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Kirloskar Oil Engines Ltd
Generating gains

Company background
Kirloskar Oil Engines Ltd (KOEL) is a part of the century old Kirloskar group
promoted by S L Kirloskar. The group consists of 8 companies which includes Kirloskar
Oil Engines Ltd. Established in 1946, Kirloskar Oil Engines manufactures a wide
range of diesel engines from 5-11,000HP. It has manufacturing facilities in Pune, Nasik,
Ahmednagar and Phursungi. The company operates in 3 main sub-divisions, engines,
auto components and others. Engines segment caters to the agriculture sector and
industrial sector, whereas auto components segment, which comprises of engine bearing
and valves caters to the automobile sector. The company also entered into power
generation business as a result of amalgamation with Kirloskar Power Supply Company
Ltd in FY03. This segment caters to the service sector, which includes telecom, railways
and defense. Additionally, the company is also in the business of manufacturing gray
iron castings and trading in oil.

Key points
• KOEL recorded 18% yoy growth in sales in FY04. Sales crossed Rs10bn mark in
FY04, which is a significant milestone for the company. Sales growth was a direct fall
out of revival in the Indian economy, especially in the manufacturing sector resulting in
good demand for power generating sets, construction and machine handling machinery
and automobile components.
• KOEL exports engines, pumpsets and generating sets to the developing world. It is
maintaining its thrust on securing OEM business to increase exports to Europe and
US markets. In FY04 exports were Rs632mn (Rs378mn in FY03) and accounted
for 6.2% of the total turnover. The target of FY 05 is to touch Rs1bn.
• Operating margin increased by 238bps to 9.1% in FY04 from 6.7% in FY03. This
is a great achievement considering that prices of iron and steel, which are the basic
raw materials, have increased significantly during the year. Raw material cost increased
by 17% yoy but as a percentage of sales it increased only by 57bps. Other costs were
well under control, which enabled OPM expansion.

Cost analysis
Component ratios FY01 FY02 FY03 FY04
Raw material 67.2 66.9 67.5 68.0
Staff cost 8.3 10.7 8.0 7.1
Other expenditure 17.7 15.4 17.9 15.8
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• Other income increased by 90% to Rs424mn in FY04 from Rs224mn in FY03.
This includes lease rent –Rs105.13mn and lease equalisation-Rs80.81mn received
from Kirloskar Ferrous Industries Ltd (KFIL). It also includes dividend income from
Cummins India Ltd- Rs55.6mn and Kirloskar brothers Ltd- Rs14.7mn.
• PAT increased by 70% yoy in FY04 as against a CAGR of 19.8% for the last 4
years. Improved operating margins, high other income, reduced interest burden and
lower depreciation contributed to the significant increase in PAT.
• The company continues to maintain very low debt to equity ratio of less than 7%.
KOEL repaid its term loan of Rs73mn in FY04 as a result it does not have any long
term debt.
• KOEL enjoys extremely strong cash positions. Cash and bank balance increased
by 35% yoy in FY04. In FY04, KOEL paid 100% dividend including Rs5 per share
as special dividend.
• Working capital entailed significant drain of Rs298mn on the cash balance. Working
capital increased mainly on account of two factors namely increase in debtors collection
period to 67 from 63days and reduction in creditors days to 55 days from 60days.
• The company has huge investment portfolio- Rs2bn (Rs1bn in FY03). The real
carrying cost of the quoted investment was Rs437.9mn and unquoted investment is
Rs1.6bn. The market value of the quoted investments is Rs2.5bn, which is double
than last years value of Rs1.03bn. KOEL has invested almost Rs724mn in the shares
of Kirloskar Ferrous Industries, which is not generating any return as it is a loss making
entity. Investments constitute around 48% of the capital employed, which is Rs4.2bn.

Name of the company No of shares Market Value
Cummins India Ltd      13,900,488    1,367,808,019
Kirloskar Pneumatics              3,897             150,229
Swaraj engines          720,000       213,588,000
Kirloskar Ferrous Industries      27,000,000       553,500,000
Kirloskar Brothers          735,079       350,742,945
Total    2,485,789,193

Investment portfolio (quoted)
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• ROCE and RONW for FY04 are 30% and 17% respectively. These would have
been much higher, but around 50% of the capital employed is locked in investments
where the return is lower than in business.

Inter segmental FY03 FY04
Engines 6413.1 7807.2
% yoy 22%
Auto components 853.8 967.5
% yoy 13%
Others 1833.2 1938.7
% yoy 6%
Less: Inter segmental (287.5) (300.5)
Net sales 8,812.6 10,412.8
% to total sales
Engines 72.7 74.9
Auto components 9.7 9.3
Others 20.8 18.6
Cap employed
Engines 1,019.9 1,321.7
Auto components 391.0 396.5
Others 586.8 588.9
Unallocable assets 2,065.7 2,197.2
Total 4,063.3 4,504.224
PBIT
Engines 401.5 782.0
auto components 101.9 147.3
Others (118.9) 55.4
PBIT margins
Engines 6.3 10.0
Auto components 11.9 15.2
Others (6.5) 2.9

Inter segmental analysis

Segment wise operational performance highlights
• Engines constituted almost 75% of the total revenue (72% in FY03). This segment
recorded a growth of 22% for FY04.
• In the less than 20HP engines which are used for farms machinery, generating sets
and construction, the company faced competition from the local unorganized sector.
The market for irrigation pumps dropped by 12%. The company also faced margin
pressures because of significant increase in input cost especially steel, which could not
be entirely passed to the consumers.
• Demand for farm tractors showed revival in the second half on the back of good
monsoon and there was a 22% increase in supply to tractor OEM- Punjab Tractors.
Sales to construction and industrial machinery OEMs increased by 17% in value and
by 14% in terms of units.
• The company commanded 10% market share for the generating sets in the 250-
600KVA range, which were introduced in FY03.
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• The company meets strict emission as well as noise norms for diesel generating sets
and markets them under the Kirloskar green power ideas brand. Sales for generating
sets in the 15 to 600KVA range, increased by 20% in value and 25% in terms of units
in FY04.
• Auto components segment contributed to about 10% of the total turnover, virtually
unchanged from FY03. Sales increased by 13% on the back of buoyant automobile
sector. 5 new OEMs were also added in this segment in FY04.
• KOEL also manufactures grey iron castings and trades in oil and power generation.
These businesses contributed to 20% of the total sales and recorded 6%yoy growth
in FY04.
•  Margins of engines segment increased to 10% from 6.3% in FY03 whereas margins
of auto component increased to 15.2% from 11.5% in FY03. The other business,
which was incurring losses in FY03, but in FY04 it became profitable. It is interesting
to note that around 80% of the profit was contributed by engines business, whereas
the capital employed in engines business was only 30% of the total capital employed.
So the least capital was employed for the most profitable business.

Buyback of shares
The company approved buyback of 40 lac shares of Rs10 from the shareholders in
April 23, 2003 at Rs75. The company has been advised by SEBI not to proceed with
the buyback of shares and hence the process is on hold as on date.

Outlook
Though demand from the agriculture sector is expected to be weak on account of
increasing prices, KOEL expects healthy growth in engine sales on back of increased
demand from the industrial sector. Sale of auto components are also expected to
increase in line with the continuing growth in the automobile sector. KOEL has planned
capex for capacity addition and development of new products to meet the increased
demand.
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Income Statement

Balance Sheet

Period to FY01 FY02 FY03 FY04
(Rs in mn) (12) (12) (12) (12)
Net Sales/ Income from operations 7,942 7,448 8,813 10,227
% yoy -6.2 18.3 16.0
Operating expenses (7,396) (6,931) (8,223) (9,300)
Operating profit 545 517 589 927
% yoy (5.2) 14.0 57.3
Other income 396 188 224 424
PBIDT 941 705 813 1,351
Interest (234) (153) (87) (35)
Depreciation (290) (278) (343) (260)
Profit before tax  (PBT) 417 274 383 1,056
Tax (4) (88) 32 (348)
Profit after tax (PAT) 413 186 415 708
% yoy (55.0) 123.3 70.7

Period to FY01 FY02 FY03 FY04
(Rs in mn) (12) (12) (12) (12)
Sources
Share Capital 192 192 194 194
Reserves 3,316 3,445 3,476 3,963
Net Worth 3,508 3,637 3,670 4,157
Loan Funds 1,154 1,082 370 298
Def Tax liability (Net) 0 76 23 49
Total 4,662 4,795 4,063 4,504
Uses
Gross Block 3,610 3,716 3,902 3,864
Accd Depreciation (2,122) (2,376) (2,531) (2,636)
Net Block 1,488 1,340 1,371 1,228
Capital WIP 50 52 42 68
Total Fixed Assets 1,538 1,392 1,413 1,296
Investments              1,888            2,123           1,735 2,014
Total Current Assets              3,249 3,001 3,217 3,678
Total Current Liabilities (2,013) (1,721) (2,302) (2,484)
Net Working Capital 1,236 1,280 915 1,194
Total 4,662 4,795 4,063 4,504
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Cash Flow Statement
Year to (Rs m)    03/02    03/03    ’03/04
Net profit before tax and extraordinary items 274 383 1,056
Depreciation 278 343 260
Interest expense 153 87 (35)
Interest income (39) (29) (31)
Dividend income (43) (41) (120)
Operating profit before working capital changes 623 742 1,131
Add: changes in working capital
(Inc)/Dec in
(Inc)/Dec in sundry debtors 197 (164) (324)
(Inc)/Dec in inventories 158 (116) 62
(Inc)/Dec in other current assets 37 4 (218)
Inc/(Dec) in sundry creditors (198) 236 117
Inc/(Dec) in other current liabilities (94) 345 65
Net change in working capital 100 305 (298)
Cash from operating activities 723 1,047 833
Less: Income tax (88) 32 (348)
Inc/(Dec) in Def Tax liability 76 (53) 26
Net cash from operating activities 711 1,026 511

Cash flows from investing activities
(Inc)/Dec in fixed assets (132) (364) (143)
(Inc)/Dec in Investments (235) 388 (279)
Interest received 39 29 31
Dividends received 43 41 120
Net cash from investing activities (286) 94 (270)

Cash flows from financing activities
Inc/(Dec) in debt (72) (712) (72)
Inc/(Dec) in equity/premium 0 2 0
Direct add/(red) to reserves 10 (275) (2)
Interest expense (153) (87) 35
Dividends (67) (110) (219)
(inc)/dec in loans & advances (114) 99 84
Net cash used in financing activities (395) (1,082) (175)

Net increase in cash and cash equivalents 30 38 66
Cash at start of the year 123 153 191
Cash at end of the year 153 191 257
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Ratios
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FY01 FY02 FY03 FY04
(12) (12) (12) (12)

Per share ratios
EPS  (Rs) 21.6 9.7 21.4 36.5
Div per share 3.5 3.5 5.0 10.0
Book value per share 183.1 189.4 189.2 214.3
Valuation ratios
P/E 7.5
P/BV 1.5 1.5 1.5 1.3
EV/sales 0.8 0.8 0.6 0.5
EV/ PBIT 9.9 14.5 11.7 4.9
EV/PBIDT 6.8 8.8 6.8 4.0
Profitability ratios
OPM (%) 6.9 6.9 6.7 9.1
PAT % 5.2 2.5 4.7 6.9
ROCE 20.2 14.9 20.1 30.3
RONW 11.8 5.1 11.3 17.0
Liquidity ratios
Current ratio 1.6 1.7 1.4 1.5
Debtors days 73.2 68.4 64.6 67.2
Inventory days 38.8 33.7 33.3 26.4
Creditors days 64.8 59.4 60.0 55.9
Leverage ratios
Debt / Total equity 0.33 0.30 0.10 0.07
Component ratios
Raw material 67.2 66.9 67.5 68.0
Staff cost 8.3 10.7 8.0 7.1
Other expenditure 17.7 15.4 17.9 15.8
Payout ratios
Dividend Payout 18 36 26 31


