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May 11, 2020 

CMP: | 990   Target: |1235 (25%)      Target Period: 12-18 months 

months  

Swaraj Engines (SWAENG) 

 BUY 

 

Subdued performance on Covid-19 related headwinds 

Swaraj Engines reported a revenue decline of 8.5% YoY to | 175.1 crore due 

to pressure in both volumes and realisation. Volumes fell 4.3% YoY to 20827 

engines while realisation was at | 84,088/engine (-2.4% YoY). On an annual 

basis, the company sold around 89,928 engines (-9.7% YoY) at an average 

realisation of | 85,991 (-1.7% YoY). Change in the product mix led to lower 

OPM YoY but curb in employee cost during the quarter improved OPM QoQ. 

EBITDA margins for the quarter were at 13.4% (-90 bps YoY, +180 bps YoY) 

resulting in absolute EBITDA of | 23.4 crore (-14.6% YoY, +18.8% QoQ). 

Lower taxes (26.1% vs. 35.4% in Q4FY19) negated poor operational impact 

on bottomline, which was at | 15.8 crore (-4.9% YoY, +22.5% QoQ). 

Demand constraints due to Covid-19, liquidity concern at NBFC 

to hurt volumes this fiscal 

We believe fertiliser sales for current Kharif can be a lead indicator of allied 

agri services. Fertiliser volumes have been the highest ever ahead of this 

Kharif season. Thus, this also bodes well for tractor growth. However, since 

tractors are mostly financed by NBFCs and given there are liquidity 

challenges at latter’s end, one can expect a softening in sales volumes for 

the former given majority of the farmland is held by small/marginal farmers 

and NBFCs may not prioritise lending to them in this turbulent phase. 

Further, we also expect a dent in farmer’s income from Rabi season. This is 

largely due to a fall in crop prices along with crop damage/loss of yield due 

to late harvesting that can translate into poor demand for high cost 

durable/non-durable items and, hence, growth outlook for tractor 

companies. M&M reported 80% fall in tractor sales in April, largely due to 

lockdown. Given that 30-40% of M&M’s tractor sales come from Swaraj 

tractors, we believe engine sales for Swaraj should also be negative. We 

expect FY21E to be a washout year for tractor/engine sales company. 

However, the same can be rebound in FY22E if normal monsoon persists. 

Valuation & Outlook 

Swaraj has negative working capital cycle of around 30-40 days (~10% of 

sales), leading the company to hold liquid cash & investment to the tune of 

| 130 crore (~10% of MCap) as on FY20. Going ahead, the company’s capex 

is limited to around | 15-20 crore (~2-3% of sales), which we expect to be 

funded through internal accruals. This leaves aside incremental cash of at 

least 4% of sales every year. This bodes well for healthy dividend payout in 

years to come. The company announced a dividend of | 40/share, providing 

dividend yield of ~4%. Going ahead, we expect strong balance sheet along 

with parental advantage in domestic agri theme and 4% dividend yield (at 

par with savings bank account) to turn it to be the safest bet in this uncertain 

time. We introduce FY22E and value the company at 19x FY22E PER to arrive 

at a target price of | 1235. We have a BUY rating on the stock. 

  

 

Key Financial Summary 

(| cro re ) F Y18 F Y19 F Y20 F Y21E F Y22E C AG R  (F Y20-22E)

R evenue 771.2 871.7 773.3 708.8 815.1 2.7%

E B ITD A 121.6 131.6 100.4 85.5 112.2 5.7%

E B ITD A margin (% ) 15.8 15.1 13.0 12.1 13.8

Net P rofit 80.1 82.4 71.0 58.3 78.9 5.4%

E P S  (|) 66.1 68.0 58.6 48.0 65.1

P /E  (x) 15.0 14.6 16.9 20.6 15.2

E V /E B ITD A (x) 8.4 8.2 10.7 12.4 9.1

R oC E  (% ) 45.9 47.1 34.0 24.9 32.5

R oE  (% ) 35.1 34.6 30.1 22.6 28.6  
 

Source: ICICI Direct Research, Company 

 

 

 

Particulars 
 

P a rticu la r Am oun t

Market C apita liz ation  | 1200 crore 

Total D ebt (F Y 20)  | 0 crore 

C ash and Inv. (F Y 20)  | 143 crore 

E V   (F Y 20)  | 1057.4 crore 

52 week  H /L  (|) 1173 / 807

E quity capita l  | 12.1 crore 

F ace value | 10
 

 

 

Price chart 
 

0

2000

4000

6000

8000

10000

12000

14000

0

500

1000

1500

2000

2500

3000

M
a

y-
17

N
ov

-1
7

M
a

y-
18

N
ov

-1
8

M
a

y-
19

N
ov

-1
9

M
a

y-
20

Swaraj Engines

NIFTY Index
 

 

 

Key Highlights 

 Demand constraints due to Covid-

19 and liquidity concern at NBFC to 

hurt volumes this fiscal 

 Strong balance sheet due to 

negative working capital business, 

makes it one of the safest agri play 

bet 

 Revise rating on stock from REDUCE 

to BUY with target price of | 1235  

Research Analyst 
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shah.chirag@icicisecurities.com 
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ICICI Direct Research 

 

Result Update | Swaraj Engines 

 

Exhibit 1: Change in estimates 

F Y22E

(| C ro re ) O ld Ne w % C ha ng e In trod uce d C om m e nts

R evenues 834.5 708.8 -15.1 815.1 D owngraded F Y 21E  es timates  due to C ovid-19 related issues

E B ITD A 127.7 85.5 -33.1 112.2

E B ITD A 

Margin (% )

15.3 12.1 -320 bps 13.8

P AT 73.7 58.3 -21.0 78.9

E P S  (|) 60.8 48.0 -21.0 65.1

F Y21E

 

Source: Company, ICICI Direct Research 

 

Exhibit 2: Assumptions 

F Y17 F Y18 F Y19 F Y20 F Y21E F Y22E C om m ents

E ngine S ales  V olume 

(units )

82,297 92,022 99,638 89,928 80,775 92,367

E ngine Net S ales  

R ealisation (|/unit)

78,363 81,235 84,804 85,958 84,239 85,081

R evise downward our sales  volume estimates  for F Y 21E  

due to C ovid-19 related challenges . Introduced F Y 22E

C urren t

 

Source: Company, ICICI Direct Research 
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Financial Story in Charts 

Exhibit 3: Revenue trend 

 

Source: Company, ICICI Direct Research 

 

Exhibit 4: Volume – Realisation breakup 

 

Source: Company, ICICI Direct Research 

 

 

Exhibit 5: EBITDA and EBITDA margin trend 
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Source: Company, ICICI Direct Research 

 

Exhibit 6: PAT and EPS trend 
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Source: Company, ICICI Direct Research 

 

 

Exhibit 7: Return ratios 
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Source: Company, ICICI Direct Research 

 

Exhibit 8: Working capital cycle 
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Source: Company, ICICI Direct Research 
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Result Update | Swaraj Engines 

Financial Summary (Consolidated) 

Exhibit 9: Profit and loss statement                                 (| crore) 

(Ye a r-e nd  Ma rch ) F Y19 F Y20P F Y21E F Y22E

Net S ales 871.7 773.3 708.8 815.1

O ther O perating Income 0.0 0.0 0.0 0.0

Total O perating Income 871.7 773.3 708.8 815.1

G rowth (% ) 13.0 -11.3 -8.3 15.0

R aw Materia l E xpenses 656.6 592.5 545.8 615.4

E mployee E xpenses 39.3 41.8 42.1 48.0

O ther O perating E xpense 44.2 38.6 35.4 39.5

Total O perating E xpenditure 740.1 672.9 623.4 702.9

E B ITD A 131.6 100.4 85.5 112.2

G rowth (% ) 8.2 -23.7 -14.9 31.3

D epreciation 19.5 20.1 21.3 22.5

Interes t 0.1 0.0 0.0 0.0

O ther Income 15.4 12.8 13.5 15.0

P B T 127.4 93.1 77.7 104.8

E xceptional Item 0.0 0.0 0.0 0.0

Total Tax 45.0 22.0 19.4 25.8

P AT 82.4 71.0 58.3 78.9

G rowth (% ) 2.9 -13.8 -18.0 35.5

E P S  (|) 68.0 58.6 48.0 65.1
 

Source: Company, ICICI Direct Research 

 

Exhibit 10: Cash Flow Statement                                   (| crore) 

(Ye a r-e nd  Ma rch ) F Y19 F Y20P F Y21E F Y22E

P rofit after Tax 82.4 71.0 58.3 78.9

Add: D epreciation 19.5 20.1 21.3 22.5

(Inc)/dec in C urrent Assets -66.1 14.6 -5.5 -2.5

Inc/(dec) in C L  and P rovis ions -0.9 -4.0 -9.7 12.4

O thers 0.1 0.0 0.0 0.0

C F  from operating activities 35.1 101.8 64.4 111.3

(Inc)/dec in Inves tments -7.7 -27.3 0.0 0.0

(Inc)/dec in F ixed Assets -33.6 -15.6 -15.0 -15.0

O thers 4.5 0.5 0.0 0.0

C F  from inves ting activities  -36.9 -42.4 -15.0 -15.0

Issue/(B uy back ) of E quity 0.0 0.0 0.0 0.0

Inc/(dec) in loan funds 0.0 0.0 0.0 0.0

D ividend paid & dividend tax -72.8 -58.2 -36.4 -60.6

Inc/(dec) in S hare C ap 0.0 0.0 0.0 0.0

O thers -0.3 -14.9 0.0 0.0

C F  from financing activities -73.0 -73.1 -36.4 -60.6

Net C ash flow -74.9 -13.7 13.0 35.6

O pening C ash 106.7 31.9 18.2 31.2

C los ing C ash 31.9 18.2 31.2 66.8
 

Source: Company, ICICI Direct Research 

 

Exhibit 11: Balance Sheet 

(Ye a r-e nd  Ma rch ) F Y19 F Y20P F Y21E F Y22E

L iabilities

E quity C apita l 12.1 12.1 12.1 12.1

R eserve and S urplus 225.9 223.8 245.7 264.0

Total S hareholders  funds 238.0 235.9 257.8 276.1

Total D ebt 0.0 0.0 0.0 0.0

D eferred Tax L iability 7.2 4.6 4.6 4.6

Minority Interes t / O thers 0.0 0.0 0.0 0.0

Total L iabilities 245.1 240.5 262.4 280.7

Assets

G ross  B lock 244.5 258.2 273.2 288.2

Less : Acc D epreciation 134.5 154.7 176.0 198.4

Net B lock 110.0 103.5 97.2 89.7

C apita l WIP 2.0 4.0 4.0 4.0

Total F ixed Assets 112.0 107.5 101.2 93.7

Inves tments 83.8 111.1 111.1 111.1

Inventory 47.4 37.0 38.8 42.4

D ebtors 18.7 4.1 7.8 6.7

Loans  and Advances 0.0 0.0 0.0 0.0

O ther C urrent Assets 55.7 66.1 66.1 66.1

C ash 31.9 18.2 31.2 66.8

Total C urrent Assets 153.8 125.4 143.9 182.1

C urrent L iabilities 104.2 99.2 91.3 102.7

P rovis ions 8.1 9.1 7.3 8.2

C urrent L iabilities  & P rov 112.3 108.3 98.6 110.9

Net C urrent Assets 41.5 17.2 45.3 71.1

O thers  Assets 7.8 4.7 4.7 4.7

Application of F unds 245.1 240.5 262.3 280.7
 

Source: Company, ICICI Direct Research 

 

 

 

Exhibit 12: Key Ratios 

(Ye a r-e nd  Ma rch ) F Y19 F Y20P F Y21E F Y22E

P e r sha re  d a ta  (|)

E P S 68.0 58.6 48.0 65.1

C ash E P S 84.1 75.2 65.6 83.6

B V 196.3 194.6 212.6 227.7

D P S 50.0 40.0 30.0 50.0

C ash P er S hare (Incl Invs t) 95.4 106.6 117.3 146.7

O p e ra ting  R a tios (%)

E B ITD A Margin 15.1 13.0 12.1 13.8

P AT Margin 9.5 9.2 8.2 9.7

Inventory days 20 17 20 19

D ebtor days 8 2 4 3

C reditor days 44 47 47 46

R e tu rn  R a tios (%)

R oE 34.6 30.1 22.6 28.6

R oC E 47.1 34.0 24.9 32.5

R oIC 107.6 94.2 74.0 114.3

V a lua tion  R a tios (x )

P /E 14.6 16.9 20.6 15.2

E V  / E B ITD A 8.2 10.7 12.4 9.1

E V  / Net S ales 1.2 1.4 1.5 1.3

Market C ap / S ales 1.4 1.6 1.7 1.5

P rice to B ook  V alue 5.0 5.1 4.7 4.3

S o lve ncy R a tios

D ebt/E B ITD A 0.0 0.0 0.0 0.0

D ebt / E quity 0.0 0.0 0.0 0.0

C urrent R atio 1.1 1.0 1.1 1.0

Q uick  R atio 0.7 0.6 0.7 0.7
 

Source: Company, ICICI Direct Research 
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RATING RATIONALE 

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its 

stocks according to their notional target price vs. current market price and then categorises them as Buy, Hold, 

Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined as 

the analysts' valuation for a stock 

 

Buy : >15%  

Hold : -5% to 15%; 

Reduce : -5% to -15%; 

Sell : < -15% 

 

 

Pankaj Pandey Head – Research pankaj.pandey@icicisecurities.com 

 
 

ICICI Direct Research Desk, 

ICICI Securities Limited, 

1st Floor, Akruti Trade Centre, 

Road No 7, MIDC, 

Andheri (East) 

Mumbai – 400 093 

 

 
research@icicidirect.com 
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recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report 
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the risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.  
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