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Subdued Quarter; Healthy Order Book Provides Revenue Visibility

Engineers India (ENGR) reported a revenue of Rs6.8bn (down 19% YoY and up 5% QoQ) in Recos/View Old | Revised | Change
3QFY22 vs. our estimate of Rs9bn, due to lower sales in turnkey projects. Revenue of consultancy Recos BUY BUY -
segment increased by 1% YoY to Rs3.6bn, while revenue of turnkey segment declined by 33% -

Price Target (Rs) nz nz o

YoY to Rs3.2bn. EBITDA fell by 17% YoY (up 4% QoQ) to Rs625mn (our estimate of Rsl.1bn),

while EBITDA margin increased by 20bps YoY to 9.2%. EBIT margin of consultancy segment | Uparade < Mainiein L D
declined by 160bps YoY to 23.8%, while that of turnkey segment increased by 70bps YoY to
2.1%. PAT came in at Rs680mn (down 23% YoY, up 14% QoQ) vs. our estimate of Rs1.1bn, dueto _Share price (%) Tmth 3mth 12 mth
both a lower revenue and other income. We believe the strong track record in consultancy of ~ Absolute performance  (2.6)  (6.7) (7.2)
complex and high-value projects, debt-free status, negative working capital cycle, and being a  Relative to Nifty 0.4) (45  (23.8)
beneficiary of large government projects places ENGR in a sweet spot. For FY22, we lower the
revenue/PAT estimates by 8.1%/8.2% factoring the lower execution in turnkey segment during Shareholding Pattern (%) Sep-21  Dec-21
3QFY22. We largely maintain the revenue and PAT estimates for FY23 and FY24. Keeping the Promofer 515 513
target multiple unchanged, we maintain our BUY rating on the stock, with a 1-year SOTP-
based unrevised Target Price of RsT17, valuing its core business at 10x FY24E earnings " °PIic 48.5 48.7
(Rs95) and investments at book value (Rs22).
. o Change of Estimates

Healthy Order Book Provides Revenue Visibility (% change) FY22E  FY23E  FY24E
For 9MFY22, the company’s order inflow grew by 74% YoY to Rs15bn, led by the consultancy  “poyenue 8.1) _ _
segment, while the order book declined by 1% YoY to Rs82.1bn (2.4x FY22 revenue). The ¢gipa (8.6) _ _
company has received orders of Rs10.4bn from Chennai Petro and a consultancy project worth  “girpa Margin (7)bps _ _
Rsl.Ton from Numaligarh Refinery during 9MFY22. We expect order inflows of ~Rs20bn in  “pp; 8.2) ) i}
FY22E. Some large projects that are expected in the near term include HMEL's petrochemical ~ ~ ¢ 6.2 B )
expansion and MRPL's petchem expansion.
Outlook & Valuation 1 Year Stock Price Performance
We expect ENGR to witness order inflows of ~Rs20bn in FY22E and mainly in the consultancy 4
segment. Negative working capital cycle, robust business model, strong clienfele base, strong .
track record in consultancy of complex/high-value projects, debt-free status, and being a
beneficiary of large government projects places ENGR in a sweet spot. Though the exposure ”
to a single sector is a major concern, the company is planning to diversify into strategic crude 7
oil storage, water/waste-water management, non-ferrous metallurgy, ports and LNG. ENGR 7
was looking for optimum deployment of its cash since a long time and got the opportunity to s
diversify and utilize the cash in high-IRR projects. Considering its asset-light business model, ' ' '
strong clientele base, foray into newer segments and healthy execution track record, we 33 E TT3%F§ g T3 f by
maintain our BUY rating on ENGR, with a SOTP-based 1-year unrevised Target Price of i = - R S
RsT17. We value its core business at 10x FY24E earnings (Rs95) and investments at book ~ "O&: " VP as on February 15, 2022
value (Rs22).

Key Financials

Y/E Mar (Rs mn) FY20 FY21 FY22 FY23E FY24E

Revenue 32,030 31,046 33,688 42,589 45,695

EBITDA 4,430 3,377 3,936 4,850 5,352

EBITDA Margin (%) 13.8 10.9 n.7 1n.4 n.7

Net profit 4,302 4,144 3,792 4,802 5,349

EPS Rs) 77 7.4 6.7 8.5 9.5

P/E (x) 8.8 9.1 10.0 7.9 7.1 Research Analyst:

P/B (x) 1.6 2.2 2.0 1.7 1.6 Arafat Saiyed

EV/EBITDA X 11 8.2 26 08 01 Contact : (022) 41681371 / 9819503007

ROE (%) 18.6 20.5 210 23.5 23.3 Email : arafat.saiyed@relianceada.com

Source: RSec Research

Please refer to the last page for change in rating guideline and time horizon for target price. 1 .
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Quarterly Performance Deviation from
3QFY22 3QFY21 YoY (%) 2QFY22 QoQ(%) RSec - Est
YE Mar (Rs mn) our est. (%)
Net Sales 6,816 8,367 (18.5) 6,479 5.2 9,025 (24.5)
Raw material 3,117 4,592 (32.1) 2,846 9.5
Employee cost 2,342 2,170 7.9 2,323 0.8
Other operating exp 732 855 (14.4) 706 3.6
Total Expenditure 6,191 7,617 (18.7) 5,875 54
EBITDA 625 751 (16.8) 603 3.6 1154 (45.8)
Other Income 382 480 (20.4) 284 34.6
Interest 2 4 (44.5) 2 (1.9)
Depreciation 78 51 54.0 53 49.0
PBT 926 1,176 (21.2) 832 1.3
Tax 246 294 (16.3) 238 34
Tax rate (%) 26.5 25.0 28.5 (7.1)
Adj. PAT 680 882 (22.9) 595 4.4 17 (39.7)
EQI - - -
Reported PAT 680 882 (22.9) 595 4.4
ocl (4) (36) (5) (30.1)
Net Income (Inc OCI) 677 846 (20.0) 589 14.8
EPS (Rs) 1.2 1.6 (22.9) 11 14.4
% of Sales Ct.\onge Cl.lange Cl.mnge
in bps in bps in bps
Raw Material 457 549 (915) 439 180
Employee Cost 34.4 25.9 843 359 (149)
Other Exp 10.7 10.2 52 10.9 (16)
EBITDA 9.2 9.0 20 9.3 (15) 12.8 (361)
Adjusted Net Profit 10.0 10.5 (56) 9.2 80 12.4 (239)

Source: Company, RSec Research

Key Risks
» Longer-than-expected impact of COVID-19 on key businesses

> Excessive dependence on government orders

» Delay in order execution

- .______________________________________________________________p |
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Conference Call - Key Takeaways

1. Order Inflow: Order inflow for 9MFY22 improved by 74% YoY to Rs15bn, led by
consultancy segment, while the order book declined by 1% YoY to Rs82.1bn (2.4x of
FY22 revenue). Key orders received during 9IMFY22 were:

e Consultancy project worth Rs1.1bn from Numaligarh Refinery expansion projects
for revamp of delayed coker unit (DCU).

e Consultancy project worth Rs562mn from Qil India for upgradation of Numaligarh-
Siliguri Product Pipeline (NSPL) for transportation of additional products, from
existing 1.72mmtpa to 5.5mmtpa.

e EPCM services worth Rs490mn from Assam Bio Refinery at Numaligarh

e Consultancy project worth Rs385mn from HPCL-Mittal Energy for Guru Gobind
Singh Polymer Addition Project, Bathinda

e Consultancy projects worth Rs7.4bn and Rs2.98bn from Chennai Petro for
Nagapattinam.

2. Order Pipeline:

e We expect the company to report order inflows of Rs20bn in FY22E.

e Order prospects remain healthy with a large order from Kaveri Basin to come in
FY22.

e Mangalore refinery project is expected to come in FY22, for which the feasibility
study has already been completed.

3. Higher Competitive Intensity: Competitive intensity increased significantly due to
scarcity of orders. There were few orders since the last couple of quarters and the
competition was aggressive. Nomination-based orders reduced significantly for ENGR.

4. Lower Margin vs. Long-term Average: EBIT margin of turnkey segment stood at 2.6%
in 9MFY22 vs. the long-term average of 7-8%. The margin continues to remain subdued
over the past couple of quarters, mainly due to low-margin Vizag refinery order, which
is likely to be completed in the next few quarters. We expect blended EBITDA margin
of 11-12% in FY22E, factoring an EBIT margin of ~3.5%/~27% in turnkey/consultancy
segments.

5. Healthy Cash & Liquid Investment of Rs14.7bn: ENGR was looking for optimum
deployment of cash since a long time. It got the opportunity to diversify and utilize
the cash in high IRR projects. In FY21, the company invested Rs12.5bn in 3 projects --
Ramagundam Fertilizers (Rs4.9bn), NELP (Rs1bn) and Numaligarh Refinery (Rs7bn), and
still managed to maintain a cash position of Rs12.5bn and liquid investment of Rs2bn
(39% of m-cap). It has maintained a healthy average dividend payout ratfio of ~67%
over FY17-FY21.
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Estimate Change & Revision in Target Price

For FY22, we lower the revenue/PAT estimates by 8.1%/8.2% factoring the lower execution
in turnkey segment during 3QFY22. We largely maintain the revenue and PAT estimates
for FY23 and FY24. We expect ENGR's revenue and earnings to clock 14% and 10%
CAGR respectively, over FY21-FY24E. We expect the company to witness order inflows of
~Rs20bn in FY22E. Negative working capital, robust business model, strong clientele base,
strong track record in consultancy of complex/high-value projects, debt-free status, and
beneficiary of large government projects places ENGR in a sweet spot. The company has a
huge pipeline of projects, which are likely to come in the next couple of years. Considering
its asset-light business model, strong clientele base, foray into newer segments and
healthy execution track record, we maintain our BUY rating on the stock, with a
SOTP-based 1-year unrevised Target Price of Rs117. We continue to value its core
business at 10x FY24E earnings (Rs95) and investments at boo'k value (Rs22).

Revised vs. Old Estimates

Y/E Mar old Revised Change (%)

(Rs mn) FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E
Net Revenues 36,655 42,548 45,693 33,688 42,589 45,695 (8.1) - -
EBITDA 4,309 4,845 5,353 3,936 4,850 5,352 8.6) - -
EBITDA Margin (%) ns 14 n7 n7z n4 nz (7)bps - -
Net profit 4132 4,801 5,350 3,792 4,802 5,349 (8.2) - -
EPS Rs) 74 8.5 9.5 6.7 8.5 9.5 (8.2) - -

Source: RSec Research

ESG Analysis

Analyzing ENGR on 20 key criteria under ESG Matrix, we have assigned an overall score
of 64% to the company. Under “Environmental Head”, we have assigned 61% score, as
the company has initiated several measures on energy-saving and clean energy front,
although its operations have material impact on the ecology. Under “Social Head”, we
have assigned 60% score, with ENGR scoring high on customer satisfaction as well as on
employee engagement front. Under “Governance Head”, the company scores 70% with
decent performance across criteria. (please refer to page no 69 and 70 for detailed ESG
analysis).w

For detailed report on our ESG analysis of ENGR please click here (please refer to page
n0.69-70 for detailed ESG analysis).
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Key Charts
Exhibit 1: Quarterly Revenue trend Exhibit 2: Quarterly EBITDA Trend
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Exhibit 3: Quarterly PAT Trend Exhibit 4: Book to bill
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Exhibit 5: Quarterly Order Book trend Exhibit 6: Quarterly Order inflow trend
1,40,000 - 120 60,000 - 1,200
1,20,000 [ 100 50,000 - 1,000
)
- 800
1,00,000 L 60 40,000 L 600
£ 80,000 a0 €
£ = E 30,000 L0 g
& 60,000 Fo © g
Fo- 20,000 [ 200
40,000 - Lo
r o 10,000
= NI | | | | =
~ (60) Illl-l I.ul0N. Aala Illl, 400
DL e e ® ® 2 2 9 o 5 & ¥ g D0 e oD@ 0 e 0955 Y 8
X X & &£ & &£ & & & x & & & ¢ & P - R R N S N N W S S ol o LR
g gegegegegaogeggaeg g geegegegegaggegaog
mmmm Order Book Order Book Growth (%) mmm Order Inflow (SA)

Source: Company, RSec Research

Source: Company, RSec Research

sl



ReLI/ANCe SECURITIES A RELIANCE CAPITAL COMPANY

Institutional Equity Research

- CMP*(Rs) 67
Engineers lndia Upside/ (Downside) (%) 74 BUY é

. . - Bloomberg Ticker ENGRIN . 1Year Target Price: Rs117
Capital Goods | India ;
Exhibit 7: 1-Year Forward PE Chart Exhibit 8: 1-Year Forward PBV Chart
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Profit & Loss Statement
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E
Sales 32,030 31,046 33,688 42,589 45,695
Growth (%) 31.0 (3.7) 8.5 26.4 7.3
Total Expenditure 27,600 27,669 29,752 37,739 40,343
Cost of Materials 15,576 16,631 15,368 14,906 15,993
Employee costs 8,443 8,582 1,173 12,777 13,709
Others 3,581 2,456 3,21 10,057 10,641
EBITDA 4,430 3,377 3,936 4,850 5,352
Growth (%) 21.0 (23.8) 16.6 23.2 10.4
EBITDA Margin (%) 13.8 10.9 n7 n.4 n.7z
Depreciation 238 234 262 295 310
EBIT 4,192 3,143 3,674 4,555 5,042
Growth (%) 22.0 (25.0) 16.9 24.0 10.7
EBIT Margin (%) 13.1 10.1 10.9 10.7 1.0
Interest & other Charges 17 37 9 - -
Other Income 2,580 1,949 1,463 1,866 2,110
Exceptional items - (1,550) - - -
PBT 6,755 5,055 5,128 6,420 7,151
Growth (%) 18.8 (25.2) 14 25.2 1.4
Tax 2,453 N 1,336 1,618 1,802
Tax rate (%) 36.3 18.0 26.1 25.2 25.2
Reported PAT 4,302 2,595 3,792 4,802 5,349
Growth (%) 15.9 (39.7) 46.1 26.7 1.4
Net Margin (%) 13.4 8.4 n.3 1.3 n7
Adjusted PAT 4,302 4,44 3,792 4,802 5,349
Fully Diluted EPS (Rs) 7.7 74 6.7 8.5 9.5
Growth (%) 15.9 (3.7) (8.5) 26.7 n.4
Balance Sheet
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E
Share capital 3,160 2,810 2,810 2,810 2,810
Reserves 20,295 14,200 16,305 18,860 21,399
Net worth 23,455 17,010 19,116 21,670 24,209
Total borrowings 49 37 - - -
Deferred tax (2,695) (3,336) (3,003) (2,702) (2,432)
Other Non-current Liabilities 120 63
Total liabilities 20,929 13,773 16,113 18,967 21,776
Gross block 5,087 5,278 5,589 5,899 6,207
Less: Acc. depreciation 2,869 3,103 3,365 3,660 3,970
Net block 2,218 2,175 2,224 2,238 2,237
CWIP 21 n 10 9 8
Goodwill 33 26 26 26 26
Other Non-current Assets 451 615
Investments 5714 14,532 15,736 17,040 18,454
Current assets 39,157 23,087 25,806 34,658 38,610
Inventories 66 19 74 93 100
Debtors 6,661 5184 6,461 8,401 9,389
Cash 27,225 12,585 11,888 16,829 19,105
Loans and advances 143 159 923 1,167 1,252
Other current assets 5,061 5,140 6,461 8,168 8,764
Current liabilities 20,746 19,044 20,767 26,253 28,168
Provisions 5,918 7,629 6,922 8,751 9,389
Net current assets 12,492 (3,585) (1,883) (346) 1,052
Total Assets 20,929 13,773 16,113 18,967 21,776

-} |
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Cash Flow Statement
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E
Cash flow from operating activity
PBT 6,755 5,055 5,128 6,420 7,151
Add: Depreciation 238 234 262 295 310
EOI - (1,550)

Add: Interest 17 37 9 - -
Less: taxes paid (2,220) (1,621) (1,336) (1,618) (1,802)
Add: other adjustments (688) 99 (1,168) 300 270
Less: working capital changes (385) (657) (346) 3,405 877
Total operating cash flows 3,n7 1,598 2,549 8,803 6,807
Operating CF w/o WC changes 4,102 2,255 2,895 5,398 5,930
Cash flow from investing activity

Capital expenditure 172) (110) (310 (309) (308)
Change in investments (4,173) 6,121 (1,204) (1,304) (1,413)
Investment Income 2,070 1,862

Total investing cash flow (2,275) 7,873 (1,514) (1,613) (1,721)
Cash flow from financing activity

Share issuances 0 (7,265) - - -
Change in borrowings (27) (28) (37) - -
Dividend (3,301) (1,744) (1,686) (2,248) (2,810)
Interest payment (9) - -
Total financing cash flow (3,328) (9,037) 1,732) (2,248) (2,810)
Net change in cash (1,885) 434 (697) 4,941 2,276
Opening cash & CE 2,130 245 12,585 1,888 16,829
Closing cash & CE 245 678

Other Bank balances 26,981 1,907

Closing cash & Bank 27,225 12,585 1,888 16,829 19,105
Key Ratio

Y/E Mar FY20 FY21 FY22E FY23E FY24E
Valuation Ratio (x)

P/E 8.8 9.1 10.0 7.9 7.1
P/CEPS 8.3 13.4 9.4 7.4 6.7
P/BV 1.6 2.2 2.0 1.7 1.6
Dividend yield (%) 8.6 2.6 4.4 59 7.4
EV/Sales 0.2 0.3 0.3 0.1 0.0
EV/EBITDA 11 3.2 2.6 0.8 0.1
Per Share Data (Rs)

EPS 77 7.4 6.7 8.5 9.5
Cash EPS 8.1 5.0 7.2 9.1 10.1
DPS 52 2.0 3.0 4.0 50
Book Value 42 30 34 39 43
Returns (%)

RoCE 29.3 25.2 28.4 31.5 31.2
RoE 18.6 20.5 21.0 23.5 23.3
Turnover ratios (x)

Asset Turnover (Gross Block) 6.3 59 6.0 7.2 7.4
Inventory / Sales (days) 1 0 1 1 1
Receivables (days) 76 61 70 72 75
Payables (days) 236 224 225 225 225

...} |
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Change in Ratings
We have changed our rating system and included HOLD recommendation. We Rating History
have BUY, HOLD and SELL recommendation now.
) Date Reco CMP P
We have also shifted to 1-Year Target Price from 2-Year Target Price. 16-Nov-21 BUY 7 7
05-Oct-21 BUY 79 n7
27-Aug-20 BUY 70 100
PLEASE CLICK HERE FOR PREVIOUS REPORTS 08-Nov-19 BUY m 157
14-Aug-19 BUY 102 163
20-May-19 BUY 15 163
Rating Guid 11-Feb-19 BUY m 158
ng Luldes 14-Nov-18 BUY n7 158
Rating Expected absolute returns (%) over 12 months
13-Aug-18 BUY 123 169
BUY >10%
HOLD 0% to <10% 25-Jun-18 BUY 128 169
SELL <0%

igned by Arafat SharifSaiyed.
‘o=Persona, title=4487,
85b55c2d70dbb935342591510cd7570

2579028ced22928159a1fe54223(03c1b6672
1e694cbdcf4874db334, postalCode=40007 1,
ht
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