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We recently hosted top management of Dolphin Offshore (Dolphin) to 
meet institutional investors. We believe the company presents “Growth 
at a Reasonable Price (GARP)”. Dolphin is a specialised service provider 
in the oil & gas space, wherein its unique DP2 vessel allows sustainable 
cash flow, which will help it turn debt free. Once ONGC rolls out tenders 
for its stated INR100bn plus capex, we believe Dolphin’s EBIDTA (consol) 
could double. The company also plans to diversify globally. Concerns 
over its receivables are overstated and in fact the replacement value of 
its asset could be ~50% higher. The stock trades at 2.1x PER, 0.6x PBV, 
RoAE of 31% and 47% FY14 earnings yield (consol). ‘NOT RATED’. 
 
Sustainable earnings as Vikrant’s contract should be renewed soon 
Vikrant, the company’s DP2 vessel, is its main profit generator, earning a day rate of 
USD45K and PAT of USD10mn plus p.a. Vikrant’s contract matures by CY14-end and is 
poised for 1-3 year extension, which may allow it to sustain earnings. Dolphin may 
also purchase 2 similar vessels for USD70mn, financed by debt and internal accruals. 

 
Domestic offshore oil EPC likely to turnaround 
Dolphin’s main customer, ONGC, had nearly ceased orders over past 3 years, 
shrinking order book to 1/5th of normal levels. Dolphin recently bid for INR10bn of 
ONGC’s tenders. ONGC should revive capex to INR100bn plus (Dolphin’s addressable 
capex) as the new government targets to revive production. Even if Dolphin bags 
1/10th of upcoming tenders (INR10bn), we believe its EBIDTA (consol) could double.  

 
Receivables not such a big deal, further gains likely 
Dolphin expects to reasonably recover INR1.9bn outstanding receivables from ONGC. 
In fact, there could be potential gains, as Dolphin has not recognised all the claims.  
 

Healthy FCF, near zero debt, valued at 2.1x PER, 0.6x PBV FY14 
Ex one-offs, Dolphin’s FY14 EPS is ~INR57, implying PE of 2.1x. In fact, its asset value is 
higher than its stated BV, and could exceed INR310/share. The company is also poised 
to be debt free shortly given healthy free cash flow of INR0.6bn (FY14). ‘NOT RATED’. 
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Financials (Consolidated)
Year to March FY11 FY12 FY13 FY14
Revenues (INR mn) 3,044         2,000         4,156         3,577         
EBITDA (INR mn) 407            122            816            1,090         
Reported Net profit (INR mn) 161            43              471            609            
Diluted reported EPS (INR)* 9.6             2.6             28.1           36.3           
EPS growth (%) (75.7)         (73.4)         998.1        29.3          
Diluted P/E (x) 12.6           47.4           4.3             3.3             
EV/EBITDA (x) 8.8             27.3           3.8             2.8             
ROAE (%) 7.0             1.8             18.2           30.8*
* Prior to INR 353mn exceptional write-off, Dolphin's EPS is INR 57 for FY14
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Sustainable earnings as Vikrant likely to be renewed shortly 
Currently, Vikrant is Dolphin’s main profit generator, earning a day rate of USD45,000 and a 
60% plus EBIDTA margin. The company’s Mauritius subsidiary clocks USD20mn turnover and 
profit of USD10mn p.a. Vikrant’s 2-year contract has been further extended by 3 months 
and is now due end-December 2014. The existing Mexican charterer is keen to extend the 
contract for at least a year at the same day rate. According to the management, after 3 
years of stagnation, day rates are on an uptrend. Renewal of Vikrant’s contract should 
enable the company maintain current turnover and we presume earnings, as well. 
 

Humungous domestic EPC growth potential 
Dolphin specializes in domestic brown field offshore oil & gas upstream projects. This 
business was barely profitable (prior to INR339mn write off) during FY14 as its primary 
customer, ONGC, had virtually ceased brown field capex over the past 3 years. As a result, 
Dolphin’s domestic revenue shrunk from a run rate of INR3-5bn p.a. in FY11 to an order 
book of INR0.8bn currently. The company has put in bids for over INR10bn tender floated by 
ONGC recently and believes that it stands a reasonable chance of bagging the order.  
 
More importantly, ONGC is significantly reviving its domestic capex plans and has stated a 
capex of INR450bn over the next 5 years; Dolphin’s addressable brown field capex universe 
would be more than INR100bn. Given the new government’s pressure to revive domestic 
production, ONGC should start floating many more tenders going forward. Conservatively, 
Dolphin could earn 10-15% EBIDTA margin on initial orders, which may progressively rise as 
order books fill and hence competition wanes. We estimate that even if Dolphin bags one-
tenth of ONGC’s upcoming tenders (i.e., INR10bn) its current consolidated EBIDTA of 
INR1.1bn could double.  
 

Diversifying EPC customer base  
The Dolphin management is conscious that ONGC has accounted for nearly 90% of its 
domestic EPC order book in the past. Hence, it recently diversified by doing work for Cairn 
India as well as GSPC. Moreover, its overseas vessels account for a bulk of its profits. 
Management now desires to further diversify its client base and in fact extend its significant 
EPC skills overseas. It has recently incorporated a JV in Saudi Arabia and is already in 
discussion for gaining contracts. Saudi Arabia is the fastest growing oil producer globally 
with a plan to increase production by 1m bbls per day, entailing USD30bn capex. Similarly, 
Dolphin is in the process of setting up business presence in UAE, Oman and Malaysia. 
 

Near zero debt company  
Dolphin has strong cash flows and hence has reduced its total debt-to-equity ratio from 2.2x 
during FY08 to 0.3x in FY14 on its consolidated balance sheet. The company has now paid 
down its entire long-term debt and only has about INR550m of working capital in its 
domestic business. Given severely depressed domestic EPC operations, a credit rating 
agency downgraded Dolphin’s debt rating and hence its working capital borrowing cost is 
quite high at 14%. The company is planning to pay down most of its working capital debt by 
FY15 end as well. Management believes that revival of domestic EPC orders will trigger a 
rating upgrade and lower borrowing cost sharply. 
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Chart 1: Total debt-equity ratio—Poised to turn debt free by FY15 end 

  
Source: Company 

 

Receivables not such a big deal 
Dolphin has INR1.9bn of trade receivables outstanding during FY14, after the company took 
an INR0.35bn write off. These receivables primarily pertain to extra work done for ONGC 
during FY10 and FY11. The matter is at an advanced stage of settlement. The company 
expects to reasonably recover these debts and as it has not recognised all claims, there is 
even a possibility of additional gains. 
  

Replacement asset value much higher than book value 
The company’s stated book value is INR208 per share. Vikrant Dolphin is stated at USD29mn 
in its books, while its market value is USD59mn based on independent experts. Hence, 
Dolphin’s book value per share should be higher by about INR110 to a total of about INR318 
per share. 

 

Significant expansion plans  
Management is considering placing an order for 1 or 2 state-of-the-art new-build DP2 and 
DP3 barges from Chinese shipyards. USD70mn is the envisaged capex, which will be 
financed by 85% debt; 15% equity will be met via internal accruals. Management does not 
expect balance sheet to be stretched as it will be debt free shortly and also the vessels will 
be delivered over 2 years. 
 

Valuations: 2.1x PER, 0.6x PBV FY14 
Dolphin’s earnings growth could be significant over the long term, but is dependent on 
ONGC’s capex revival and the company’s ability to win these EPC orders. Even without 
growth, at current stock price of INR121, Dolphin is trading at PER of ~3.3x on FY14 
consolidated EPS of INR36.32 (following a write off of INR353mn) and ~0.6x BPV on historic 
FY14 numbers, despite significant growth potential. In fact, adjusting upwards for the one-
off write off, its EPS is ~INR57 for FY14, and hence a PER of 2.1x or high earnings yield of 
47%. 
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Chart 2: Margins and RoAE have rebounded 

 
 Source: Company 

 

Two key triggers: Vikrant contract renewal; new EPC orders 
(1) Vikrant Dolphin’s contract renewal: This should become clear in ~3 months. (2) Winning 
domestic EPC tenders: Watch out for ONGC rolling out tenders for its enhanced capex plans 
and Dolphin’s ability to win a reasonable number of these orders. Also, its overseas EPC 
diversification. While both are unpredictable, we expect some visibility over the next 3-12 
months.  
 
Chart 3: Book Value has grown steadily (except FY12) to ~US$ 60m 

 
Source: Company 
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Chart 4: Company's earnings has rebounded from FY12 lows 

 
Source: Company  

 
Chart 5: EPS and BPS trending higher 

  
Source: Company 
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Company Description 
Dolphin is a provider of specialised and integrated services for the oil & gas industry. It 
primarily has 2 businesses: (1) it undertakes turnkey projects involving underwater and 
offshore construction (EPC). Its specialised services are unparalleled in India, even by L&T; 
and (2) oil offshore support vessels, through its Mauritius-registered subsidiary. One of its 
barges, Dolphin Vikrant, is state-of–the-art with dynamic positioning (DP2) capabilities. It is 
only one of 11 barges of it type globally. 
 

Key Risks 
Receivables: Dolphin has INR1.9bn of trade receivables outstanding during FY14, after the 
company took a INR0.35bn write off. These receivables primarily pertain to extra work done 
for ONGC during FY10 and FY11. The matter is at an advanced stage of settlement. The 
company expects to recover a bulk of these debts in the coming months. 
 
Dolphin Vikrant is the company’s key revenue generator: Currently, Dolphin Vikrant is the 
company’s main profit generator. The company’s Mauritius subsidiary clocks USD20mn 
turnover and profit of USD10mn plus p.a. Vikrant’s 2-year contract has been further 
extended by 3 months and is now due end-December 2014. The existing Mexican charterer 
is keen to extend the contract for at least a year at the same day rate. 
 
Lumpy domestic EPC order book resulting in lack of diversification: Dolphin specialises in 
domestic brown field offshore oil & gas upstream projects, with ONGC being its pre-
dominant customer. This business was barely profitable during FY14 as its primary customer, 
ONGC, had virtually ceased brown field capex over the past 3 years. As a result, Dolphin’s 
domestic revenues have shrunk from a run rate of INR3-5bn p.a. to an order book of 
INR0.8bn currently. The company is in the process of diversifying its EPC order book, 
including bidding for contracts overseas. 
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Financial Statements 
  

     
 
     
  

Income statement (INR mn)
Year to March FY11 FY12 FY13 FY14
Net revenues 3,044     2,000     4,156     3,577     
Cost of materials 2,006     1,319     2,561     1,840     
Gross profit 1,039     681          1,595     1,737     
Employee costs 292          290          426          343          
Advt. & sales costs 199          141          184          145          
Others 141          128          170          158          
EBITDA 407          122          816          1,090     
Depreciation 102          132          192          209          
EBIT 305          (10)           624          881          
Other income 146          340          151          305          
EBIT incl. other income 451          331          775          1,186     
Net interest & Finance charges 178          214          228          211          
PBT 273          116          547          976          
Provision for taxation 112          73             76             13             
Core PAT 161          43             471          962          
Extraord. items (net of tax) (0.0)          (0.0)          (0.0)          (353.0)    
Profit af. tax after Min. Int. & Ass. 161          43             471          609          
Eq. shares outstanding (mn) 17             17             17             17             
EPS (INR) basic 9.6           2.6           28.1        36.3        
Diluted shares (mn) 16.8        16.8        16.8        16.8        
EPS (INR) fully diluted 9.6           2.6                    28.1          36.3 
CEPS (INR) 15.7        10.4        39.6        69.8        
Tax rate (%) 40.9        63.1        13.9        1.4           

Common size metrics (%)
Year to March FY11 FY12 FY13 FY14
Cost of materials 65.9 65.9 61.6 51.4
Employee costs 9.6 14.5 10.2 9.6
Advertising & sales costs 6.5 7.1 4.4 4.1
Other general expenditure 4.6 6.4 4.1 4.4
Depreciation 3.4 6.6 4.6 5.8
Net interest expenditure 5.8 10.7 5.5 5.9
EBITDA margin 13.4 6.1 19.6 30.5
EBIT margin 10.0 (0.5) 15.0 24.6
Net profit margin 5.3 2.1 11.3 26.9

Growth metrics (%)
Year to March FY11 FY12E FY13 FY14
Revenues (44.9)       (34.3)       107.8     (13.9)       
EBITDA (62.2)       (70.1)       570.2     33.6        
PBT (68.5)       (57.5)       371.0     78.2        
Net profit (74.1)       (73.4)       997.5     104.3*
EPS (75.7)       (73.4)       998.1     29.3        

Balance sheet (INR mn)
As on 31st March FY11 FY12 FY13 FY14
Share capital 168 167.725 168 168
Reserves 2,266 2,242 2,588 3325
Minority Interest 1 1 1 1
Shareholders' funds 2,435     2,410     2,756     3,494     
Long term borrowings 504 681 302 140
Short term borrowings 1,137 725 920 1,037
Borrowings 1,641 1,406 1,222 1,176
Long Term Provisions 1 737 814 819
Sources of funds 4,077 4,554 4,792 5,489
Tangible assets 2,143     2,198     2,082     2,167     
Total net fixed assets 2,143 2,198 2,082 2,167
Deferred tax asset (net) (8) (7) (3) (5)
Long Term Loans & Advances 101 848 954 1,023
Non current investments 3 3 3 2
Cash and cash equivalents 102 119 183 159
Inventories 5 118 272 105
Sundry debtors 2,218 1,830 2,170 1,907
Loans & advances 234 251 228 275
Other assets 464 279.351 1,116 1251.04
Total cur. assets (ex cash) 2,921     2,478     3,786     3,538     
Trade payable 461 384 994 520
Other cur. Liab. & prov. 723 701 1,219 874.893
Total cur. Liab. & prov. 1,184     1,085     2,213     1,395     
Net current assets (ex cash) 1,737 1,393 1,573 2,142
Uses of funds 4,077     4,554     4,792     5,489     
BV (INR) 145          144          164          208          

Free cash flow (INR mn)
Year to March FY11 FY12 FY13 FY14
Net profit 161          43             471          609          
Add: Non cash charge 160          161          (35)           82             
Depreciation 102          132          192          209          
Others 57             30             (227)        (128)        
Gross cash flow 321          204          436          691          
Less:Changes in WC 447 (180) (139) 90
Cash from operations (126)        385          575          601          
Less: Capex 49 187 78 0
Free cash flow (175)        198          498          601          

Cash flow metric
Year to March FY11 FY12 FY13 FY14
Operating cash flow (126)        385          575          601          
Financing cash flow 103          (277)        (433)        (506)        
Investing cash flow (68)           (147)        (118)        (77)           
Change in cash (91)           (39)           24             17             
Capex (49)           (187)        (78)           
Dividends paid (24)           (35)           (30)           (25)           
* Adjusting for INR 353mn Exceptional item, in account of Debts write-off



 

 

 

Oil and Gas 

8  Edelweiss Securities Limited 

 

     
 
 
 
 
 
  

Ratios

Year to March FY11 FY12 FY13 FY14

ROAE (%) 7.0           1.8           18.2        30.8*

ROACE (%) 7.7           (0.2)          13.4        17.1        

Debtor days 245.9     369.3     175.6     208.0     

Inventory days 0.8           17.1        27.8        37.4        

Payable days 92.2        106.5     92.1        138.3     
Cash conversion cycle (days) 154.5     279.9     111.4     107.0     

Current ratio 2.6           2.4           1.8           2.6           

Debt/EBITDA 4.0           11.5        1.5           1.1           

Debt/Equity 0.7           0.6           0.4           0.3           

Interest coverage (x) 1.7           (0.0)          2.7           4.2           

Operating ratios
Year to March FY11 FY12 FY13 FY14
Total asset turnover 0.8           0.5           0.9           0.7           
Fixed asset turnover 1.4           0.9           1.9           1.7           
Equity turnover 1.3           0.8           1.6           1.1           

Valuation parameters

Year to March FY11 FY12 FY13 FY14

Diluted EPS (INR) 9.6           2.6           28.1        36.3        

Y-o-Y growth (%) (75.7)      (73.4)      998.1    29.3       

CEPS (INR) 15.7        10.4        39.6        69.8        

Diluted P/E (x) 12.6        47.4        4.3           3.3           

Price/BV (x) 0.8           0.8           0.7           0.6           

EV/Sales (x) 1.2           1.7           0.7           0.9           

EV/EBITDA (x) 8.8           27.3        3.8           2.8           

* Adjusting for INR 353mn Exceptional item, in account of Debts write-off
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Date Company Title Price (INR) Recos 

 

Recent Research 

18-Sep-14 Oil & Gas Channel check: Diesel de-
regulation, a Diwali cracker!;  
Sector Update 

  

21-Aug-14 Reliance 
Industries 

Shale we arbitrage ethane!!;  
Company Update 

995 Buy 

14-Aug-14 ONGC Dry wells play party pooper;  
Result Update 

402 Buy 

 

 > 50bn Between 10bn and 50 bn < 10bn 

 Buy Hold Reduce Total 

 

Rating Interpretation 

  

 

Buy appreciate more than 15% over a 12-month period 

Hold appreciate up to 15% over a 12-month period 

Reduce depreciate more than 5% over a 12-month period 
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General Disclaimer: 

This report has been prepared by Edelweiss Securities Limited (Edelweiss). Edelweiss, its holding company and associate 
companies are a full service, integrated investment banking, portfolio management and brokerage group. Our research analysts 
and sales persons provide important input into our investment banking activities. This report does not constitute an offer or 
solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. The information 
contained herein is from publicly available data or other sources believed to be reliable, but we do not represent that it is 
accurate or complete and it should not be relied on as such. Edelweiss or any of its affiliates/ group companies shall not be in any 
way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in 
this report. This report is provided for assistance only and is not intended to be and must not alone be taken as the basis for an 
investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this report should 
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the merits and risks of such investment. The investment discussed or views expressed may not be suitable for all investors. We 
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and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such 
securities and earn brokerage or other compensation or act as advisor or lender/borrower to such company (ies) or have other 
potential conflict of interest with respect to any recommendation and related information and opinions. This information is 
strictly confidential and is being furnished to you solely for your information. This information should not be reproduced or 
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and alterations to this statement as may be required from time to time. However, Edelweiss is under no obligation to update or 
keep the information current. Nevertheless, Edelweiss is committed to providing independent and transparent recommendation 
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Disclaimer for U.S. Persons 

This research report is a product of Edelweiss Securities Limited, which is the employer of the research analyst(s) who has 
prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United States 
(U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to 
supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required 
to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public 
appearances and trading securities held by a research analyst account. 

This report is intended for distribution by Edelweiss Securities Limited only to "Major Institutional Investors" as defined by Rule 
15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and 
Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as 
specified above, then it should not act upon this report and return the same to the sender. Further, this report may not be copied, 
duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.  

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC 
in order to conduct certain business with Major Institutional Investors, Edelweiss Securities Limited has entered into an 
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