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BUY CMP Rs73 Target Rs102 Upside 39%

Our View: When compared to GDP growth, the average energy multiplier for India has
been at ~0.8x of GDP growth. Hence, assuming 5% CAGR demand for petroleum
products, India is likely to face supply deficit situation by FY25. In addition, current
refining capacity utilization stands at 100%+, which warrants significant capex, implying
improving business prospects for ENGR over medium to long term. Hence, Govt. has
set up a plan to nearly double its oil refining capacity in the next 5 years (refining
capacity expansion of ~250MMTPA), so the cumulative capex is expected to be Rs7-
8trn, implying a PMC opportunity size of ~Rs450-500bn for ENGR. Engineers India’s
core business is services based on strong technical knowhow which enables it to
operate on negative working capital & negligible capex (Infinite core RolC) leading to
strong free cash flows. We cut FY22E/FY23E EPS by 11%/8% to factor in the subdued
margin in LSTK segment & lower other income. Margins seems to have bottomed out
in FY21 & expect its improving trend over FY22-FY23. Given debt-free balance sheet,
market leadership, superlative avg. FCF yield of 14%, strong execution capability and
inexpensive valuation (8.6x FY23 earnings, -1.55D of long term average). Retain BUY
with TP of Rs102.

Key highlights from Q3FY21 earnings call

FY22 order inflow guidance at Rs15-20bn: ENGR has two committed order from i)
Indian Qil for Panipat refinery expansion, and ii) the other project for BPCL. The major
project execution for these is targeted next year. So, phase 2 of these projects is
targeted by middle of next year. The main project execution for Panipat refinery is
expected to be in the range of Rsé6bn and for BPCL - Rs2bn. Besides, ENGR is looking
for new refinery at Kaveri basin from Indian Qil (Indian Oil has approved capex for this
refinery and bidding process has been initiated with order expected this end of the year
or beginning of next year). Moreover, company is looking for Mangalore refinery
expansion project for which feasibility study has been done. One or more small project
from Numaligarh could materialize by the end of quarter for revamp and quality
upgrade of Numaligarh refinery. In addition, HEML cracker expansion from 1.2 to
1.5mmtpa; Cracker project is currently ongoing for 1.2 mmtpa and subsequent
expansion is planned next year. Order inflow for FY22E is expected to be in the range
of Rs15bn - Rs20bn.

Exhibit 1: Financial Summary

Y/e 31 Mar (Rs m) FY19 FY20 FY21E FY22E FY23E

Revenues 24,443 32,031 28,351 32,190 36,529

yoy growth (%) 36.7 31.0 (11.5) 13.5 13.5

Operating profit 3,660 4,430 2,686 3,863 4,997

OPM (%) 15.0 13.8 9.5 12.0 13.7

Adjusted PAT 3,701 4,302 3,430 4,384 5,356

yoy growth (%) (0.7) 16.3 (20.3) 27.8 22.2

EPS (Rs) 5.9 6.8 5.4 6.9 8.5 UMESH RAUT
Lead Analyst

P/E (x) 12.5 10.7 13.4 10.5 8.6 -
umesh.raut@ysil.in

Price/Book (X) 2.0 2.0 1.9 1.7 1.6 +91 7874052571

EV/EBITDA (x) 5.8 4.8 7.9 5.5 4.3

Net D/E (x) (1.2) (1.2) (1.1) (1.1) (1.2) Tanay Rasal Associate

Core RolC (%) 16.3 18.7 14.3 17.1 19.4 AMAR AMBANI, Sr. President, Head of Research

RoE (%) 16.3 18.6 14.2 171 19.4
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v" Margins of Turnkey segment (LSTK) likely to remain muted in near term: Currently, the
company is executing two jobs - i) Rajasthan refinery project, and ii) HPCL VRMP project
which are cost plus project with margins at competitive pricing. The company has provided
certain provisions - Guarantee/warranty liabilities for these projects which resulted in lower
margin. So, when these projects are completed, the provisions might be released leading to
higher margins. With current orderbook, turnkey margin is expected to be in the range of 2-
3%

v" Update on RFPL: Commissioning of RFPL was targeted during Dec-2020. However, it got
delayed due to equipment related problem in CPP plant executed by BHEL. Problem has
been rectified now. Now, the targeted commissioning of project is in Feb-2021.

v" Barmer Refinery: The total capex for Barmer refinery is estimated around Rs450-480bn.
ENGR is currently executing two jobs - i) PMC: Rs11.8bn, and ii) OB job: Rs37bn. Overall
progress for the project is at 20-25% on the capex with proportionate contracts with ENGR.

v' Exports markets are still sluggish due to fall in crude oil prices. Mgmt. expects recovery in
ordering activities in early FY22.

v Healthy cash balance of Rs25bn including customer advance Rs1-1.5bn as of Q3FY21
v" Capex guidance: Capex for FY21/FY22 at Rs0.75bn/Rs1.5bn respectively.

Q3FY21 standalone results

v" Sales declined by 6% yoy to Rs8.4bn (marginal miss vs our est.) as Consultancy/LSTK
segment revenues were down by 2%/9% yoy respectively.

v" Consultancy/LSTK segment sales mix was 43%/57% for Q3FY21

EBITDA was down 12% yoy as LSTK segment margin declined from 3.0% to 1.4% while
consultancy segment margin improved by 70bps yoy to 25.4%

v" Other income was down 27% yoy.

v' Adjusted PBT stood at Rs1.2bn, down 19% yoy (-23% vs our est.)

Exhibit 2: Quarterly results table (Standalone)

(Rs mn) Q3FY21 Q3FY20 %yoy Q2FY21  %qoq Y21 ::z vs. our est
Total sales 8,367 8906  (6.0) 6,834 224 8,461 (1.1)
EBITDA 751 856  (12.3) 773 (2.8) 1,015 (26.1)
EBITDAM (%) 9.0 96  (63.6) 113 (233.2) 12.0 (302.8)
Depreciation (51) (56) (9.0) (60) (14.6) (62) (17.9)
Interest ) @ (7.4 59 (13.2) (5) (19.3)
Other income 480 657 (27.0) 533 (9.9) 580 (17.3)
PBT 1,176 1452 (19.1) 1,241 (5.3) 1,528 (23.1)
Tax (294) (366)  (19.8) (314) (6.5) (385) (23.8)
Adjusted PAT 882 1,086  (18.8) 927 4.8) 1,143 (22.8)
Exceptional item 0 0 0 0

Reported PAT 882 1,086  (18.8) 927 4.8) 1,143 (22.8)
PATM (%) 105 122 (165'7) 136  (302.0) 135  (297.0)
EPS (Rs) 14 17  (18.8) 15 4.8) 18 (22.8)
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DISCLAIMER

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

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this report. 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 YSL and associates to any registration or licensing
requirement within such jurisdiction. The securities described herein may or
may not be eligible for sale in all jurisdictions or to certain category of
investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.

DISCLOSURE OF INTEREST

Name of the Research Analyst : Umesh Raut, Tanay Rasa

The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.
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Sr.
No.
Research Analyst or his/her relative’s or YSL’s financial

interest in the subject company(ies) No

Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more securities of
2 the subject company(ies) at the end of the month No
immediately preceding the date of publication of the
Research Report

Research Analyst or his/her relative or YSL has any other
3 material conflict of interest at the time of publication of No
the Research Report

Research Analyst has served as an officer, director or
employee of the subject company(ies)

YSL has received any compensation from the subject

company in the past twelve months No

YSL has received any compensation for investment
6 banking or merchant banking or brokerage services from No
the subject company in the past twelve months

YSL has received any compensation for products or
services other than investment banking or merchant
banking or brokerage services from the subject company
in the past twelve months

No

YSL has received any compensation or other benefits from
8 the subject company or third party in connection with the No
research report

YSL has managed or co-managed public offering of
9 securities for the subject company in the past twelve No
months

Research Analyst or YSL has been engaged in market

iy making activity for the subject company(ies)

No

Since YSL and its associates are engaged in various businesses in the financial
services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage
services or for any other product or services of whatsoever nature from the
subject company(ies) in the past twelve months or associates of YSL may have
managed or co-managed public offering of securities in the past twelve
months of the subject company(ies) whose securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more and/or
other material conflict of interest in the securities discussed herein.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18

months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL”) is a wholly owned subsidiary of YES BANK LIMITED. YSL is
a SEBI registered stock broker holding membership of NSE, BSE, NCDEX and MCX. YSL is also a
SEBI registered Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL
offers, inter alia, trading/investment in equity and other financial products along with various
value-added services. We hereby declare that there are no disciplinary actions taken against YSL
by SEBI/Stock Exchanges.
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