Kirloskar Oil Engines Limited (KIRENG)

CMP: 1593

TargetX 2110(33%)

Target Period: 12 months

November 5, 2026

Healthy growth trajectory; margin recovery key to earnings upside ...

About the stock: Kirloskar Oil Engines Limited (KOEL), the flagship company of the
Kirloskar Group, KOEL is one of India's largest diesel and gas engine manufacturers,
with gensets ranging from 3 kVA to 12,000 kVA and industrial engines spanning 20 hp
to 1,100 hp catering to 85+ applications across construction, mining, agriculture,
defence, marine, railways and oil & gas. B2B (~73.8% of FY26 consolidated revenue),
B2C (~14.8% of FY26 consolidated revenue) & Financial Services (~11.4% of FY26
consolidated revenue)

Q2FY27 performance: Kirloskar oil engines (KOEL) reported a mixed performance in
Q2FY27, with standalone revenue from operations increasing 19.1% YoY to X1,738.9
crore from X1,459.5 crore in Q2FY26 and 18.2% QoQ. However, operating profitability
remained under pressure, with Operating EBITDA declining 6.3% YoY to X191.1 crore
compared with X204.0 crore in Q2FY26, while EBITDA margin contracted 300 bps to
11.0% from 14.0%. PAT declined 18.2% YoY to X115.2 crore.

Investment Rationale:

o PowerGen growth and export opportunities to drive growth: KOEL
delivered a heathy revenue growth with standalone revenue growing 19% YoY
to X1,722 crore, supported by PowerGen revenue growth of 17% to X792 crore
and Distribution & Aftermarket growth of 29% to X293 crore. International
business remained a key growth driver, registering 59% YoY growth to X413
crore on a gross consolidated basis, with PowerGen contributing over 45% of
international revenue. The company is strengthening its export presence
through channel expansion across Africa, the Middle East and East Asiaq,
alongside its strategic partnership with Deutz for global distribution of its 1.6-
litre engine platform, initially targeting the Americas. Management reiterated
its ambition to increase international revenue contribution to 30% by FY30,
providing strong visibility for export-led growth.

e Strong demand outlook with potential margin recovery to drive
earnings growth: KOEL is witnessing sustained demand across domestic
PowerGen, higher horsepower gensets and data centre applications,
supported by market share gains and increasing customer acceptance of its
OptiPrime range. Despite strong topline growth, standalone EBITDA declined
6% YoY to X191 crore, with margins contracting 300 bps to 11% due to sharp
inflation in copper, aluminum, pig iron, and crude-linked costs. However,
management is undertaking calibrated price hikes, value engineering, and cost
optimization to protect profitability. With a significant portion of capability-
building costs already incurred, incremental revenue is expected to drive
operating leverage from H2FY27/FY28. If commodity inflation stabilizes,
management expects directional margin improvement, providing scope for
earnings recovery alongside sustained revenue growth.

Rating and Target Price: We expect Revenue and PAT to grow at 20.4%

and 23.5% CAGR over FY26-FY29E. We recommend BUY on KOEL with a
target price of X2110 per share (based on SOTP FY29E).

2-year CAGR

Key Financials (X Crore) FY24 FY25 FY26 (FY24-26) FY27E
Revenues 4850.5 4520.7 5646.8 79 66513
EBITDA 566.8 593.9 737.3 14.1 778.2
EBITDA margin (%) 11.7 13.1 13.1 11.7
Net Profit 361.6 368.9 471.2 14.1 488.9
EPS (Rs) 24.9 25.4 324 33.6
P/E (x) 64.0 62.8 49.1 47.4
P/B (x) 8.8 7.8 6.9 6.2
RoCE (%) 16.4 15.0 16.8 15.8
RoE (%) 13.7 12.3 13.9 12.9

BUY
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Rs. (in crore)

Market Cap 31614
Gross Debt (FY26) 139
Cash (FY26) 553
EV (Xcrore) 31200
52-week H/L 2720/933
Equity capital 29
Face value 2
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(i)Steep increase in raw material cost can
impact margins;

(ii) ) Increase in competitive intensity from
established global players.
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3-year CAGR

FY28E  FY29E {szs-st)

8120.6 9867.4 20.4

10557 13617 22.7
13.0 13.8

682.5  887.7 235
47.0 61.1
33.9 26.1
5.4 45
195 218
15.6 17.2

Source: Company, ICICI Direct Research.
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Q2FY27 key results highlights

¢ Financial Performance:

o Kirloskar oil engines (KOEL) reported a mixed performance in
Q2FY27, with standalone revenue from operations increasing
19.1% YoY to X1,738.9 crore from X1,459.5 crore in Q2FY26 and
18.2% QoQ. However, operating profitability remained under
pressure, with Operating EBITDA declining 6.3% YoY to X191.1
crore compared with X204.0 crore in Q2FY26, while EBITDA
margin contracted 300 bps to 11.0% from 14.0%. PAT declined
18.2% YoY to X115.2 crore.

o Segmentally, Powergen revenue grew 17% YoY to X792 crore,
contributing 48% to total sales, supported by healthy demand.
Industrial revenue increased 2% YoY to X381 crore, indicating
relatively subdued growth. Distribution & Aftermarket delivered
strong growth of 29% YoY to X293 crore, while international
revenue surged 50% YoY to X257 crore, reflecting healthy export
momentum.

e Power Generation:

o Power generation revenue grew 17% YoY to X792 crore in
Q2FY27, supported by robust domestic demand and market share
gains across product categories.

o In the 1,010 kVA HHP category, the company has achieved
market share of over 30%, reflecting strong traction in its first HHP
node. The next focus areas include 1,250-1,500 kVA, 2,000 kVA
and higher-capacity gensets.

o The OptiPrime range is witnessing increasing traction across data
centres, real estate, hospitality and manufacturing.

¢ International Business:

o International business grew 59% YoY to X413 crore on a gross
consolidated basis, contributing approximately 20% of the
company's total sales mix. Power generation now contributes
over 45% of international business, marking a shift from the earlier
dependence on firefighting OEMs in the Middle East and mining
operations in South Africa.

o Management reiterated its ambition to increase international
business contribution to 30% of revenue by FY30. The growth is
expected to be supported by investments in overseas teams,
distribution channels, partnerships with genset OEMs.

e Management commentary:

o Standalone EBITDA margin declined to 11% from 14% in Q2FY26
due to sharp increases in crude oil and commodity prices,
including copper, aluminium and pig iron.

o Management has adopted a three-pronged approach to mitigate
cost pressures: targeted price increases across business units,
value engineering and higher power density products, and
improved fixed-cost absorption through higher volumes and
discretionary cost control.

o The company is progressing with its announced 2,100 crore
capex programme, with the first production line expected to
become operational in FY28.

ICICI Securities | Retail Research
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SOTP Valuation Metric Multiple Value Per share value
KOEL Standalone EPS P/E on FY29 EPS 31 1,893
Fluid Dynamics P/E on FY29 EPS 12 29
Arka Fincap P/B on FY29 Book 1 117
Target Price 2110
Source: Company, ICIC] Direct Research
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(Year-end March)
Revenue

% Growth

Other income

Total Revenue

% Growth

Raw Material Costs
Employee Expenses
Other expenses
Total Operating Exp.
EBITDA

% Growth

Interest

PBDT

Depreciation

PBT before Expl. Items
Total Tax

PAT before MI

PAT

% Growth

EPS

FY26
5,647
249
41
5,687
249
3,674
357
879
4,910
737
24.1

767
143
624
152
471
471
27.7

FY27E
6,651
17.8
45
6,696
17.7
4,390
432
1,051
5,873
778

5.6
15
808
156
652
163
489
489
3.8
34

FY28E
8,121
22.1
50
8,171
22.0
5,278
528
1,259
7,065
1,056
35.7
18
1,088
178
910
228
683
683

39.6
47

FY29E
9,867
215
55
9,922
21.4
6,364
592
1,549
8,506
1,362
29.0
23
1,394
210
1,184
296
888
888
30.1

Source: Company, ICICI Direct Research

(Year-end March)

Equity Capital

Reserve and Surplus

Total Shareholders’ funds
Total Debt

Total Liabilities

Gross Block
Acc: Depreciation
Net Block

Capital WIP

Total Fixed Assets
Non-Current Assets
Inventory

Debtors

Other Current Assets
Cash

Total Current Assets
Current Liabilities
Provisions

Total Current Liabilities
Net Current Assets
Total Assets

FY26
29
3,369
3,398
139
3,537

2,236
1,252
984
58
1,042
1,616
603
783
241
553
2,180
1,129
171
1,300
879
3,637

FY27E
29
3,756
3,785
139
3,924

2,436
1,408
1,028
80
1,108
1,652
948
948
226
529
2,650
1,314
171
1,485
1,164
3,924

FY28E
29
4,337
4,366
139
4,505

2,936
1,586
1,350
100
1,450
1,652
1,201
1,135
248
555
3,140
1,566
171
1,737
1,403
4,505

3,436
1,796
1,640
120
1,760
1,652
1,433
1,379
273
852
3,936
1,887
171
2,058
1,879
5,291

Source: Company, ICICI Direct Research
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(Year-end March)

Profit after Tax

Depreciation

Interest

Cash Flow before WC changes
Net Increase in Current Assets
Net Inc in Current Liabilities

Net CF from Operating activities
(Purchase)/Sale of Fixed Assets
Other investing cash flows

Net CF from Investing activities
Issue of Equity

Inc/(Dec) in loans

Others

Net CF from Financing Activities
Net Cash flow

Opening Cash/Cash Equivalent
Closing Cash/ Cash Equivalent

FY26 FY27E  FY28E
471 489 683
143 156 178

11 15 18
748 823 1,106
(67)  (530)  (463)
(35) 185 251
511 315 666

(175)  (222)  (520)

(146) - -

(321)  (222)  (520)

0 - -
(50) - -
(04) (117)  (120)

(143) (117)  (120)

47 (23) 26

73 120 97
120 97 123

Source: Company, ICICI Direct Research

(Year-end March) FY26 FY27E FY28E FY29E
Per Share Data (X)
EPS 324 33.6 47.0 61.1
Cash per Share 423 44.4 59.2 75.6
DPS 6.5 7.0 7.0 7.0
BV 231.0 257.7 297.7 351.8
Operating Ratios (%)
EBITDA Margin 13.1 11.7 13.0 13.8
PAT Margin 8.3 7.4 8.4 9.0
Asset Turnover (x) 1.6 1.7 1.8 1.9
Return Ratios (%)
RoE 13.9 12.9 15.6 17.2
RoCE 16.8 15.8 195 21.8
Valuation Ratios (x)
EV /EBITDA 30.8 29.3 215 16.5
P/E 49.1 47.4 339 26.1
EV / Net Sales 4.0 3.4 2.8 2.3
Sales / Equity 1.7 1.8 1.9 1.9
Market Cap / Sales 4.1 35 29 2.3
Price to Book Value 6.9 6.2 5.4 4.5
Working Capital Management Ratios
Inventory Days 39.0 52.0 54.0 53.0
Debtor Days 50.6 52.0 51.0 51.0
Creditor Days 49.7 50.0 49.0 49.0
Solvency Ratios
Debt / Equity 0.0 0.0 0.0 0.0
Current Ratio 1.7 1.8 1.8 1.9
Quick Ratio 1.2 1.1 1.1 12
Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct Research

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 categorizes 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: -15% to -5%;
Sell: <-15%

Pankaj Pandey

ICICI Securities | Retail Research

Head - Research

ICICI Direct Research Desk,
ICICI Securities Limited,
Third Floor, Brillanto
House,

Road No 13, MIDC,
Andheri (East)

Mumbai — 400 093
research@icicidirect.com

pankaj.pandey@icicisecurities.com
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ANALYST CERTIFICATION

I/We, Chirag Shah, PGDBM, Dilip Pandey, MBA, Gourav Aggarwal, MBA, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in
this research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the
specific 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 in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory
Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number
—INHO000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. Registered Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi, Mumbai
- 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807 7100. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries
engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are
available on www.icicibank.com.

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

Registration granted by Sebi and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors. None of the research
recommendations promise or guarantee any assured, minimum or risk-free return to the investors.

Name of the Compliance officer (Research Analyst): Mr. Atul Agrawal
Contact number: 022-40701000 E-mail Address: complianceofficer@icicisecurities.com
For any queries or grievances: Mr. Jeetu Jawrani Email address: headservicequality@icicidirect.com Contact Number: 18601231122

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment
banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to
analysts and their relatives are generally prohibited from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock’s price movement, outstanding positions, trading volume etc as opposed to focusing
on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical
Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions
expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly
confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities indicate
that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where
ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness
guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for
securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat
recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy
is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own
investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent
judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign
exchange rates or any other reason. ICICl Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily
a guide to future performance. Investors are advised to see Risk Disclosure Document to understand 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.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other
assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for
services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or
specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies
mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did
not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI
Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day
of the month preceding the publication of the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/beneficial ownership of one
percent or more or other material conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

ICICI Securities Limited has not used any Atrtificial Intelligence tools for preparation of this Research Report
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