
Thematic Report
28 Dec 2018

Cash Rich PSU’s 
The Dividend Candidates



2

PSU’s Dividend/ Buyback

 Fiscal deficit—the gap between the government’s revenue and expenditure—stood at Rs 6.48 lakh crore at the end of November, ‘18 (data released by the

Controller General of Accounts) accounting for 114.8 % of the budgeted estimate of Rs 6.24 lakh crore for FY18-19

 The government had set a fiscal deficit target of Rs. 6.24 lakh crore or 3.3% of GDP. But given the current financial trends, the deficit is likely to be

breached

 There is high probability of government pushing the cash-rich PSUs to pay higher dividends and/ or buyback shares using their cash reserves so as to help

meet its budget deficit

 NHPC, Oil India, BHEL, NALCO, NLC, Cochin Shipyard, KIOCL and ONGC have already announced buyback and could fetch the government a portion

of funds required

Government turning towards PSU’s cash for the increasing funds requirement

 IOC recently announced buyback of Rs 4,440 cr and interim dividend of Rs 6,550 cr (ex dividend date: 25 dec’18) ,the stock was trading at Rs 137 on

the day when dividend was announced, yielding 5% return to investor from dividend. Investors would earn additional benefits by participating in buyback,

open date for which is yet to be announced

 Coal India and RITES have also announced interim dividend and final dividend could be expected to give higher than historical dividend yield

 We feel government would still need more funds to bridge its deficit and would be banking on the remaining cash-rich PSU’s

 We have shortlisted few cash-rich PSU’s as potential candidates to announce dividends or Buybacks in near future, this offers a potent opportunity for

investors amid this highly volatile market

Opportunity for the Investors 
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Methodology

 Step1: We have analyzed 65 PSU companies in our universe of study and shortlisted 20 top PSU’s in order of their FY18 cash & bank balance in the books

constituting 89% of Cash available to PSU’s taken in the universe

 Step2: We then eliminated PSU’s with over Rs 10,000 crore of debt

 Step3: Next we assumed 50% of the cash as payout and selected PSU’s with over 6% cash dividend yield at current market capitalization as on December

24, 2018

 Step4: Analyzed the stocks on parameters such as market cap, historical dividend yield, debt-equity, capex plans etc. to come up with final 7 PSU’s as

potential candidates for higher dividends and/or offer buybacks

 Since majority of our selected PSU’s have government stake more than 75%, We expect a higher dividend payment and carried out our scenario analysis

on the assumption of dividend payments, however we do not rule out probability of buyback offer

For Stock Selection

 Step1: We have assumed Cash payout ratio of each company ranging from 20% to 70% and plotted a scenario

 Step2: Calculated tentative dividend per share as per payout ratio and deducted the same from investment amount (CMP) to arrive at net investment value

in the stock post dividend

 Step3: Calculated estimated return for 5% +/- and 10% +/- price movement post dividend

 The investor would be in the money (profitable) as long as the stock trades at the price (ex-dividend) as shown in the scenario analysis in green colour

For Scenario Analysis of potential Candidates
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Universe of Study

Company Name (Top 20)

Coal India

B H E L

Hindustan Aeronautics

NMDC

O N G C

Ircon International

NTPC

SJVN

RITES

Cochin Shipyard

Oil India

NHPC Ltd

GAIL (India)

National Aluminium

Engineers India

NBCC

Power Grid Corporation

MOIL

Container Corporation

KIOCL

Company Name Company Name

BPCL HPCL

S C I Hindustan Organic Chemicals

Petronet LNG S T C

Bharat Electron Mahanagar Gas

M R P L Andrew Yule & Co

Orissa Minerals Dredging Corporation

Indraprastha Gas G S F C

Balmer Lawrie F A C T

Gujarat State Petronet Gujarat Industries Power

I O C L G M D C

PTC India Punjab Alkalies

NLC India Madras Fertilizers

Bharat Dynamics T N Newsprint

S A I L Scooters India

ITI G N F C

I T D C Hind.Copper

HMT National Fertilizer

Mishra Dhatu Nig C P C L

Tide Water Oil Nitta Gelatin

MMTC R C F

Gujarat Gas BEML

Guj Alkalies Andhra Petrochem

M T N L
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Potential Candidates

Company
Cash Balance 
(FY18) (Rs Cr)

Total Debt
(In Rs Cr)

Dividend yield 
(FY18) (%)

Debt/
Equity ratio (x)

Govt. 
Stake (%)

Cash to be 
received 

by govt. * (Rs cr.)

Potential return*
(50% cash payout)

Coal India 31,475 1,531 6.68 0.08 78 12,326 10%

Hindustan Aeronautics 6,546 864 4.16 0.07 90 2,945 12%

NMDC 5,461 500 4.58 0.02 72 1,978 9%

RITES 3,596 48 1.28 0.03 87 1,571 33%

Engineers India 2,537 0 2.21 0.00 52 660 16%

NBCC 2,482 0 0.53 0.00 74 915 13%

MOIL 2,139 0 1.79 0.00 66 703 25%

Total (Rs cr.) 54,235 2,943 21,097

28 Dec 2018 Thematic Report

* Our assumption that PSU’s would utilize 50% of their FY18 cash & bank balance to pay dividends Source: Axis Securities Ltd, Company, Capitaline.
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Potential Candidates

Stock Data

CMP (as of 27 Dec 2018) Rs 242

No. of shares 621 cr

Market cap (Rs) Rs 1,50,249 cr

52 week high/low (Rs) Rs 317/228

Avg. daily vol. (6 mths) 109,762

Bloomberg code COAL IN

Reuters code COAL BO

 Coal India limited (CIL), the largest coal-producing company in the world, has the highest Cash
reserve among companies in our universe amounting to Rs 31,475 cr (FY18).

 CIL’s reported PAT of Rs 7,020cr for FY18 and its revenue has grown at 11% CAGR over
FY16-18.

 Coal India has already approved an interim dividend of Rs 4,500 cr which is ~ 14% of CIL’s cash
reserves. Interim dividend per share comes to Rs 7.25; Government being the promoter holds
486.17 cr shares (78.32 % stake in the company); the government would receive Rs 3,525 cr,
while LIC will get Rs 464 crore through its holding. At CMP the stock has yielded 3% to individual
investors for the interim dividend.

 With the amount of net cash reserves (Cash reserves less debt) held by CIL and government’s
pressing requirement to bridge the budget deficit, we do not rule out possibility of further dividend
or buyback in near future before end of FY19.

 Given below is the matrix which shows profitability to the investor at various cash payout
assumptions and price movements in ex-dividend scenario. At current market price and 50% cash
payout (our assumption), the stock would yield 10 % return to the retail investors at CMP. We
would suggest the investor to exit the trade post dividend receipt or buyback exercise taking home
the dividend (or buyback proceeds). The investor would be in the money (profitable) as long as the
stock trades at the price (ex-dividend) within the scenario shown in green colour.

Return Analysis (%)

Share price post 
dividend

Cash Payout

20% 30% 40% 50% 60% 70%

266 14% 16% 18% 20% 23% 25%

254 9% 11% 13% 15% 18% 20%

242 4% 6% 8% 10% 13% 15%

230 (1%) 1% 3% 5% 8% 10%

218 (6%) (4%) (2%) 0% 3% 5%

Coal India 

Source: Axis Securities Ltd, Capitaline.
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Potential Candidates

Stock Data

CMP (as of 27 Dec 2018) Rs 276

No. of shares 20 cr

Market cap (Rs) Rs 5,520 cr

52 week high/low (Rs) Rs 326/ 190

Avg. daily vol. (6 mths) 47,481

Bloomberg code RITE IN

Reuters code RITS.BO

 RITES Limited, established in 1974, is a multi-disciplinary consultancy organization in the fields of
transport, infrastructure and related technologies has the cash & bank balance of Rs 3,596 cr as
per FY18 balance sheet. RITES’s revenue/EBITDA/PAT has grown at a CAGR of 17%/8%/11%
over FY16-18. It has already announced interim dividend of Rs 4.75 per share and final dividend
would extract healthy cash payouts.

Return Analysis (%)

Share price post 
dividend

Cash Payout

20% 30% 40% 50% 60% 70%

304 23% 30% 36% 43% 49% 56%

290 18% 25% 31% 38% 44% 51%

276 13% 20% 26% 33% 39% 46%

262 8% 15% 21% 28% 34% 41%

248 3% 10% 16% 23% 29% 36%

Stock Data

CMP (as of 27 Dec 2018) Rs 126

No. of shares 63 cr

Market cap (Rs) Rs 7,940 cr

52 week high/low (Rs) Rs 206/ 100

Avg. daily vol. (6 mths) 7,2676

Bloomberg code ENGR IN

Reuters code ENGII.BO

 Engineers India Limited (EIL), provides engineering consultancy and EPC services principally
focused on the oil & gas and petrochemical industries. It has the cash & bank balance of Rs 2,537
cr as per FY18 balance sheet. EIL ‘s revenue/EBITDA/PAT has grown at a CAGR of
9%/43%/17% over FY16-18.

Return Analysis (%)

Share price post 
dividend

Cash Payout

20% 30% 40% 50% 60% 70%

138 16% 20% 23% 26% 29% 32%

132 11% 15% 18% 21% 24% 27%

126 6% 10% 13% 16% 19% 22%

119 1% 5% 8% 11% 14% 17%

113 (4%) 0% 3% 6% 9% 12%

RITES

Engineers India

Source: Axis Securities Ltd, Capitaline.

Source: Axis Securities Ltd, Capitaline.
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Potential Candidates

Stock Data

CMP (as of 27 Dec 2018) Rs 784

No. of shares 33 cr

Market cap (Rs) Rs 26,216 cr

52 week high/low (Rs) Rs 1,184/740

Avg. daily vol. (6 mths) 1,170

Bloomberg code HNAL IN

Reuters code HIAE.BO

 Hindustan Aeronautics Limited (HAL), is a aerospace and defence company headquartered in
Bangalore, India, is governed under the management of the Indian Ministry of Defence and has
the cash & bank balance of Rs 6,546 cr as per FY18 balance sheet. HAL’s revenue/EBITDA/PAT
has grown at a CAGR of 5%/19%/2% over FY16-18.

Return Analysis (%)

Share price post 
dividend

Cash Payout

20% 30% 40% 50% 60% 70%

862 15% 17% 20% 22% 25% 27%

823 10% 12% 15% 17% 20% 22%

784 5% 7% 10% 12% 15% 17%

745 0% 2% 5% 7% 10% 12%

706 (5%) (3%) 0% 2% 5% 7%

Stock Data

CMP (as of 27 Dec 2018) Rs 93

No. of shares 316 cr

Market cap (Rs) Rs 29,266 cr

52 week high/low (Rs) Rs 162/ 86

Avg. daily vol. (6 mths) 76,221

Bloomberg code NMDC IN

Reuters code NMDC.BO

 NMDC Limited, a mineral producer and India's single largest iron ore producer has the cash &
bank balance of Rs 5,461 cr as per FY18 balance sheet. NMDC’s revenue/EBITDA/PAT has
grown at a CAGR of 34%/52%/22% over FY16-18.

Return Analysis (%)

Share price post 
dividend

Cash Payout

20% 30% 40% 50% 60% 70%

102 14% 16% 17% 19% 21% 23%

97 9% 11% 12% 14% 16% 18%

93 4% 6% 7% 9% 11% 13%

88 (1%) 1% 2% 4% 6% 8%

83 (6%) (4%) (3%) (1%) 1% 3%

Hindustan Aeronautics

NMDC

Source: Axis Securities Ltd, Capitaline.

Source: Axis Securities Ltd, Capitaline.
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Potential Candidates

Stock Data

CMP (as of 27 Dec 2018) Rs 54

No. of shares 180cr

Market cap (Rs) Rs 9747 cr

52 week high/low (Rs) Rs 128/ 47

Avg. daily vol. (6 mths) 186381

Bloomberg code NBCC IN

Reuters code NBCC.BO

 NBCC (India) Limited, a blue-chip Government of India Enterprise under the Ministry of Housing
and Urban Affairs, is leader in construction sector. It has cash & bank balance of Rs 2,482 cr as
per FY18 balance sheet. NBCC’s revenue/EBITDA/PAT has grown at a CAGR of 9%/16%/11%
over FY16-18.

Return Analysis (%)

Share price post 
dividend

Cash Payout

20% 30% 40% 50% 60% 70%

60 15% 18% 20% 23% 25% 28%

57 10% 13% 15% 18% 20% 23%

54 5% 8% 10% 13% 15% 18%

51 0% 3% 5% 8% 10% 13%

49 (5%) (2%) 0% 3% 5% 8%

Stock Data

CMP (as of 27 Dec 2018) Rs 164

No. of shares 26cr

Market cap (Rs) Rs 4225cr

52 week high/low (Rs) Rs 261/ 154

Avg. daily vol. (6 mths) 10527

Bloomberg code MOIL IN

Reuters code MOIL.BO

 MOIL Limited, a manganese-ore mining company headquartered in Nagpur, India, is the largest
producer of manganese iron ore in India with about 45% of the market share. It has the cash &
bank balance of Rs 2,139 cr as per FY18 balance sheet. MOIL’s revenue/EBITDA/PAT has grown
at a CAGR of 44%/174%/55% over FY16-18.

Return Analysis (%)

Share price post 
dividend

Cash Payout

20% 30% 40% 50% 60% 70%

180 20% 25% 30% 35% 40% 45%

172 15% 20% 25% 30% 35% 40%

164 10% 15% 20% 25% 30% 35%

156 5% 10% 15% 20% 25% 30%

148 0% 5% 10% 15% 20% 25%

NBCC

MOIL

Source: Axis Securities Ltd, Capitaline.

Source: Axis Securities Ltd, Capitaline.
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Disclaimer

Disclosures:

The following Disclosures are being made in compliance with the SEBI Research Analyst Regulations 2014 (herein after referred to as the Regulations).

1. Axis Securities Ltd. (ASL) is a SEBI Registered Research Analyst having registration no. INH000000297. ASL, the Research Entity (RE) as defined in the Regulations, is engaged in the business of
providing Stock broking services, Depository participant services & distribution of various financial products. ASL is a subsidiary company of Axis Bank Ltd. Axis Bank Ltd. is a listed public
company and one of India’s largest private sector bank and has its various subsidiaries engaged in businesses of Asset management, NBFC, Merchant Banking, Trusteeship, Venture Capital,
Stock Broking, the details in respect of which are available on www.axisbank.com.

2. ASL is registered with the Securities & Exchange Board of India (SEBI) for its stock broking & Depository participant business activities and with the Association of Mutual Funds of India (AMFI) for
distribution of financial products and also registered with IRDA as a corporate agent for insurance business activity.

3. ASL has no material adverse disciplinary history as on the date of publication of this report.

4. I/We, Kumar Nihal – Manager, Research, MBA (Finance), author/s and the name/s subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect
my/our views about the subject issuer(s) or securities. I/We (Research Analyst) also certify that no part of my/our compensation was, is, or will be directly or indirectly related to the specific
recommendation(s) or view(s) in this report. I/we or my/our relative or ASL does not have any financial interest in the subject company. Also I/we or my/our relative or ASL or its Associates may
have beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of publication of the Research Report. Since associates of ASL are
engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject company/companies mentioned in this
report. I/we or my/our relative or ASL or its associate does not have any material conflict of interest. I/we have not served as director / officer, etc. in the subject company in the last 12-month
period.

Any holding in stock – No

5. ASL has not received any compensation from the subject company in the past twelve months. ASL has not been engaged in market making activity for the subject company.

6. In the last 12-month period ending on the last day of the month immediately preceding the date of publication of this research report, ASL or any of its associates may have:

i. Received compensation for investment banking, merchant banking or stock broking services or for any other services from the subject company of this research report and / or;
ii. Managed or co-managed public offering of the securities from the subject company of this research report and / or;
iii. Received compensation for products or services other than investment banking, merchant banking or stock broking services from the subject company of this research report;

ASL or any of its associates have not received compensation or other benefits from the subject company of this research report or any other third-party in connection with this report.

Term& Conditions:

This report has been prepared by ASL and is meant for sole use by the recipient and not for circulation. The report and information contained herein is strictly confidential 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 ASL. The report is based on the
facts, figures and information that are considered true, correct, reliable and accurate. The intent of this report is not recommendatory in nature. The information is obtained from publicly available
media or other sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy,
completeness or correctness. All such information and opinions are subject to change without notice. The report is prepared solely for informational purpose and does not constitute an offer document
or solicitation of offer to buy or sell or subscribe for securities or other financial instruments for the clients. Though disseminated to all the customers simultaneously, not all customers may receive this
report at the same time. ASL will not treat recipients as customers by virtue of their receiving this report.
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Disclaimer:

Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to the recipient’s specific circumstances.
The securities and strategies discussed and opinions expressed, if any, 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 report may not be taken in substitution for the exercise of independent judgment by any recipient. Each recipient of this report should make such investigations as it deems necessary to arrive at
an independent evaluation of an investment in the securities of companies referred to in this report (including the merits and risks involved), and should consult its own advisors to determine the merits
and risks of such an investment. Certain transactions, including those involving futures, options and other derivatives as well as non-investment grade securities involve substantial risk and are not
suitable for all investors. ASL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any
action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or
income, etc. Past performance is not necessarily a guide to future performance. Investors are advice 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.
ASL and its affiliated companies, their directors and employees may; (a) from time to time, have long or short position(s) in, and buy or sell the securities of the company(ies) mentioned herein or (b)
be engaged in any other transaction involving such securities or earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or
act as an advisor or investment banker, lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information
and opinions. Each of these entities functions as a separate, distinct and independent of each other. The recipient should take this into account before interpreting this document.
ASL and / or its affiliates do and seek to do business including investment banking with companies covered in its research reports. As a result, the recipients of this report should be aware that ASL
may have a potential conflict of interest that may affect the objectivity of this report. Compensation of Research Analysts is not based on any specific merchant banking, investment banking or
brokerage service transactions. ASL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
Neither this report nor any copy of it may be taken or transmitted into the United State (to U.S. Persons), Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or
distributed or redistributed in Japan or to any resident thereof. If this report is inadvertently sent or has reached any individual in such country, especially, USA, the same may be ignored and brought
to the attention of the sender. 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 ASL 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.
The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. The
Company reserves the right to make modifications and alternations to this document as may be required from time to time without any prior notice. The views expressed are those of the analyst(s)
and the Company may or may not subscribe to all the views expressed therein.
Copyright in this document vests with Axis Securities Limited.
Axis Securities Limited, Corporate office: Unit No. 2, Phoenix Market City, 15, LBS Road, Near Kamani Junction, Kurla (west), Mumbai-400070, Tel No. – 18002100808/022-61480808, Regd. 
off.- Axis House, 8th Floor, Wadia International Centre, Pandurang Budhkar Marg, Worli, Mumbai – 400 025. Compliance Officer: Anand Shaha, Email: compliance.officer@axisdirect.in, Tel No: 
022-42671582.

DEFINITION OF RATINGS

Ratings Expected absolute returns over 12-18 months

BUY More than 10%

HOLD Between 10% and -10%

SELL Less than -10%

NOT RATED We have forward looking estimates for the stock but we refrain from assigning valuation and recommendation 

UNDER REVIEW We will revisit our recommendation, valuation and estimates on the stock following recent events

NO STANCE We do not have any forward looking estimates, valuation or recommendation for the stock
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