Analyst under SEBI (Research Analyst) 
Regulations, 2014. 
We hereby declare that our activities were neither suspended nor we have defaulted with any stock exchange authority with whom we are registered in last five years. 
However SEBI, Exchanges and Depositories have conducted the routine inspection and based on their observations have issued advise/warning/deficiency letters/ or 
levied minor penalty on KSL for certain operational deviations. We have not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; 
nor has our certificate of registration been cancelled by SEBI at any point of time.  
We offer our research services to clients as well as our prospects. 
This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person. 
Persons into whose possession this document may come are required to observe these restrictions. 
This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This report is not to be construed as an offer 
to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of 
Kotak Securities Ltd. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual 
clients. 
We have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable though its accuracy or completeness cannot be 
guaranteed. Neither Kotak Securities Limited, nor any person connected with it, accepts any liability arising from the use of this document. The recipients of this material 
should rely on their own investigations and take their own professional advice. Price and value of the investments referred to in this material may go up or down. Past 
performance is not a guide for future performance. Certain transactions -including those involving futures, options and other derivatives as well as non-investment grade 
securities - involve substantial risk and are not suitable for all investors. Reports based on technical analysis centers on studying charts of a stock's price movement and 
trading volume, as opposed to focusing on a company's fundamentals and as such, may not match with a report on a company's fundamentals. 
Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information discussed 
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