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Mazagon Dock Shipbuilders Limited (MDL) is one of the four strategic defence 
shipbuilders under the Ministry of Defence (MoD). MDL construct/repairs 
commercial vessels, warships and submarines. Investment thesis on the 
company revolves around: i) its orderbook at Rs493.3bn as of June’21 end 
implying a ‘book to bill’ ratio of ~12.3x with eight warships and three submarines 
to be delivered to Indian Navy / Coast Guard; and ii) unmatched (domestic) 
strategic execution capabilities . We initiate coverage on the stock with an ADD 
and target price of Rs270/share based on DCF (8.4x FY24E P/E, at 35% discount to 
historical 1-year forward P/E for defence shipbuilders globally). Delay in order 
accruals poses execution as well as working capital risks for MDL. 
 Strong orderbook to translate to revenues. Current orderbook at Rs493.3bn 

provides implies a ‘book to bill’ ratio of ~12.3x and is to be executed over the next 
few years. We expect execution to peak at >Rs80bn in FY24E. MDL has firm 
contracts for manufacturing and delivery of: i) Balance three (out of six) P75 
Scorpene class conventional submarines, ii) four 15-B destroyers, and iii) four P17-A 
frigates. Also, the company has Medium Refit Life Certification (MRLC) contracts 
worth Rs4.5bn. Further, among the tentative projects, MDL is a key participant for 
Project P-75I, or P-75(I). It expects export orders worth Rs18bn. Indian Naval / 
Coast Guard order potential of Rs350bn (management estimate) provides good 
order inflow and revenue visibility.  

 Strategically important entity. MDL is one of India’s four strategic defence 
shipyards. It enjoys competitive advantages over peers owing to: i) its in-house 
capacity and capability to construct 10 warships and 11 submarines simultaneously, 
and ii) it is the only (non-nuclear) submarine manufacturer in India. It is therefore no 
surprise that MDL’s ‘book to bill’ ratio has always been elevated as offerings are 
more strategic. Being a strategically important entity, majority of the contracts it gets 
are on nomination basis by MoD.  

 Execution capacity / capability an added positive. MDL has a long and 
established track record in warship as well as submarine construction. It is the only 
Indian company that has constructed destroyers and submarines in association with 
overseas OEMs. Since 1960, MDL has built 797 vessels including 25 captive 
warships and 5 conventional submarines. With the recent approval of Project 75(I), 
we expect MDL to be a key beneficiary owing to its existing capacity, capability and 
past experience in submarine and warship construction. The previous gaps in 
submarine ordering (10-year gap between completion of execution on HDW 
submarines, and getting orders for the Scorpene class submarines) would not be 
repeated in our view.   
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Company profile 
Mazagon Dock Shipbuilders Limited (MDL) is one of India’s four strategic defence 
shipyards and the only one to manufacture destroyers and submarines in India. It is a 
Defence Public Sector Undertaking (DPSU) under the Ministry of Defence (MoD). 
Prior to MDL’s incorporation in 1934, a small dry dock was constructed in Mazagaon 
village, Mumbai, to service the ships of the British East India Company in 1774 which 
was subsequently developed into a ship repair yard and later a ship building yard over 
the course of two centuries. MDL was later incorporated as a public limited company 
in 1934 and, post that, control has been taken over by the government of India since 
1960. 

Currently, the company is engaged in construction and repair of warships and 
submarines for the MoD for use by the Indian Navy/ Indian Coast Guard, and vessels 
for commercial clients with a maximum shipbuilding and submarine capacity of 
40,000-DWT. It is India’s only shipyard to have built destroyers and conventional 
submarines for the Navy. It is also one of the first shipyards to manufacture corvettes 
(Veer and Khukri Class) in India.  

MDL operates mainly through two divisions: shipbuilding, and submarine & heavy 
engineering. The shipbuilding division includes building and repair of naval ships while 
the submarine and heavy engineering division includes building, repair and refits of 
diesel-electric submarines. 

Shipbuilding division: This division includes building and repair of naval ships.  

Table 1: Key platforms delivered/ ongoing over recent  years by MDL’s shipbuilding division 
Ship  Details  
P17 Frigates Constructed and delivered three Shivalik class frigates for the MoD for use by the Indian Navy. The P17 frigates are multi-

role frigates and first-of-its-kind warships built in India incorporating stealth features. 

P17A Frigates 
The P17A frigate is a design derivative of the Shivalik class stealth frigates with much more advanced stealth features and 
indigenous weapons and sensors. MDL is currently building four P17A frigates by using integrated construction 
methodology.  

P15A Destroyers Constructed and delivered three P15A destroyers to the MoD for use by the Indian Navy. The P15A destroyers are capable 
of striking shore-based targets and providing defence against hostile aircraft, submarines and surface ships. 

P15B Destroyers These are follow-on class of the P15A destroyers with improved stealth features, latest weapons and sensors and platform 
management systems. Currently, four P15B destroyers are under various stages of construction.  

Multipurpose Support 
Vessels 

Two multipurpose support vessels designed for diesel fuel, freshwater and deck cargo carriage, ROV operations and for 
azimuth thruster operations were constructed and delivered by MDL for foreign clients. 

Source: Company data, I-Sec research 
 
Submarine & heavy engineering division: This division includes building, repair and 
refits of diesel-electric submarines. Some of the submarines built by the company in 
the past, or currently under construction, include the following:  

Table 2: Key platforms delivered over the years by the submarine division 

Source: Company data, I-Sec research 
 

Submarine Details  
SSK submarines 
(Sishumar Class) 

MDL has constructed two SSK submarines. It has also undertaken medium refit of four submarines of SSK class. 
Recently, the company has undertaken Medium Refit Life Certification (MRLC) of one submarine. 

Scorpene submarines 
MDL has already delivered three submarines and is in the process of delivering the next three (P-75), constructed under a 
transfer of technology partnership with Naval Group (France). The Scorpene class of submarines can perform multifarious 
tasks typically undertaken by any modern submarine, which include anti-surface as well as anti-submarine warfare.  
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Since 1960, MDL has built 797 vessels, including 25 captive warships and 5 
conventional submarines. The first warship by it was commissioned into the Indian 
Navy in 1972, and the first submarine was commissioned in 1992. MDL has also 
delivered cargo ships, passenger ships, supply vessels, multipurpose support vessels, 
water tankers, tugs, dredgers, fishing trawlers, barges and border outposts for various 
customers in India as well as abroad. It has fabricated and delivered jackets, main 
decks of wellhead platforms, process platforms and jack-up rigs, etc. 

Table 3: Major events in MDL’s timeline  

Source: Company data, I-Sec research 
 
MDL’s revenues are well classified into two segments: shipbuilding, and submarine & 
heavy engineering. Currently, the company is constructing four P17A frigates and four 
P15B destroyers with cumulative order value of ~Rs438bn, in addition to three 
submarines with residual order value of ~Rs55bn.  A destroyer and a submarine are 
expected to be delivered in FY22E. Historical breakup of revenues is in chart-1:   

Chart 1:  Revenues classified by operations  
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Source: Company data, I-Sec research 
 

Year Major events 
1934 Incorporated as a private company. 
1960 Acquired by the Gol. 
1972 Delivered the first frigate, INS Nilgiri. 
1992 Commissioned first Indian-built submarine, INS Shalki. 
1997 Commissioned first destroyer, INS Delhi. 
1998 Accredited with ISO certification for shipbuilding. 
2000 Upgraded to Schedule 'A' status from Schedule 'B'. 
2006 Awarded Mini Ratna Category - I status. 
2011 Signed shipbuilding contract for construction and delivery of four P15 B missile destroyers with the MoD. 
2014 Inauguration of the MDL modernisation project. 

2015 Launch of first destroyer class ship, Visakhapatnam, under P15 B project. Signed contract for 
construction and delivery of four frigates with the MoD. 

2016 Launch of second destroyer class ship, Mormugao, under P15B project . Inauguration of new submarine 
section assembly workshop at Alcock yard. 

2017 Delivery of first Scorpene class submarine INS Kalvari. 

2019 Delivery of second Scorpene class submarine INS Khanderi. Launch of third destroyer class ship, 
Imphal, under P15B project. Launch of first frigate class ship, Nilgiri, under P17A project. 

2020 Listed in BSE & NSE. Launch of fifth Scorpene class submarine, Vagir, under P75 project. 
2021 Delivery of third Scorpene class submarine INS Karanj. 



 
 
 

Mazagon Dock Shipbuilders, October 4, 2021 ICICI Securities 
 

 
5 

As can be seen from the above exhibit, MDL’s revenue mix has changed over the past 
five years, and that was mainly on account of higher shipbuilding orders. The current 
o/s submarine orders will be executed by FY24, post which the shipbuilding division 
will contribute to revenues.      

Plans for diversification 
MDL plans to diversify its revenues into export, repair and refit. MDL is a nodal 
shipyard for export / giant collaboration with the US, Russia, Brazil, Chile, Columbia, 
Ecuador, Peru, Egypt, Kuwait, Qatar, South Africa, Maldives and Thailand. Further, 
the company is exploring opportunities in Ghana, Nigeria, Sierra Leone, Cameroon, 
Egypt, Saudi Arabia, Portugal, South America-Peru and Argentina, etc. to increase the 
exports orderbook.   

Sourcing of equipments 
Key equipments used in shipbuilding are: steel, propulsion systems (including gas 
turbines, diesel engines, reduction gear boxes, shafting and propellers), weapon 
systems, integrated platform management systems, heating, ventilation and air-
conditioning (HVAC) equipment and systems, and combat management systems. For 
submarine construction, the key equipments are: diesel alternator rectifier systems, 
and valves. For some equipment, the company is dependent on a limited number of 
suppliers, which could potentially impact the business in case it faces delays. In FY20, 
imports were ~30% of value of production.   

MDL’s imports and exports  
Company has set up a dedicated department for indigenisation to boost and 
strengthen the import-substitution effort. Its exports have been almost negligible in the 
past five years, whereas it remains largely dependent on imports. In FY20, imports 
constituted ~30% of the Value of production.   

Table 4: MDL’s exports and imports  
Rs bn Exports Imports 
FY16 0 19.66 
FY17 0 17.26 
FY18 0 17.33 
FY19 0 15.54 
FY20 0 15.03 

Source: Standing Committee report to Parliament in Feb/Mar’21  
 
Modernisation programme  
MDL has undertaken a modernisation programme at a cost of Rs9bn (of which Rs8bn 
was funded by GoI and the rest from internal accruals). Post-modernisation, MDL’s 
shipbuilding capacity has increased from eight warships to 10 concurrently since 
CY14, and submarine capacity has increased from six to 11 concurrently since CY16. 
Submarine-building capacity has been further enhanced by construction of an 
additional submarine section assembly workshop of 9,900sqm.   
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Infrastructure and capacity utilisation  
MDL has in-house capacity to undertake simultaneous construction of 10 warships 
and 11 submarines in different stages. Currently, eight warships and three submarines 
are in different phases of construction/trial. The various stages and associated 
locations for concurrent build of 10 frontline warships is tabulated below (table-5): 

Table 5: Production of warships   
Activity  Qty (nos.) 
Production / Fabrication in shops 3 
Block assembly on slipways 3 
Structural outfitting in drydock 1 
Engineering outfitting in wet basins 3 
Total warships  10 
Source: Standing Committee Report  

Table 6: Production of submarines 

Source: Standing Committee Report  
 
Additionally, MDL will develop 37-acre of land, adjacent to the JNPT into a dockyard; 
the plans however are at a preliminary stage.   

Activity Qty (nos.) 
Pressure hull fabrication in shops 3 
Structural & Engineering outfitting in shops 5 
Structural & Engineering outfitting in drydock 1 
STW/HATS/SATs in wet basins 2 
Total submarines 11 
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Idling capacity is a major concern   

Shipbuilding: MDL’s fabrication and assembly facilities have started idling from the 
current year and we expect the idled capacity to gradually increase. Considering the 
completion of existing ship construction projects in a phased manner in the next 4-5 
years, the idling of facilities and infrastructure would increase to a substantially high 
level.  

Submarine: Currently, several facilities are idling, e.g. pressure hull facilities of 
submarine (from 2012), the work related to structural fabrication & structural outfitting 
is reducing since mid-2014 and facilities are idle from Dec’20. Also, infrastructure such 
as the cradle assembly shop and submarine section assembly workshop remains 
unutilised due to lack of fresh orders.  

MDL has in-house capacity to undertake simultaneous construction of 10 ships and 11 
submarines and, with them being at various build stages and with the ongoing 
projects, the company can undertake construction of two more warships and eight 
more submarines. Historically (CY94-CY05), MDL has suffered due to non-availability 
of orders for submarines. The capacity remained idle and skilled manpower retired; all 
this has impacted the company’s capability to serve the next submarine order in a 
timely manner (our view). Currently, it is working on three submarines to be delivered 
in next 2-3 years, post which a similar situation may arise in case there is no follow-up 
order. However, the company is a key participant for the P-75(I) project, which is 
expected to support the orderbook in medium to longer term.        

Orderbook position  

The orderbook position currently remains healthy with Rs493.3bn as at Jun’21-end. 
Ministry of Defence (MoD) is the sole major customer and a substantial portion of the 
orders was awarded on nomination basis. Company has also bid for eight fast patrol 
crafts. In the medium term, MDL is expecting orders worth Rs150bn while in the longer 
term, it anticipates orders worth Rs930bn (table-7).  

Table 7: Orderbook position 
Project Name  Numbers Amount 

(Rs bn) Execution period/ Status 
Project 15 Bravo destroyer  4 ~224 5-6 years  
Project 17 Alpha Stealth Frigates 4 ~214 5-6 years  
Project 75 conventional submarine 3 ~55 by FY24E 
Medium Refit Life Certification (MRLC)  ~4.5   
Total   ~493.3   
      
Expected Orders (in Medium Term)     
Fast Patrol Vessels 8 110  Bid submission over 
Next-gen. Offshore Patrol Vessels 11  Bid submission over 
Next-gen. Corvette  6 230  RFP yet to be issued 

    
Potential  export orders    
Offshore patrol vessels    4 20-27  
Floating drydock  1  
Littoral mission ships 2   
      
Expected Orders (in longer term)     
P75I Submarines  6 430   
New Gen Destroyers  5 500   
Source: Company data  
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Project 15 Bravo destroyer  
This is a class of stealth-guided missile destroyers and is currently under construction 
by MDL. The class comprises four ships - Visakhapatnam, Mormugao, Imphal and 
Porbandar, and the ships will be the largest destroyers to be operated by the Indian 
Navy. In 2011, the Cabinet Committee on Security approved a follow-on class of 
earlier Project 15A, Kolkata-class destroyer at a total cost of Rs293bn (excluding the 
weapon and sensor package which got approved in Jan’20). MDL is expected to 
deliver the first destroyer (INS-Visakhapatnam) to the Indian Navy by Oct’21. The 
delivery has been delayed because the pandemic disrupted operations. While INS 
Visakhapatnam is currently undergoing sea trials, three other destroyers of the same 
class – INS Mormugao, INS Imphal, INS Porbandar – are under various stages of 
development at MDL. 

Table 8: P15B destroyers  

Source:  Industry data, I-Sec research 
 
Project 17 Alpha stealth frigates 
Project 17A is a follow-up on Project 17 (Shivalik class frigates) for the Indian Navy; a total 
of seven ships will be built in this class. Of the seven, four will be constructed by MDL and 
three by GRSE. Construction of the first ship in this class started in 2017, and is expected 
to be in service in 2022. The vessel will incorporate the latest stealth features. 

Table 9: Project 17A frigates 

Source:  Industry data, I-Sec research 
 
Project 75 (Scorpene class submarines) 
Project 75 covers construction of six conventional submarines by MDL for the Indian 
Navy. Three of them have been delivered while the last one was being delivered (INS 
Karanj) in Feb’ 21. MDL is expected to deliver the fourth Scorpene-class submarine 
INS Vela by the end of FY22. The others are at various phases of trial and expected to 
join the Navy latest by FY24 as guided by the management.   

Project 75(I) 
Project 75(I) is to build six advanced conventional submarines in collaboration with a 
foreign manufacturer, under the Strategic Partnership Model (SPM). SPM is a method 
established under Defence Acquisition Procedure (DAP), 2020, with the goal of 
encouraging the Indian private defence sector to manufacture four key types of 
defence equipment: 1) submarines, 2) fighter aircrafts, 3) helicopters, and 4) armoured 
fighting vehicles / main battle tanks. Under the SPM, the contract will reportedly be 
given to ‘a consortium’ comprising an Indian submarine builder and a foreign Original 
Equipment Manufacturer (OEM). From a strategic perspective, this will help reduce the 
country’s current dependence on imports in the defence space. A minimum of 45% 

Name Laid down Launched Expected Commissioning Current Status 
INS Visakhapatnam Oct 2013 April 2015 2021 Sea Trails 
INS Mormugao June 2015 Sept 2016 2023 Fitting out 
INS Imphal May 2017 April 2019 2024 Fitting out 
INS Porbandar Nov 2019  2025 Under Construction 

Name Laid down Launched Expected Commissioning Current Status 

Nilgiri Frigates 

Dec 2017 Sept 2019 2022 Launched 
May 2019 - 2023 Under Construction 
Sept 2020 - 2024 Under Construction 

- - 2025 Under Construction 
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indigenisation has to be ensured by the strategic partner, who will also ensure that the 
sixth submarine has a minimum indigenous content of 60%. 

Currently, India has around 15 conventional submarines and two nuclear-powered 
submarines in operation. For Project 75(I), the government shortlisted Larsen & 
Toubro (L&T) and MDL for submarine manufacturing under the SPM. The next step for 
L&T and MDL are to identify their foreign partners as well as come up with technical 
and commercial proposals. Under the latest acquisition policy, both L&T and MDL can 
submit multiple submissions by partnering with more than one foreign OEM. This 
could make the process challenging, with a possibility of conflict of interest arising 
between the two Indian firms and their (potentially) multiple partners. 

P75(I) requires Air-Independent Propulsion (AIP) system. AIP allows diesel submarines to 
stay submerged for much longer and enhance their combat capabilities, but the slow 
indigenous development of the system has led to significant delay for the Indian Navy’s 
submarine plans. DRDO  demonstrated the indigenously developed AIP system in Mar’21, 
but it was on a ‘land-based prototype’; the DRDO has to now develop a ‘marinized’ AIP 
system, which can be deployed on submarines to function underwater.  

The five shortlisted overseas OEMs are: South Korea’s Daewoo Shipbuilding & Marine 
Engineering, Naval Group (France), Navantia (Spain), Rosoboronexport (Russia), and 
TKMS (Germany). In Jul’21, GoI issued RfP for P75 (I), which hit huge roadblock as 
one of the major contender TKMS, Germany, pulled out of the deal (it was one of the 
five overseas OEMs selected by the GoI and one with AIP technology). With this, we 
believe, the deal is expected to face further delays.                      

Even if the project goes as planned, the first submarine under it is expected to 
commission 10 years from now Link.  

MDL’s current submarine programme is likely to be completed by FY23-end, or latest 
by FY24 (according to company). If all goes as planned, the company is likely to face 
the unutilised capacity situation at submarine division in case P75(I) gets delayed.   

MDL management on P75(I) in Q1FY22 business update call  

“RFP for construction of 6 in number P75(I)  conventional submarines fitted with AIP 
was taken out of 28th of last month (Jul’21) and the bid submission date is 9th Nov’21 
and there is a prebid meeting on 21st Sep’21. It is a very large value project but with a 
very small timeline for submission of bid, which is just about three months and 19 
days. So, we are... beefing up to organise ourselves and submit the bids in time… 
There are five OEMs supposed to be collaborating in the construction of these 
submarines... As we understand the RFP necessitates that the nation should already 
have, or the company should already have, a technology to transfer …they should 
have a submarine which is fitted with this particular system or under fitment and by the 
time, … and (by) April or May of 2022 they should be able to demonstrate this 
product to the visiting field evaluation team of the Indian Navy and the shipyard 
and the Ministry of Defence.  

… some of them are at the mid-stream of development of this air independent 
propulsion technology … based on the preliminary inputs which are available... We are 
waiting for (their response) and accordingly we will take further call as to how do we 
align with which OEM and we will try and submit our bids in time.”  

https://www.news18.com/news/india/understanding-the-sub-text-a-deep-dive-into-indias-rs-43000-crore-project-75-i-3826502.html
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Capex plans 

Table 10: Key capex plans 
Capex plans 
A submarine launch facility is being created with an approx. cost of Rs3.20bn to facilitate load out / 
launch of fully constructed Submarine in the Submarine Assembly Workshop at Alcock Yard. On 
completion of the project, the launching of submarines can be done independent of a drydock. The EDC 
is Dec’21  
Security Complex (in progress): A new security complex is being constructed at the main entrance of 
MDL. Capacity expansion plans of the company include civil works (G + 2 Structure) and Security 
equipment, gadgets, access control, etc. Total cost of the project will be ~Rs360mn. This complex will 
accommodate key MDL departments such as Security, CISF, PRO, Safety, Fire, Estate, HSE and Control 
Room. EDC for the project is Mar’22.  
MDL plans to develop 37-acre of land, adjacent to the JNPT into a dockyard; the plans however are at a 
preliminary stage. Company already has large spare capacity at its existing facility. Further, capex is 
constrained due to stressed finance position of the GoI. Company will utilise the land for business 
purposes to diversify revenue stream. 
Source: I-Sec research, Company 
 
Capacity build-up in submarines offers a great opportunity to MDL 
India got its first submarine in 1967 from Russia (then USSR) and currently operates 
15 conventional attack submarines and two nuclear powered submarines (INS 

Arihant and Chakra, leased from Russia). Class-wise, India has eight Sindhugosh 
(kilo) class submarines (contract with Russia), four Shishumar class (contract with 
Germany) and three Scorpene class (contract with France). The kilo class submarines 
were commissioned between 1986-2000 and, of the eight, seven have already 
completed >30 years service as against their technical life of 25 years. Also, one of the 
kilo class submarines is set for decommissioning in FY22. And three of such 
submarines, commissioned in 1990, 1991 and 2000, are set for second term refit, 
which will increase their life by another 10 years. With this, 4-5 submarines are 
expected to be decommissioned in next 10 years. Shishumar class submarines were 
commissioned between 1986-1994, and three of them have completed >30 years of 
service. The Scorpene class submarines are being commissioned since 2017 and 
three are yet to be commissioned.       

Table 11: India’s operational submarines history 
Submarine Class Commissioning 
Sindhugosh 

Sindhughosh (Russian) 

30-Apr-86 
Sindhudhvaj 12-Jun-87 
Sindhuraj 20-Oct-87 
Sindhuratna 22-Dec-88 
Sindhukesari 16-Feb-89 
Sindhukirti 04-Jan-90 
Sindhuvijay 08-Mar-91 
Sindhushashtra 19-Jul-00 
Shishumar 

Shishumar (HDW Germany) 

22-Sep-86 
Shankush 20-Nov-86 
Shalki 07-Feb-92 
Shankul 28-May-94 
Kalvari Scorpene (Naval Group France + 

MDL) 

14-Dec-17 
Khanderi 28-Sep-19 
Karanj 10-Mar-21 
Source: Indian Navy  
 
Out of the 15 conventional submarines, 10 were commissioned before 1992; five of 
them are ~34-35 years’ old and need immediate replacement. India’s Naval 
development has seen a proportionately smaller budgetary share in the past, with 
much of the defence capital budget being focused on the Army followed by Air Force. 

https://www.indiannavy.nic.in/content/submarines-active
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As against Navy’s assessment of its requirement of 24 submarines between 
1997-2027, India has only 17 (one is set to decommission in FY22). The Navy is 
going for second term refit to its 30-35 year old submarines to increase their life by 
another 10 years, which will cost not less than US$200mn each and is just a deferral 
of capital expenditure. In Jul’21, GoI issued RFP for P75(I), which hit a roadblock as 
one of the major contenders ThyssenKrupp Marine Systems, Germany pulled out of 
the deal; it was one of the five foreign OEMs selected by the GoI and one with AIP 
system technology. With this, the deal is expected to face the further delays.  

We believe MoD will have to consider the plan for additional submarines sooner or 
later and this will open up a new opportunity for MDL as the sole manufacture of 
submarines in India. 

Table 12: Indian Navy budget 
Particulars  (Rs bn) FY18 (RE) FY19 (RE) FY20 (RE) FY21 (RE) FY22 (BE) 
Projected Allocation  483 552 689 801 1052 
Budget Allocation 382 417 489 609 566 
Allocated capital Expenses 193 209 262 375 333 
Revenue Expenses 189 208 228 233 234 
            
Shortfall Projected vs Allocated  20.8% 24.4% 28.9% 24.0% 46.2% 
            
MDL Revenue  45 46 50 40              
MDL's revenue as % of Navy’s Capital Budget  23.1% 22.1% 19.0% 10.8% - 
Source: Standing committee report to parliament 
 
The budget allocation to Indian Navy in FY22 is lower, and capex reduced by Rs42bn, 
vs FY21. Further, MDL’s share in the Navy’s capital budget has reduced over the last 
four years, but  that’s mainly due to increased capital allocation in Navy’s budget . 

Project 75 Alpha 
The Indian Navy aims to procure new nuclear-powered attack submarines (SSN) 
under Project 75 Alpha. GoI approved the construction of six such submarines in 
Feb’15. These will be designed by the Navy's in-house directorate of Naval design and 
built in India at the shipbuilding centre in Visakhapatnam Link . 

Since India is a traditional user of Russian nuclear submarines (with INS Chakra on 
lease), the new indigenously built submarines would be the third class of SSNs 
operated by Indian Navy after the leased Charlie I and Akula II-class submarines 

The Project 75 Alpha submarines will be powered by a miniature pressurised water 
reactor (PWR) being developed by the Bhabha Atomic Research Centre, which has 
already supplied a similar 83MW miniature reactor for the Arihant-class submarines, 
SSBN. 

On 24th Jun’19, it was reported that Rs1bn has been allocated for the initial phase of 
Project 75 Alpha. The submarines will be designed by the directorate of Naval design 
and the development is expected to continue till 2025. Mishra Dhatu Nigam is 
developing a new hull material that is expected to allow the submarine to dive to 
deeper depths than the Arihant class. A scaled-down model of the submarine is 
planned to be tested first. The total cost of the project is estimated at ~US$14bn. 

https://economictimes.indiatimes.com/news/defence/indias-rs-1-2-l-cr-n-submarine-project-closer-to-realisation/articleshow/74234776.cms
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The Indian Navy has prioritised the construction of Project 75 Alpha submarines 
over the third aircraft carrier. Initially, three submarines are planned to undergo 
construction in FY24 while the remaining three will get clearance later. The first boat is 
expected to enter service in CY32. The ship class will have a final design clearance in 
Gurugram by Submarine Design Group; its nuclear reactor will be built in Kalpakkam, 
hull fabrication will take place in Hazira, and finally assembly and sea trials will be 
undertaken at the shipbuilding centre (SBC) in Visakhapatnam. MDL management, in 
its latest conference call, has highlighted that they are in discussion with Indian 
Navy to get a pie of the project.  

Company history – no SSK orders between CY94-05 impacted 
strategic capability   
 MDL has been one of the four strategic defence shipyards in the country and the 

most prominent – executing strategic orders like submarines (SSKs in the 1990s, 
and P75 presently). 

 MDL executed the Shishumar class SSKs between CY86 - 94. However, it didn’t 
get any follow-on order for submarines till CY05. Around CY05, MDL received the 
P75 project order – new name for SSK submarines, which it jointly started 
executing with ARMARIS consortium (consortia of DCNS of France and Navantia 
of Spain). 

 Shishumar class SSKs were executed between CY86 to CY94 with technology 
transfer from HDW (Germany). Yet, there was no follow-on order for 11 years and 
a new technology partner ensured obsolescence of software systems while 
manpower with engineering knowledge acquired till CY94 retired. 

 The same knowledge set was to be rebuilt post P75 orders, and it took 12 years 
for the delivery of the first submarine.   

SSK is the US code for diesel-electric submarines. Shishumar Class submarines were 
the Indian SSKs in CY80s and CY90s. P75 was the next class from CY05, first 
submarine was delivered in CY17. P75(I) is next in line of SSKs.  

Perhaps, one of the reasons HDW was not selected as a follow-on partner for 
subsequent SSKs was the issue of kickbacks by Indian agents through the SSK deal 
from HDW in 1987. This also led to 10-11 lost years for MDL. 

Delay in P75 execution    
 MDL and Indian Navy did suggest in CY05, that production of first two CM-2000 

SSKs (renamed as P75) with the ARMARIS consortia be built in DCNS shipyard. 
The suggestion was in similar lines to what happened during execution of 
Shishumar class SSKs – first two subs were built in HDW shipyard. 

 Various Indian vendors could then have been mentored by ARAMARIS to attain 
the required degree of production competency, thereby smoothening up the 
license build stage of two subsequent submarines in MDL shipyard. 

 However, it was decided to start with the license build stage in MDL shipyard. 
Indian vendors failed to come up with components compliant with the OEM 
mandated specifications. This led to higher imports (from Armaris) and increased 
the cost by Rs47bn. Total project cost increased to Rs236bn by February 2010. 
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 Subsequently, there were delays in acquisition of the CAD 5 software to run the 
transfer of design data packages provided by Armaris. MDL also delayed 
acquisition of 2000te press leading to Pipavav Defence being selected as an 
additional vendor. 

 
Perhaps, the delays of P75 made Indian Navy take a call to diversify 
into other shipyards 
 GRSE was given orders worth of Rs275bn during FY14-FY18. Goa, HSL and even 

Cochin shipyards got handsome orders. 

 As we look forward into possible order inflows for P75(I), Larsen and Toubro is 
being actively considered by MoD and Indian Navy. Five technology partners have 
been cleared (however, incrementally, newsflow Link suggests only Korean 
shipbuilders  are currently in the race).  

 The diversification of Indian Navy away from MDL started with: i) dilution of the 
skillset of the shipyard with no submarine orders for 10-11 years (1994-2005); 
MDL delivered the last Shishumar class in 1994 (with ToT from HDW of Germany) 
and then received the next order, i.e. P75 in CY05 with a France + Spain 
consortium; ii) delay that occurred in P75 execution, was partly due to the need for 
reacquisition of capability that was lost in the idle time, and no ramp-up in 
capability was possible due to the license build nature of the contract.  

 As we await RFP of P75(I), MDL will have clear cost advantages due to its existing 
infrastructure. Presence of a technology partner implies there will be a single 
winner. MDL, fresh out of execution of P75, is suitably placed for the same in our 
view. If P75(I) is allotted to the L&T JV, it will be a repeat of what happened 
between CY94-05 for MDL (in our opinion).     

https://economictimes.indiatimes.com/news/defence/germany-may-not-bid-for-navys-p75i-submarine-project-leaves-south-korean-firm-as-only-vendor/articleshow/85447687.cms?from=mdr
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Liquidated damages (LD) 
MoD is the single largest customer of MDL and majority of the contracts are given to it 
on nomination basis. The contracts provide for liquidated damages for late delivery. 
Depending on the service, MDL is required to provide indemnity bond / performance 
bond. Any delay in the supply of goods/services may lead to the levy of liquidated 
damages, or invocation of the indemnity bond / performance bond, by the customers.  

Table 13: Indemnity bond, performance bond, LDs, and additional incidence   

 Source: Company data, MDL DRHP 
 

The structure of LD and indemnity bonds imbibed in the contracts would make it 
difficult to get into these contracts for a private shipyard. The annual report shows 
contingent liability of Rs 11bn of Liquidated damages estimated for the current 
contracts. Details of the provision for LD and revenue loss is mentioned below (table-
14). 

Table 14: Provision for LD and revenue loss   
(Rs mn) Provision for LD Revenue loss 

FY17 10,241 93 
FY18 10,241 176 
FY19 10241 352 
FY20 10241 336 

Source: Company data 
 
Working capital dynamics: In case P75(I) order inflow is delayed… 
As the orderbook shrinks, so will WIP in inventory. In all simulations to what happens 
with working capital in absence of chunky orders, one needs to reduce WIP inventory 
as well. MDL hardly accrued any costs in FY20. Revenues were contractually 
recognised. 

Table 15: WIP Description  
Year WIP Description 

FY17 
The company has delivered one ship in August, 2016. The total sales value of the ship is Rs24849.10mn of which amount Rs3205.40mn 
is recognised in the contract revenue for the year ended 31/03/2017. Balance amount pertains to accretion to Work in Progress 
inventory. 

FY18 
The company has delivered one submarine in September, 2017. The total sales value of the ship is Rs41381.20mn of which amount 
Rs1916.70mn is recognised in the contract revenue for  FY18. Sales value of Rs157.60mn pertaining to Shipbuilding activity is included 
in Contract Revenue for the year ended FY18. Balance amount pertains to accretion to Work in Progress inventory 

FY19 Sales value of Rs663.50 million pertaining to Submarine & Rs234.70 million pertaining to Shipbuilding activity is included in Contract 
Revenue for FY19. Balance amount pertains to accretion to Work in Progress inventory 

FY20 
The company has delivered one submarine in September, 2019. The total sales value of the ship is Rs41321.20mn of which amount of 
Rs1349.50mn is recognised in the contract revenue for FY20. Sales value of Rs97.80mn pertaining to Shipbuilding activity is included in 
Contract Revenue for the year ended FY20. Balance amount pertains to accretion to Work in Progress inventory 

Source: Company data 

 
Indemnity Bond Performance Bond      Liquidated Damages Additional Incidence 

Shipbuilding 
Contract   

1% per month of delay upto 5% of value of 
contract  

Ship Refit 10% of value of 
contract 

10% of value of 
contract 

0.5% of the unfinished contract each day 
of delay upto 10% of contract value  

Submarine Building 100% of value of 
contract  

0.5% of the unfinished contract each day 
of delay up to 5% of contract value; except 
for the first submarine where maximum LD 
is 2.5% of contract value. 

 

Submarine Refit 10% of value of 
contract  

0.5% of the unfinished contract each day 
of delay up to10% of contract value. 

Over and above 10% of liquidated 
damages, if the delay unacceptable and 
attributed to MDL, to recover crew salaries 
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Table 16: Contract revenue recognition with respect to projects / vessels in WIP 
(Rs mn) 

Source: Company data 
 
Chart 2:  Orderbook to gain strength with expected follow-on orders 
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Source: Company data, I-Sec research 

 FY17 FY18 FY19 FY20 FY21 
Contract revenue recognised  34,774 43,682 39,909 48,974 40,416 
Cumulative Cost incurred and recognised 
profits (less recognised losses) 1,71,285 1,73,909 2,12,937 2,16,256 2,13,602 

The amount of advances received (gross) 2,91,623 2,98,586 3,41,832 3,39,124 3,53,227 
The amount of retentions by customers 4,893 5,204 3,462 6,368 8,071 
WIP in Inventory 36,362 32,937 35,795 36,817 55,713 
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Government incentives for shipbuilding  
Shipbuilding Financial Assistance Policy: Government of India (GoI) approved the 
Financial Assistance Policy for Indian Shipyards on 9th Dec’15 for grant of financial 
assistance to Indian shipyards for shipbuilding contracts signed between 1st Apr’16 to 
31st Mar’26. The proposal included a policy for grant of financial assistance to 
shipyards, after delivery of ship, to counter cost disadvantages at 20% of the contract 
price with a provision to reduce such assistance by 3% every three years and to be 
given for all types of ships. Implementation of the policy, which would be in force for 10 
years, requires a budgetary support of Rs40bn.  

Indigenisation plan to support GoI’s Make in India initiative: The ministry of 
shipping has directed all major ports to procure or charter tugboats made in India only. 
The procurement being done by major ports would now need to be carried out as per 
the revised Make in India order.  

Increase in FDI limit in defence shipbuilding; looking towards strategic 
partnership model to create capacity in private industry: GoI plays an important 
role in supporting the ports sector. It has allowed FDI of up to 100% under the 
automatic route for port and harbour construction and maintenance projects. It has 
also facilitated a 10-year tax holiday to enterprises that develop, maintain and operate 
ports, inland waterways and inland ports. 

Positive Indigenous List: MoD notified a ‘First Positive Indigenisation List’ of 101 
items on 21st Aug’20 and ‘Second Positive Indigenisation List’ of 108 items on 31st 
May’21. For the total 209 items under the two positive indigenisation lists, there would 
be embargo on imports beyond the timelines stipulated. The lists intend to implement 
the ban in a staggered manner up to Dec’25. This is a big step towards promoting 
indigenisation in the defence sector. The lists include some high-technology weapon 
systems like artillery guns, assault rifles, corvettes, sonar systems, transport aircrafts, 
light combat helicopters (LCHs), radars, wheeled armoured platforms, rockets, bombs, 
armoured command post vehicle, armoured dozor and other items. 
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About the management team 
Mazagon Dock Shipbuilders Limited (MDL) has a diversified Board with members 
having several years of experience in the shipbuilding as well as submarine divisions. 
Each member of the senior management team is experienced and associated with the 
company for an average of more than two decades. Table-17 provides director 
profiles.  

Table 17: Management profile  

Source: Company data 
 

Director Experience 
Vice Admiral Narayan 
Prasad, (IN Retd) 
Chairman and Managing 
Director  
 

Education: 
 Alumnus of Sainik School Tilaiya and National Defence Academy 
 B.Sc. from Jawaharlal Nehru University 
 B.Tech. mechanical engineering from JNU Naval College of Engineering INS Shivaji, Lonavala 
 M.Eng. in mechanical engineering (marine) from University of Pune  
 Master’s degree in philosophy (defence and strategic studies) from University of Mumbai 

 
Experience:  

 Indian Navy Officer on INS Rana, INS Ranjit and INS Talwar  
 Chief Staff Officer (technical) / headquarter eastern naval command 
 Admiral superintendent of Naval Dockyard, Visakhapatnam 
 Assistant chief of material (nuclear systems maintenance) 
 Director general of Naval project at Visakhapatnam  

 
Cdr. Jasbir Singh, (IN Retd) 
Director (Submarine & Heavy 
Engineering) 
 

Education  
 Alumnus of National Defence Academy and Rashtriya Indian Military College 
 B.Sc. from Jawaharlal Nehru University  
 B.Tech (mechanical engineering) from Jawaharlal Nehru University, New Delhi.  
 MBA from the Faculty of Management Studies, New Delhi. 
 

Experience  
 Indian Navy Officer on INS Mumbai and INS Kuthar 
 Directorate of Naval Design, Visakhapatnam 
 Directorate of Ship Production and Naval Dockyard, Visakhapatnam 

 
Mr. Sanjeev Singhal 
Director (Finance) 

Education  
 Bachelor’s in Commerce from Delhi University 
 Cost Accountant from ICAI 

Experience  
 Director of Finance – Mishra Dhatu Nigam Limited 
 Department of Finance & Accounting – Steel Authority of India Limited 

 
Mr Sanjay Jaju 
Part-time Official Director 

Education  
 Indian Administrative Service 
 Postgraduate Mechanical Engineer  
 Cost & Management Accountant 
 MBA in Finance 
 

Experience 
 Secretary to Government of Andhra Pradesh in Information Technology & Communications Department 
 Additional Secretary in the Department of Defence Production in the Ministry of Defence 
 Director (A&F) in the National Highways Infrastructure Development Corporation Limited (NHIDCL) in the 

Ministry of Road Transport & Highways 
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Comparison with other shipyards  
Over the years, MDL has built capabilities and capacities to fulfil its contractual 
obligations including timely delivery of vessels, warships and submarines. Since 
majority of the contracts are awarded on nomination basis, the competition risk 
remains low. However, peers of MDL in the shipbuilding division are Cochin Shipyard 
Limited, Garden Reach Shipbuilders and Engineering Limited, Bharati Defence and 
Infrastructure Limited, Goa Shipyard Limited, Hindustan Shipyard Limited, L&T, ABG 
Shipyard Limited, and Reliance Defence and Engineering Limited. And peers in the 
submarine and heavy engineering include Hindustan Shipyard Limited. Further, the 
GoI has taken several measures to encourage the private sector to invest and 
participate in defence production and acquisition of defence assets, which we believe 
will increase the competition going forward.     

MDL has highest fixed cost among peers; better order execution may 
offer significant operating leverage advantage  
MDL’s fixed expenses are the highest among peers, at Rs8.84bn in FY20, which has 
kept its margins low in the past. With Rs493.3bn worth of orderbook underway for 
execution, we expect significant operating leverage benefits going forward.   

Chart 3:  MDL’s fixed cost as compared to that of peers  
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Source: Company data, I-Sec research 
 
 
MDL’s employee expenses at Rs7.9bn is the highest in the industry though, on a 
relative basis (employee cost as a percentage of sales), is one of the lowest among 
peers with 15.9% whereas Hindustan Shipyard’s, GRSE and Goa Shipyard have 
higher employee costs with 26.4%, 20.7% and 18.9% respectively in FY20. Also, 
MDL’s absolute employee expenses have been stable in the past five years except for 
FY18. With a potential increase in the top line, we expect the company’s margins to 
benefit from operating leverage as the company has a high fixed cost (including 
employee cost) base.   
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Chart 4:  Employee cost as a percentage of sales 
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Source: Company data, I-Sec research 
 
Pick-up in execution and no major incremental capex would be key to 
better return ratios  
In comparison to the four defence public sector undertakings (DPSUs), MDL maintains 
leverage over its competitors on most comparable metrics. It has already completed a 
major modernisation of its shipyard with a capex of Rs9bn. Going forward, capex is 
expected to be minimal at ~Rs1bn p.a. over the next three years. Also, the company 
consistently maintains cash levels of more than Rs60bn (advances from customers), 
which helps it maintain negative working capital levels (ex-cash). While volatile topline 
and lower margins have kept the RoCE fluctuating, the same is expected to increase 
going forward as execution picks up.    

In comparison to its peers, MDL’s investment in fixed assets is one of 
the highest  
As execution on the three key projects picks up, MDL’s fixed asset turnover, which is 
the highest in the industry, will increase. While modernisation programmes of other 
shipyards are over, Cochin Shipyard is currently undergoing a major programme of 
building a dock for shipbuilding and a shiprepair facility, incorporating a total 
investment of Rs28bn. Cochin expects to be complete the expansion programme by 
FY22. MDL’s return ratios have largely been stable over the past five years.  
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Table 18: RoCE breakup 
 FY16 FY17 FY18 FY19 FY20 
GRSE      
Capital Employed         28,462          26,088          24,224          27,890             25,812  
Net Block           3,446            5,463            6,464            8,103               8,364  
Working Capital  (Company Reported)         21,884          25,226          19,373          18,475             16,121  
Working capital (ex-cash) (Isec) (66,178) (70,834) (64,975) (68,488) (54,304) 
Cash 88,062         83,663          71,930          76,132             59,517  
EBIT (i) 1,736              841            1,022            1,965               1,902  
RoCE (pre-tax and ex other income)               6.1                3.2                4.2                7.0                   7.4  
Asset Turnover Ratio               2.0                1.4                1.7                1.5                   1.7  
RoCE (post-tax and ex other income)               3.0                3.9                8.1                6.8                   6.4  
      Cochin Shipyard      
Capital Employed 19,589 21,781 34,095 34,840 42506 
Net Block 3,944 4,245 4,697 7,184 15629 
Working capital (ex-cash) -5,984 -5,143 -9,416 -4,165 691 
Cash 18,994 21,813 37,054 27,722 22039 
EBIT 3,177 3,453 4,264 5,350 9026 
RoCE (pre-tax and ex other income) 10.4 8.6 7.0 8.8 15.5 
Asset Turnover Ratio 5.1 4.8 5.0 4.1 2.2 
      Mazagon      
Capital Employed         28,462          26,088          24,224          27,890             25,812  
Net Block           3,446            5,654            7,053            7,984               8,364  
Working capital (ex-cash) (66,178) (70,834) (64,975) (68,488) (54,304) 
Cash 88,062         83,663          71,930          76,132             59,517  
EBIT 1,736              841            1,022            1,965               1,902  
RoCE (pre-tax and ex other income)               6.1                3.2                4.2                7.0                   7.4  
Asset Turnover Ratio               2.0                1.4                1.7                1.5                   1.7  
      Goa Shipyard      
Capital Employed 11,329 12,502 14,829 14,699 15552 
Net Block 6,344 7,306 8,165 8,834 7664 
Working capital (ex-cash) 2,366 -1,889 -3,819 -6,458 -5686 
Cash 2,315 5,037 9,123 11,572 11098 
EBIT 1,118 1,793 3,313 2,142 2828 
RoCE (pre-tax and ex other income) 6.1 10.6 17.0 9.1 9.2 
Asset Turnover Ratio 1.2 1.4 1.7 1.0 1.2 
 
      
Hindustan Shipyard      
Capital Employed -4,657 2,173 3,374 3,467 3,615 
Net Block 633 553 1,611 1,615 1,536 
Working capital (ex-cash) -8,407 -1,827 -1,249 -1,885 -504 
Cash 2,025 2,308 1,862 2,657 1,307 
EBIT 330 735 924 917 349 
RoCE (pre-tax and ex other income) NA 24.2 25.3 23.4 3.7 
Asset Turnover Ratio 9.2 11.2 3.6 3.3 3.2 
Source: Company data, I-Sec research 
 
High orderbook ensures higher government advances  
MDL’s working capital intensity is the one of highest among peers with a net 
investment of Rs162.7bn in FY20 (15 months’ working capital). This is offset by 
consistent cash balance in excess of Rs60bn. The cash balance is led by advances 
received from customers, which is expected to improve further as execution picks up. 
At FY20-end, the company maintained a cash balance of Rs59.5bn, with Rs115.5bn 
worth of advances received. 
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Table 19: Working capital breakup 

Source: Company data, I-Sec research 
 

Chart 5: Working capital (inventory + receivables) months has been shrinking 
over the years 
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 FY17 FY18 FY19 FY20 
GRSE     
Working capital 5,814 4,560 5,310 5,733 
Working capital (ex-cash) -17,730 -17,471 -15,584 -21,920 
Working capital (ex-cash ex-advances) 10,894 6,045 9,750 13,287 
  Inventory + Receivables 6,847 7,120 5,694 9,763 
     Cochin     
Working capital 16,670 27,638 23,557 22,730 
Working capital (ex-cash) -5,143 -9,416 -4,165 691 
Working capital (ex-cash ex-advances) 1,504 4,309 4,465 12,299 
  Inventory + Receivables 4,935 8,947 6,757 6,016 
     Mazagon     
Working Capital  (Company Reported)         25,226          19,373          18,475             16,121  
Working capital (I-Sec)               12,829               6,955             7,644             5,213  
Working capital (ex-cash) (70,834) (64,975) (68,488) (54,304) 
Working capital (ex-cash ex-advances) (41,198) (24,072) (26,554) 5,387  
  Inventory + Receivables              49,153                52,790  60,711  68,700  
     Goa Shipyard     
Working capital 3,147 5,304 5,114 5,413 
Working capital (ex-cash) -1,889 -3,819 -6,458 -5,686 
Working capital (ex-cash ex-advances) 4,527 694 1,321 7,361 
  Inventory + Receivables 5,797 4,140 3,283 4,518 
     Hindustan Shipyard     
Working capital -6,382.0 480.1 612.8 772.7 
Working capital (ex-cash) -8,407.0 -1,827.4 -1,249.2 -1,884.6 
Working capital (ex-cash ex-advances) -3,256.0 -252.5 350.4 1,896.6 
  Inventory + Receivables 5,264.0 2,016.9 2,536.3 3,307.7 



 
 
 

Mazagon Dock Shipbuilders, October 4, 2021 ICICI Securities 

 

 
22 

Chart 6: Advances from customers at ~ Rs120bn for MDL 
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Source: Company data, I-Sec research 
 
~12x ‘book to bill’ for MDL; trails that of GRSE and Goa Shipyard 

The absolute orderbook amount is highest for MDL, owing to orders for four P17A 
frigates and four P15B destroyers. However, GRSE’s ‘book to bill’ ratio is the highest 
at ~20x of FY21 sales in the Industry.   

Chart 7: Orderbook, ‘book to bill’ ratio 
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Comparison with global shipyards 
Comparison on key operating metrics 
We have looked at five global shipyards – in the US, Europe, China and South Korea 
– and tried to compare them with MDL. The key inferences that could be drawn were: 

 ‘Book to bill’ for all global players are in low single digits ranging from 2x to 5x, 
whereas that for MDL is currently at ~12.3x. 

 While the US players earn a handsome operating margin (also evident from their 
high RoEs and RoCEs), that for the Chinese and South Korean players is 
negative. This is also supported by declining revenues for Chinese and South 
Korean players, which leads to negative operating leverage headwinds in a high 
fixed cost business like shipbuilding.  

 MDL’s revenues are expected to witness some growth from FY23E, when 
execution on key projects rises to full pace. MDL has an opportunity to significantly 
improve margins as execution in the next fiscal picks up. 

 Four of the five DPSU players have been maintaining inventory and receivables at 
1-4 months of sales. MDL too is close to reaching similar levels (in FY19, it was ~5 
months). 

 

Table 20: Comparison of MDL’s key metrics with global shipyards  
 CY15 CY16 CY17 CY18 CY19 
Huntington Ingalls (US$ mn) 
Revenue 7,020 7,068 7,441 8,176 8,899 
Operating Income (Ex other income) 774 876 881 951 736 
Operating Margin (%) 11.0 12.4 11.8 11.6 8.3 
Orderbook 22,062 20,735 21,367 22,995 46,494 
Book to Bill 3 3 3 3 5 
Working capital 517 524 612 380 454 
Inventory + Receivable months  1 1 1 1 1 
RoE 28.3 36.5 28.1 51.1 35.4 
RoCE 17.8 23.1 18.8 25.6 20.1 

      General Dynamics (Marine Division) (US$ mn) 
Revenue 8,032 8,072 8,004 8,502 9,183 
Operating Income (Ex other income) 748 595 685 761 785 
Operating Margin (%) 9.3 7.4 8.6 9.0 8.5 
Orderbook 25,145 22,723 24,219 26,598 44,187 
Book to Bill 3 3 3 3 5 
Working capital 6,812 8,517 8,920 10,736 9,850 
Inventory + Receivable months  3 3 4 4 3 
Revenue (Total) 31,781 30,561 30,973 36,193 39,350 
RoE 26.9 24.4 26.8 28.9 27.5 
RoCE 24.0 20.6 21.1 18.0 14.6 

      Fincantieri (US$ mn) 
Revenue 5,732 4,579 4,811 5,552 6,341 
Operating Income (EBITDA) 395 -28 295 386 489 
Operating Margin (%) 6.9 -0.6 6.1 6.9 7.7 
Orderbook 

 
17,082 19,228 26,512 29,230 

Book to Bill 
 

4 4 5 5 
Working capital 1,245 1,082 1,850 2,127 1,876 
Inventory + Receivable months  3 3 5 5 4 
RoE 5.9 -14.3 2.3 4.9 5.9 
RoCE 3.4 -6.1 2.0 4.0 4.6 
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 CY15 CY16 CY17 CY18 CY19 
China Shipbuilding (US$ mn) 
Revenue 9,799 9,484 7,840 5,744 6,730 
Operating Income 118 -684 -162 -157 -180 
Operating Margin (%) 1.2 -7.2 -2.1 -2.7 -2.7 
Working capital 10,251 10,081 7,670 8,295 7,346 
Inventory + Receivable months  13 13 12 18 13 
RoE 3.9 -4.5 1.2 1.4 0.9 
RoCE 0.6 -2.6 0.2 0.7 -0.0 

      Korea Shipbuilding (US$ mn) 
Revenue 

  
19,230 13,688 11,928 

Operating Income 
  

338 13 -475 
Operating Margin (%) 

  
1.8 0.1 -4.0 

Orderbook 
  

46,777 30,490 37,057 
Book to Bill 

  
2 2 3 

Working capital 
  

6,993 2,138 1,938 
Inventory + Receivable months  

  
4 2 2 

RoE 
  

3.5 18.0 -4.4 
RoCE 

  
1.2 -0.0 -2.1 

      MDL (Rs mn)  FY17 FY18 FY19 FY20 
Revenue  35,191  44,704  46,140  49,048  
Operating Income  1,257  1,547  2,608  2,590  
Operating Margin (%)  3.6  3.5  5.7  5.3  
Orderbook     542,827* 
Book to Bill     11.07 
Working capital (Company)  25,226  19,373  18,475  16,121  
Inventory + Receivable months #  25.4  19.6  18.5  23.6  
RoE  20.0  17.5  16.6  15.4  
RoCE  (With other income)  17.8  14.8  15.6  19.1  
Source: Company, I-Sec research 
* June 19 orderbook as per DRHP # Inventory and receivable days are calculated separately 
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Global valuations  
We have created historical 1-year forward P/E and EV/EBITDA charts of comparable 
global players for MDL – Huntington Ingalls, General Dynamics, and Korea 
Shipbuilding.  

Chart 8: Huntington Ingalls P/E Chart 9: Huntington Ingalls EV/EBITDA 
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Chart 10: General Dynamics P/E Chart 11: General Dynamics EV/EBITDA 
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Chart 12: Korea Shipbuilding P/E Chart 13: Korea Shipbuilding EV/EBITDA 

0

1

2

3

4

5

6

7

8

9

Ja
n-

05
M

ay
-0

5
Se

p-
05

Ja
n-

06
M

ay
-0

6
Se

p-
06

Ja
n-

07
M

ay
-0

7
Se

p-
07

Ja
n-

08
M

ay
-0

8
Se

p-
08

Ja
n-

09
M

ay
-0

9
Se

p-
09

Ja
n-

10
M

ay
-1

0
Se

p-
10

(x
)

P/E Mean
+1 SD -1 SD

 

0

2

4

6

8

10

12

Ja
n-

05

Ju
l-0

5

Ja
n-

06

Ju
l-0

6

Ja
n-

07

Ju
l-0

7

Ja
n-

08

Ju
l-0

8

Ja
n-

09

Ju
l-0

9

Ja
n-

10

Ju
l-1

0

(x
)

EV/EBITDA Mean
+1 SD -1 SD

 
Source: Bloomberg, I-Sec research  Source: Bloomberg, I-Sec research 
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Table 21: Concise global valuations   

Source: Bloomberg, I-Sec research 
 

 

  P/E (x) EV/EBITDA (x)  Period under 
consideration   Mean +1 std deviation -1 std deviation Mean +1 std deviation -1 std deviation 

Huntington Ingalls 13.2 17.6 8.8 6.3 8.1 4.5 Mar-11 to Dec-17 
General Dynamics 13.0 15.9 10.0 8.7 11.1 6.3 Jan-05 to Dec-17 
Korea Shipbuilding 4.1 5.6 2.6 3.7 5.7 1.7 Jan-05 to Dec-10 
China Shipbuilding 21.4 27.2 15.5 17.6 25.3 9.8 Jan-10 to Dec-12 
Fincantieri 13.0 17.7 8.3 7.6 8.7 6.6 Jan-16 to Dec-17 
Average 12.9 16.8 9.1 8.8 11.8 5.8  



 
 
 

Mazagon Dock Shipbuilders, October 4, 2021 ICICI Securities 
 

 
27 

Valuations and key risks 
We value Mazagon Dock Shipbuilders Limited (MDL) using the DCF methodology. 
The implied valuation is at a 35% discount to the mean of the global P/E valuation 
band (as seen in table-21).  

The predictability of the company’s topline, considering that it has a ‘book to bill’ ratio as 
high as 12.3x, gives us comfort on growth trajectory for the next five years. A discount to 
global mean multiples, factors-in a situation of normalised growth post depletion of the 
current orderbook, and the inherent risks of future orderbook accretion.  

We initiate coverage on the stock with an ADD rating and target price of Rs270/share. 
Sudden drop in execution, in case the GoI faces budgetary constraints, could emerge 
as a key risk to our call. 

Table 22: DCF valuation yields target price of Rs270/share 

* In the latest call, the management has guided Rs20bn as free cash available with the company   
Source: Company data, I-Sec research  

 
Sensitivity to our DCF around WC scenarios: What if contract liability 
declines?   
Biggest sensitivity to MDL’s valuations arise from change in contract liabilities, which is 
the advance it receives from MoD. The extent of contract liability is based on the 
outstanding orderbook at any point in time. Order inflows bring with it advances 
and higher cashflows for shipbuilders like MDL (advances are generally 15% of 
the contract value as per various defence procurement policy parameters). Long 
absence of order inflows and winding down of orderbook create a significant stress on 
cashflows and valuations. No significant accretion or a wind-down in contract liability 
manifests through change in working capital.  

In our base case, we have assumed outstanding contracting liability at FY30E at 24% 
of the year-end orderbook. If we assume the contract liability at 23%, our DCF 
changes to Rs153/share, and at 25% it becomes Rs387/share.  Base case 
assumes outstanding contract liability of Rs100bn at FY30E (FY20 was Rs114bn)  

(Rs mn)  FY22E FY23E FY24E FY25E FY26E FY27E FY28E FY29E FY30E 
Sales 50,600 85,000 76,000 80,000 73,000 73,000 71,000 73,000 81,000 
EBITDA 3,945 8,202 6,541 7,330 5,571 5,017 3,970 3,971 5,210 
Tax  1,940 2,626 1,882 2,178 1,681 1,802 2,020 2,306 2,829 
PAT 6,602 8,699 6,524 7,390 5,936 6,289 6,927 7,762 9,290 
NOPAT 2,005 5,576 4,659 5,152 3,891 3,216 1,950 1,665 2,381 
Working Capital Change -8,946 -22,116 -39,443 1,876 -6,609 10,943 24,719 11,911 5,893 
Capex -1,095 -1,095 -1,095 -1,095 -1,095 -1,095 -1,095 -1,095 -1,095 

          FCF -8,036 -17,635 -35,878 5,933 -3,813 13,064 25,573 12,481 7,179 
Terminal Value 

        
82,156 

Total FCF -8,036 -17,635 -35,878 5,933 -3,813 13,064 25,573 12,481 89,335 

          Cost of Equity  12% 
        WACC 10% 
        Terminal Growth 3% 
        

          NPV of FCFE (FY23E) 39,529 
        Net Cash attributable to MDL (Longer term)* 15,000 
        Equity Value 54,529 
        Net Equity value 270 
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Key risks 
Land lease. MDL has ~42% of its land is leased from Mumbai Port Trust (MbPT); of 
the balance, a small portion is on pre-owned basis and rest is through Maharashtra 
government. Land leased from MbPT is divided into 13 plots. The lease with respect to 
four plots expired in CY06 and requests have been made to MbPT for renewal as MDL 
continues to occupy and pay rent as per the agreement on account of non-finalisation 
of the land lease policy. A couple of years back, MbPT finalised its land lease policy 
and raised a demand on MDL.  

MBPT has proposed the renewal of expired leases of four plots for a period of 30 
years by an upfront payment of around Rs2,721.4mn (plus applicable taxes) towards 
the lease premium and Rs408.2mn (plus applicable taxes) towards the arrears of rent 
FY06 onwards. This proposal of lease renewal also provides the option of annual 
payment of lease rent for a period of 10 years amounting to approximately Rs194mn 
p.a. (plus applicable taxes). MDL has contested MBPT’s proposal and has recognised 
an estimated reasonable lease rent in its financial statements. 

The matter is under discussion at the ministry level between Department of Defence 
Production and Ministry of Shipping, Port and Waterways. (Source: FY20 annual 
report of MDL and Q1FY22 business update call). 

Consistent stream of order inflows. A consistent stream of order inflows is required 
for: i) sustaining and developing on MDL’s present skillset while ensuring utilisation of 
the shipyard, and ii) ensuring healthy working capital dynamics, given requisite upfront 
advances that MDL receives for each government order. The same will be ensured by 
follow-on large-ticket orders like P75(I). Yet, the management has clarified that P75(I) 
will accrue in its entirety to L&T or MDL, with little possibility of sharing the same order.  

Changing laws, rules and regulations and legal uncertainties, including adverse 
application of tax laws and regulations, may adversely affect MDL’s business, results 
of operations and cashflows. 

Risks to execution. MDL’s products are highly complex, require technically advanced 
and costly equipment and hazardous materials, and involve risks, including 
breakdown, failure or substandard performance of equipment, improper installation or 
operation of equipment, environmental hazards and industrial hazards – which could 
result in damages and litigation. Dependency on suppliers for timely delivery of raw 
materials, equipment and components and non-adherence to the agreed timelines 
may adversely affect the company’s delivery timelines. 

Competition. Over the years, MDL has built capabilities and capacities to fulfil its 
contractual obligations (including timely delivery of vessels, warships, submarines; 
constructed, repaired or refitted). Since majority of the contracts are awarded on 
nomination basis, competition risk remains low. However, competitors of MDL in the 
shipbuilding division are Cochin Shipyard Limited, Garden Reach Shipbuilders and 
Engineering Limited, Bharati Defence and Infrastructure Limited, Goa Shipyard 
Limited, Hindustan Shipyard Limited, L&T Shipyard, ABG Shipyard Limited, and 
Reliance Defence and Engineering Limited. And competitors in the submarine and 
heavy engineering include Hindustan Shipyard Limited. Further, GoI has taken several 
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measures to encourage the private sector to invest and participate in defence 
production and acquisition of defence assets, which will increase competition going 
forward.     

Significant dependence on a single customer. Currently, MDL’s entire revenues 
come from the work performed under MoD contracts. A substantial portion of the 
business is awarded through nomination of contractors by the MoD. These contracts 
depend upon the continuing availability of funds being extended to the MoD. Future 
revenues of the company under existing multi-year contracts are reliant on the 
continuing availability of budgetary appropriations by the MoD and release of such 
funds to the company in a timely manner; any disruptions to the availability of such 
appropriations, or release of such funds, could adversely the company’s business. 
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Q1FY22 conference call takeaways 
 MDL, being India’s only shipbuilder to have built conventional submarines, is a 

strong contender for building six P75(I) conventional submarines with air 
independent propulsion (AIP) system, which is estimated at Rs430bn.   

 MDL is bidding in the next five years for construction of six next-generation 
destroyers, which is estimated at Rs500bn. 

 Gearing up for the export market. MDL was significantly into exports a couple of 
years back, but since its orderbooks were full with the Naval orders it has not 
tapped the export market for quite some time. Company is looking to reestablish 
its presence in the export market and roll out some products.  Out of 797 vessels 
delivered by MDL till date (since 1960), 631 have been commercial vessels, which 
essentially comprise of cargo ships, supplier vessels to water tankers, tugs, 
dredgers, fishing trawlers, offshore platforms, process platforms, and jack-up rigs. 
Of these 631 vessels, 243 were exported to Mexico, France, UK, Iran, Yemen and 
Mozambique (MDL’s last exports were two multipurpose support vessels to 
Mexico and Bahamas in CY12 and CY14 respectively). 

 FY22E revenues will be similar to FY20.  Project-17 Alpha is in relatively initial 
stages; given the S-curve for execution, revenue booking is not going to be 
significantly high during FY22E, Project 15 Bravo  would see revenue booking 
similar to FY21. Very little remains to be done for the existing submarine 
orderbook; progress and the revenue booking is going to be considerably lower. 

 On future submarine refits and midlife repair and upgrades. Indian Navy 
presently deploys submarines from three different sources – viz. Russian origin, 
German origin, (in collaboration with MDL which was built in CY90s and still 
operating), and the third one, Scorpene class submarines currently being built by 
MDL. Submarines built by MDL would come to the company for refit and mid-life 
upgrades in the future, because the Navy is still not fully geared up to undertake 
the same. Submarines acquired from the Russia, are going to dockyards manned 
by the Indian Navy -- at Mumbai and Visakhapatnam – for their refits and mid-life 
upgrades. In addition to these, Hindustan Shipyard at Visakhapatnam has also 
been equipped with facilities to undertake repairs and life certification of Russian-
origin submarines. 
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Financial summary (consolidated) 
Table 23: Profit and Loss statement  
(Rs mn, year ending Mar 31)   
 

 
FY20 FY21 FY22 FY23 FY24 

Revenue 49,048 40,478 50,600 85,000 76,000 
Ship Construction 43,496 29,886 46,000 80,000 72,000 
Ship Repair 1,589 4,326 1,600 2,000 3,000 
Others 3,963 6,266 3,000 3,000 1,000 
Total operational costs 46,459 38,240 46,655 76,798 69,459 
Cost of materials consumed 24,525 18,819 29,348 51,000 45,600 
Procurement of base and depot spares 3,622 5,783 

   Gross Margin 20,901 15,876 21,252 34,000 30,400 
Gross Margin (%) 42.6 39.2 42.0 40.0 40.0 
Employee costs 7805 6528 8,500 9,503 9,978 
% of topline 15.9 16.1 16.8 11.2 13.1 
Subcontracting Expenses (Largely to Naval group) 7,440 3,972 5,060 10,200 8,740 
% of topline 15.2 9.8 10.0 12.0 11.5 
Other expense - Project Related 1,131 1,684 1,800 3,400 3,040 
% of topline 2.3 4.2 3.6 4.0 4.0 
Other Expense (Corporate overhead) 1384 1142 1,265 1,870 1,672 
% of topline 2.8 2.8 2.5 2.2 2.2 
Power and fuel 165 114 182 125 129 
Provisions 386 198 500 700 300 
EBITDA 2,590 2,239 3,945 8,202 6,541 
EBITDA (%) 5.3 5.5 7.8 9.6 8.6 
Other Income 5581.6 5741 4,500 3,000 1,897 
Depreciation 688 597 737 798 858 
Finance Costs 93 84 93 93 93 
PBT 7,391 7,300 7,615 10,312 7,487 
Tax 3,496 1,504 1,942 2,629 1,909 
Profit after tax 3,895 5,796 5,673 7,682 5,578 
Extraordinary 123 1261 

   Income from Associate 934 604 934 1,026 1,026 
Net Profit 4,705 5,139 6,607 8,708 6,604 
Source: Company data, I-Sec research 
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Table 24: Balance sheet  
(Rs mn, year ending Mar 31) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
FY20 FY21 FY22E FY23E FY24E 

Share capital  2,017 2,017 2,017 2,017 2,017 
Net worth 30,594 34,317 39,603 46,569 51,804 
Non Current Liability 1,548 1,480 1,480 1,480 1,480 
Total Liability 32,142 35,797 41,083 48,049 53,284 
Assets 

     Gross Block 10,894 11,286 12,291 13,296 14,301 
Net Block 8,364 8,069 8,336 8,544 8,691 
Depreciation 2,530 3,217 3,955 4,753 5,611 
Investments ( Into Goa Shipyard) 4,842 5,187 5,187 5,187 5,187 
CWIP 800 802 802 802 802 
Deferred Tax assets 4,147 4,236 4,236 4,236 4,236 
Other long term assets 8,777 10,609 10,609 10,609 10,609 
Net Current Assets 5,213 6,896 11,914 18,673 23,760 
Current Assets 182,480 222,484 202,240 236,498 183,559 
Inventories 46,227 58,886 44,223 61,479 54,970 
Trade receivables 14,484 9,814 12,268 20,608 18,426 
Loans and other current assets 1,971 1,492 1,492 1,492 1,492 
Contract assets 555 2,137 2,137 2,137 2,137 
Cash and Financial assets 59,517 81,695 77,640 62,289 27,932 
Other current assets 59,726 68,460 64,480 88,493 78,603 
Current Liabilities 177,266 215,588 190,326 217,825 159,799 
Trade payables 47,439 63,773 57,520 94,683 85,634 
Other Current Liability 2,037 2,050 2,050 2,050 2,050 
Contract liability 114,373 141,761 122,752 113,088 64,110 
Provisions 13,418 8,004 8,004 8,004 8,004 
Total Assets 32,142 35,797 41,083 48,049 53,284 
 Source: Company data, I-Sec research 
  

Table 25: Cashflow statement 
(Rs mn, year ending Mar 31) 

 
FY20 FY21 FY22E FY23E FY24E 

Operating profit before WC changes 2694.4  3031.3  4,879 9,228 7,567 
WC Changes (1568.3) (782.4) (9,073) (22,111) (39,444) 
Cash Flow from operations 1126.1  2248.9  (4,194) (12,883) (31,877) 
Direct tax paid (net of refunds) (2081.5) (1566.8) (1,942) (2,629) (1,889) 
Net Cash Flow from operations (955.4) 682.1  (6,135) (15,512) (33,766) 
Capex (1005.2) (419.3) (1,005) (1,005) (1,005) 
Other Income 5632.4  3901.8  4,500 3,000 1,816 
Net cash from / (used in) investing activities 4537.4  3482.5  3,495 1,995 810 
Debt 

     Dividend paid (including dividend distribution tax thereon (2618.0) (1552.8) (1,321) (1,742) (1,309) 
Buyback of shares (2778.8) 

    Interest 
 

(45.5) (93) (93) (93) 
Net cash from / (used in) financing activities (6045.8) (1598.3) (1,414) (1,834) (1,401) 
Net Change in cash and cash equivalent (2463.8) 2566.3  (4,055) (15,352) (34,357) 
FCF (2053.2) 179.2  (7,233) (16,610) (34,863) 
 Source: Company data, I-Sec research 
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Table 26: Key ratios 
(Year ending Mar 31) 

  FY20 FY21 FY22E FY23E FY24E 
Per Share Data (in Rs) 

     Recurring EPS (Diluted)             23.3                 25.5              32.8              43.2               32.7  
Reported EPS             23.3                 25.5              32.8              43.2               32.7  
Recurring Cash EPS              26.7                 28.4              36.4              47.1               37.0  
Dividend per share (DPS)             10.8                   7.2                6.6                8.6                 6.5  
Book Value per share (BV)           151.7               170.1            196.4            230.9             257.1  

      Growth Ratios (%) 
     Operating Income 6.3  (17.5) 25.0  68.0  (10.6) 

EBITDA  (0.7) (13.5) 76.2  107.9  (20.3) 
Recurring Net Income (11.6) 9.2  28.6  31.8  (24.2) 
Diluted Recurring EPS (11.6) 9.2  28.6  31.8  (24.2) 
Diluted Recurring CEPS (9.6) 6.3  28.1  29.4  (21.5) 

      Valuation Ratios (% YoY) 
     P/E 10.7  9.8  7.6  5.8  7.6  

P/CEPS 9.4  8.8  6.9  5.3  6.8  
P/BV 1.6  1.5  1.3  1.1  1.0  
EV / EBITDA (2.9) (13.3) (7.1) (1.6) 3.5  
EV / Operating Income (0.9) (3.7) (3.3) (1.2) 2.7  
EV / Operating FCF 3.7  (166.3) 5.6  0.8  (0.6) 

      Operating Ratios 
     Gross Margin (%)             42.6                 39.2              42.0              40.0               40.0  

SG&A/Sales (%)               2.8                   2.8                2.5                2.2                 2.2  
Other Income / PBT (%)             75.5                 78.6              59.1              29.1               25.3  
Effective Tax Rate (%)             47.3                 20.6              25.5              25.5               25.5  
NWC / Total Assets  (%)             16.2                 19.3              29.0              38.9               44.6  
Inventory Turnover (days)              599                  874               550               440                440  
Receivables (days)              108                    88                 88                 88                  88  
Payables (days)              373                  609               450               450                450  
D/E Ratio (x)               0.1                   0.0                0.0                0.0                 0.0  

      Return/Profitability Ratios (%) 
     Recurring Net Income Margins                9.6                 12.7              13.1              10.2                 8.7  

RoCE  (With other income)             19.1                 16.7              14.1              16.2               10.7  
RoNW              15.4                 15.0              16.7              18.7               12.7  
Dividend Payout Ratio              46.2                 28.4              20.0              20.0               20.0  
Dividend Yield                4.3                   2.9                2.6                3.5                 2.6  
EBITDA Margins                5.3                   5.5                7.8                9.6                 8.6  
Source: Company data, I-Sec research 
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