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SCRIP DETAILS 

Market Cap (Rs crores) 2,650.8 

P/E (x)-FY07(E) 15.3 

Market Cap/Sales (x) FY07(E) 1.3 

Market Cap/EBITDA (x) FY07(E) 10.5 

EV/EBIDTA (x) FY07(E) 8.6 

  

Equity Capital (Rs crores) 19.4 

Face Value (Rs) 2.0 

52 Week High/Low (Rs) 330/ 130 
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irloskar Oil Engines Ltd (KOEL) declared its results for the second quarter,
uch above our expectations;  

OEL has recorded a 45.3% growth in total operating income, from Rs 338.1
rores to Rs 491.2 crores, driven by a 58.4% growth in engine sales, from Rs
58.1 crores to Rs 408.8 crores, medium engines growing 62% YoY and small
ngines up 77% YoY. The net sales of the auto components segment grew
4.1%, from Rs 26.9 crores to Rs 33.4 crores, which was driven by the
apacity addition getting operational.  Operating profit has increased 81.2%,
rom Rs 31.8 crores to Rs 57.5 crores. PAT adjusted for extraordinary items
ncreased 196.2%, from Rs 21.9 crores to Rs 64.8 crores; PAT margins
mproved, from 6.5% to 13.2%. 

or H1FY07, total operational income has increased 39.4%, from Rs 665.7
rores to Rs 927.7 crores, driven by a 70.2% YoY-growth in small engines, ,
8% growth in medium engines, and 25.1% growth in large engines, The auto
omponents segment registered a growth of 17.4%, while exports have

ncreased 13.5%, from Rs 61 crores to Rs 70 crores. Operating profit has
ncreased 64.8%, from Rs 61.1 crores to Rs 100.7 crores and margins have
mproved 170 bps, from 9.2% to 10.9%, driven by a better product-mix and
perational efficiency. Adjusted PAT has increased 141.3%, from Rs 36.6
rores to Rs 88.3 crores; margins improved 400 bps, from 5.5% to 9.5%. 

ngines Segment driving growth  
n H1FY07, sales from the engines segment grew 49%, from Rs 506.4 crores
o Rs 754.7 crores, while margins improved from 8.6% to 10.3%, leading to a
8%-growth in PBIT, from Rs 43.8 crore to Rs 77.9 crores.  Capital employed
y the segment increased 24.9%, from 151.6 crores to Rs 189.4 crores and
OCE improved from 57.7% to 82.2%.  

or H1FY07, the share of small engines in total sales increased to 17.9%,
rom 15.3% in H1FY06. The sales grew 70.2%, from Rs 102.7 crores to Rs
74.8 crores. The growing demand for Gensets, especially due to the

ncreased growth from the telecom sector and the diesel agricultural market,
as stabilised, which fares well for KOEL  

he medium engines segment recorded a growth of 58% in net sales, from Rs
62.3 crores in H1FY06 to Rs 572.3 crores in H1FY07, increasing its
ontribution to total sales, from 53.9% to 58.5%. It is also working towards

ndigenising the 494HP-803HP engines by FY08; currently, the Company
ources the engines from Daewoo, Korea. 

he large engines segment grew 25.1%, from Rs 35.5 crores to Rs 44.4
rores, though its contribution to total sales dipped from 5.3% in H1FY06 to
.5% in H1FY07. The marine engines order book in this segment is strong
nd KOEL is negotiating for more such orders, and is likely to see increased
ontribution from this segment, in the coming years. 

uto Components Business 
n H1FY07, the auto components segment saw a 17.4% growth in revenues,
rom Rs 53 crores to Rs 62.2 crores. However, margins dropped from 10.7%
o 9.2%, leading to a PBIT of Rs 5.7 crores. KOEL has made a strategic
ecision to reduce its business from after-sales services (involving spares
arts) and focus on auto components supply to OEMs. Though currently,
rofitability in this segment is a little depressed, going ahead, with higher
ales from OEMs and as volumes pick up, margins would improve. 
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Financials 
 

In Rs crores Q2FY07 Q2FY06 
Chg 
(%) H1FY07 H1FY06 

Chg 
(%) FY06 FY07(E) 

Chg 
(%) 

Net Sales 476.3 327.9 45.3 903.3 645.5 39.9 1,395.3 1,910.0 36.9 

Other Operating Income 14.9 10.2 46.2 24.4 20.2 21.0 48.5 60.0 23.8 

Total expenditure 433.7 306.4 41.6 827.1 604.6 36.8 1,285.0 1,717.0 33.6 

Operating Profit 57.5 31.8 81.2 100.7 61.1 64.8 158.8 253.0 59.3 

OPM (%) 11.7 9.4   10.9 9.2   11.0 12.8   

Other Income 29.49        7.34  301.8      31.62         9.27  241.1   16.08     40.00  148.8 

Interest         2.91         2.17  34.1        6.58         4.21  56.3     9.74     13.00  33.5 

Depreciation        7.44       6.56  13.4      14.88       13.43  10.8  27.98     32.00  14.4 

PBT before Extra-ord 76.7 30.4 152.6 110.9 52.7 110.3 137.1 248.0 80.8 

PBT (%) 15.6 9.0   11.% 7.9   9.5 12.6   

Extraordinary Items        108.8           108.8     108.8     

PBT (reported) 76.7 139.2 -44.9 110.9 161.5 -31.4 246.0 248.0 0.8 

PAT - reported 64.8 130.7 -50.4 88.3 145.4 -39.3 200.6 173.0 -13.8 

PAT (adj. For extraord) 64.8 21.9 196.2 88.3 36.6 141.3 91.8 173.0 88.5 

PAT (%) 13.2 6.5   9.5 5.5   6.4 8.8   

Equity Share capital 19.4 19.4   19.4 19.4   19.4 19.4   

EPS (Rs) reported 6.7 13.5 -50.4 9.1 15.0 -39.3 20.7 17.8 -13.8 

Adj. EPS (Rs) 6.7 2.3 196.2 9.1 3.8 141.3 9.5 17.8 88.3 
 

Segment Revenue Q2FY07 Q2FY06 Chg (%) H1FY07 H1FY06 Chg (%)

Engines 408.8 258.1 58.4 754.7 506.4 49.0

% of Total  81.1 74.1  79.2 73.8

Auto Component 33.4 26.9 24.1 62.2 53.0 17.4

% of Total  6.6 7.7  6.5 7.7

Others 62.1 63.5 -2.2 135.7 127.1 6.8

% of Total  12.3 18.2  14.2 18.5

Total 504.3 348.5  952.7 686.5  

Less Inter segment 13.1 10.4 25.5 24.9 20.8 19.7

Net Sales 491.2 338.1 45.3 927.7 665.7 39.4

PBIT 

Engines 42.0 22.7 84.9 77.9 43.8 78.0

Segment Margin (%)  10.3 8.8  10.3 8.6

Auto Component 4.1 3.1 34.1 5.7 5.7 1.4

Segment Margin (%) 12.2 11.3  9.2 10.7

Others 6.6 1.6 316.4 7.6 1.9 301.1

Segment Margin (%)  10.7 2.5  5.6 1.5

Total 52.7 27.4 92.7 91.2 51.3 77.8

Capital Employed  

Engines 189.4 151.6 24.9 189.4 151.6 24.9

ROCE (%)  88.7 59.9  82.2 57.7

Auto Component 78.9 48.7 62.1 78.9 48.7 62.1

ROCE (%) 20.7 25.1  14.5 23.2

Total 878.2 773.7 13.5 878.2 773.7 13.5

ROCE (%) 24.0 14.1  20.8 13.3
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Second quarter results beat expectations 
 
KOEL has recorded a 45.3% growth in total operating income, from Rs 338.1 crores to Rs 491.2 crores, driven by a 
58.4% growth in engine sales, from Rs 258.1 crores to Rs 408.8 crores, medium engines growing 62% YoY and 
small engines up 77% YoY. The net sales of the auto components segment grew 24.1%, from Rs 26.9 crores to Rs 
33.4 crores, which was driven by the capacity addition getting operational.   
 
Operating profit has increased 81.2%, from Rs 31.8 crores to Rs 57.5 crores. Operating profit margins have 
improved 230 bps, from 9.4% to 11.7%; although raw material cost as a percentage of net sales increased 80 bps, it 
was more than offset by the 170 bps-improvement in other expenses as a percentage of net sales, from 13.4% to 
11.7%, and a 150 bps-improvement in staff cost as a percentage of net sales, from 6.6% to 5.1%.  
 
Interest cost increased 34.1%, from Rs 2.2 crores to Rs 2.9 crores, while depreciation increased 13.4%, from Rs 6.6 
crores to Rs 7.4 crores. Other income increased 301.8%, from Rs 7.3 crores to Rs 29.5 crores, leading to a 152.6% 
growth in PBT before extraordinary items, at Rs 76.7 crores, from Rs 30.4 crores. PAT adjusted for extraordinary 
items increased 196.2%, from Rs 21.9 crores to Rs 64.8 crores; PAT margins improved, from 6.5% to 13.2%.  
 
For H1FY07, total operational income has increased 39.4%, from Rs 665.7 crores to Rs 927.7 crores, driven by a 
70.2% YoY-growth in small engines, from Rs 102.7 crores to Rs 174.8 crores, 58% growth in medium engines, from 
Rs 362.3 crores to Rs 572.3 crores, and 25.1% growth in large engines, from Rs 35.5 crores to Rs 44.4 crores. The 
auto components segment registered a growth of 17.4%, while exports have increased 13.5%, from Rs 61 crores to 
Rs 70 crores.  
 
Operating profit has increased 64.8%, from Rs 61.1 crores to Rs 100.7 crores and margins have improved 170 bps, 
from 9.2% to 10.9%, driven by a better product-mix and operational efficiency. Raw materials cost as a percentage 
of net sales increased 90 bps, from 70.7% to 71.6%; however, other expenses as a percentage of net sales 
improved 120 bps, from 13.3% to 12.1%, and staff cost as a percentage of net sales improved 150 bps, from 6.9% to 
5.4%.  
 
Though interest cost increased 56.3%, form Rs 4.2 crores to Rs 6.6 crores, the 241.1% increase in other income, 
from Rs 9.3 crores to Rs 31.6 crores, helped. Depreciation increased 10.8%, from Rs 13.4 crores to Rs 14.9 crores.  
PBT before extraordinary items increased 110.3%, from Rs 52.7 crores to Rs 110.9 crores. In H1FY06, there was 
extraordinary income of Rs 97.5 crores, on account of profit on sale of shares of Cummins and Rs 11.34 crores 
being arrears of dividend. Adjusted PAT has increased 141.3%, from Rs 36.6 crores to Rs 88.3 crores; margins 
improved 400 bps, from 5.5% to 9.5%.  
  
KOEL declared its Q2 results much above our expectations; 
and accordingly, we have upgraded our earnings estimates. 
For FY07(E), we expect KOEL to post total operating 
income of Rs 1,970, up 36.4%, from Rs 1,443.8 crores in 
FY06, operating profit of Rs 253 crores, up 59.3%, from Rs 
158.8 crores, in FY06 and PAT of Rs 173 crores, up 88.5%, 
from Rs 91.8 crores. Thus, we revise our earlier FY07(E) 
EPS estimate, from Rs 14 to Rs 17.8.  

2WE
       Research Desk - Mumbai contact no.:022-4019 2900  email:content@way2wealth.com  website:www.way2wealth.com 

 
The Company has increased its focus on exports and is 
targeting its export earnings at 50% of total revenue in the 
next 4 to 5 years, as against 10% now. We expect the 
Company to achieve exports of Rs 210 crores in FY07(E), 
compared to 132 crores in FY06. The Company is planning 
to set up an export-oriented unit to manufacture engine 
valves, with a capital outlay of Rs 60 crores. It also plans to 
set up a greenfield engines plant at Kolhapur, in 
Maharashtra, with a capital outlay of Rs 400 crores. 

Improving financials
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Valuation and Conclusion 
 
All the key sectors that KOEL supplies to, i.e. farm equipment, tractors, power generation, construction and industrial 
machinery, are growing, while going forward the strong demand from manufacturing sector and the automobile 
sector-boom would keep the growth momentum intact. The engines segment would be the key revenue driver for the 
Company; while small and medium engines continue to drive growth, large engines would also contribute, in the 
years to come, and also help improve profitability. The Company has been giving increased thrust to cost efficiency 
and we expect it to see better margins, going ahead.  
 
For FY07, we expect the Company to post a growth of 36.4% in operating income, to Rs 1,970 crores and a 180 bps-
improvement in operating margins, resulting in a 59.3%-rise in operating profits, to Rs 253 crores. PAT is expected 
to be Rs 173 crores, compared to Rs 91.8 crores (adjusted), a growth of 88.5%, resulting in an EPS of Rs 17.8.  
 
At the CMP of Rs 273, the stock is trading at a P/E of 15.3x its FY07(E) EPS of Rs 17.8 and at EV/ EBITDA of 8.6x. 
Also, the Company has cash and cash equivalent of nearly Rs 57 a share. The stock offers tremendous value at the 
current levels; we maintain our Buy, with a medium to long-term perspective. 
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Disclaimer, Disclosure and Copyright Notice 
 
The contents of this material are general and are neither comprehensive nor appropriate for every individual and are 
solely for the informational purposes of the readers.  
 
This material does not take into account the specific investment objectives, financial situation or needs of an 
individual/s or a Corporate/s or any entity/s. A qualified professional should be consulted before making an 
investment decisions or acting on any information contained in this material.  
 
All investments involve risk and past performance does not guarantee future results. Investigate before you invest. 
You are strongly cautioned to verify any information before using it for any personal or business purpose. 
 
Way2wealth Brokers (P) Limited (herein after called Way2Wealth) does not guarantee the accuracy, quality or 
completeness of any information. Much of the information is relevant only in India. Way2wealth makes no warranties, 
either express or implied, including, but not limited to warranties of suitability, fitness for a particular purpose, 
accuracy, timeliness, completeness or non-infringement.  
 
In no event shall Way2Wealth be liable for any damages of any kind, including, but not limited to, indirect, special, 
incidental, consequential, punitive, lost profits, or lost opportunity, whether or not Way2Wealth has been advised of 
the possibility of such damages.  
 
This material contains statements that are forward-looking; such statements are based upon the current beliefs and 
expectations and are subject to significant risks and uncertainties. Actual results may differ from those set forth in the 
forward-looking statements. 
 
These uncertainties include but are not limited to: the risk of adverse movements or volatility in the securities 
markets or in interest or foreign exchange rates or indices; adverse impact from an economic slowdown; downturn in 
domestic or foreign securities and trading conditions or markets; increased competition; unfavorable political and 
diplomatic developments; change in the governmental or regulatory policies; failure of a corporate event and such 
others. 
 
This is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to participate 
in any particular trading strategy. No part of this material may be copied or duplicated in any form by any means or 
redistributed without the written consent of Way2Wealth. In no event shall any reader publish, retransmit, redistribute 
or otherwise reproduce any information provided by Way2Wealth in any format to anyone. Way2Wealth and its 
affiliates, officers, directors and employees including persons involved in the preparation or issuance of this report 
may from time to time have interest in securities thereof, of companies mentioned herein. 
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