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The five pillars test whether a business can compound for a decade: a sunrise industry, leadership you
can trust, a real moat, an iron-fortress balance sheet, and genuine free cash flow. Each pillar is graded
PASS, PARTIAL or FAIL on evidence.

Pillar 1: Sunrise (industry tailwind)

Grade: PASS

Compressors are picks-and-shovels for industrial capex, and India's capex cycle is KPCL's sunrise. The
evidence is in the order book, not in adjectives: record order inflow above Rs 2,000 cr in FY26, order book
of Rs 1,863 cr as of Apr 1, 2026 (+15% YoY, about 1.04x revenue cover), and a book that has stayed
above Rs 1,600 cr through the cycle. The tailwinds stack up across KPCL's niches: city-gas distribution
and CNG infrastructure (close to half of India's CNG stations run KPCL machines), compressed biogas
under the SATAT scheme (the new Tonalli line), cold-chain and food-processing capex (70%-+ share in
ammonia reciprocating compressors), refinery and petrochemical packages, and railways and defence
indigenisation. Two structural options sit on top: the PLI-approved Zephyros commercial air-conditioning
entry (Rs 320 cr committed investment, first commercial sale already booked) and the Tezcatlipoca
centrifugal platform attacking a Rs 500-700 cr domestic target market where dry-screw incumbents have
had it easy. Management's explicit 15-20% export ambition, seeded by the KSEA acquisition in Thailand,
adds a second geography leg. The one caution: this sunrise is cyclical, not secular. Book-to-bill dipped to
0.90x in early FY26 and the Middle East conflict has delayed dispatches; a capex downturn would hit order
inflow first. But the direction of the next five years, industrial capex, energy transition gases, and import
substitution, points KPCL's way. PASS.

Pillar 2: Leadership

Grade: PARTIAL

There is much to like and two things to watch. On the positive side: the Kirloskar engineering culture is
real, the company has delivered record revenue, profit, order inflow and dividend in FY26, CRISIL
upgraded the rating to AA with a stable outlook in Q1 FY27, and the MD transition from K. Srinivasan was
orderly and telegraphed (postal ballot approval, five-year term). Promoter holding is stable at 38.81% with
zero pledging, and institutional ownership (MFs about 25%, FlIs about 10.4% and rising) signals outside
confidence.

The deductions: Aman Rahul Kirloskar took over as MD only on April 1, 2026. He is an insider
(previously VP of the ACR division) and the son of the Executive Chairman, which makes this a family
succession, and his record as the top decision-maker is six months old and therefore unproven. Second,
the Kirloskar family feud over the 2009 Deed of Family Settlement, Sanjay Kirloskar versus Atul and
Rahul, continues through courts, NCLT proceedings and SEBI/SAT litigation. It has not touched KPCL's
operations, but it is a permanent sentiment overhang and it concentrates governance in a father-son-uncle
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triangle. A PASS requires a proven multi-year record at the top and a clean governance backdrop; KPCL
has neither yet, though the trajectory is encouraging. PARTIAL, with a clear path to PASS if the new MD
delivers two clean years and the family dispute stays ring-fenced.

Pillar 3;: Moat

Grade: PARTIAL

KPCL's moat is a set of deep niches rather than one wide moat, and the grading reflects both the depth
and the limits. The depth: market leadership in CNG compression (roughly half of India's CNG stations),
70%+ share in ammonia reciprocating refrigeration compressors, in-house screw air-end designs, an
indigenously designed centrifugal platform (Tezcatlipoca, 100+ units, A800 launched), in-house motors
(Tyche), a captive foundry and forging, and 128 cumulative IP filings with 57 filed in FY26 alone.
Compressors are long-life assets where service familiarity creates real switching costs, and the Kirloskar
brand plus a pan-India service network reinforce that.

The limits: in standard screw air compressors Elgi is bigger and sharper; in premium oil-free machines
Ingersoll-Rand and Atlas Copco set the frontier; and in engineered packages KPCL bids against global
EPC competition on mostly fixed-price contracts, which caps pricing power. Spares and services, the
classic compressor annuity, are not disclosed as a mix, so the annuity cannot be sized. This is a company
with genuine engineering depth and niche dominance, but not a business where competitors cannot reach
the customer. PARTIAL, strengthening toward PASS if Tezcatlipoca and Zephyros scale and the
aftermarket mix is disclosed and grows.

Pillar 4: Iron Fortress (balance sheet)

Grade: PASS

This is the cleanest pillar. KPCL is net debt free: long-term debt is effectively zero, and cash plus
short-term investments stood near Rs 480 cr at FY26-end against a market cap of about Rs 8,811 cr.
CRISIL's upgrade to AA/stable in Q1 FY27 ratifies the strength. Promoter holding of 38.81% is entirely
unpledged. The dividend record is unbroken and rising (Rs 4.00 in FY22 to Rs 12.00 in FY26 pre-split, a
about 30% payout ratio), and the August 2026 stock split was done to improve retail liquidity, not to raise
capital. Net worth has compounded steadily (about Rs 1,089 cr at FY25-end consolidated) with no equity
dilution in the five-year window. The only balance-sheet watch item is working-capital intensity (receivable
days about 106), which is an earnings-quality matter for the cash-flow pillar, not a solvency matter. On
solvency, leverage and financial flexibility, this is an iron fortress. PASS.

Pillar 5; Free Cash Flow

Grade: PASS

The cash record is real, with one honest blemish. Operating cash flow: Rs 109 cr (FY22), Rs 40 cr (FY23),
Rs 183 cr (FY24), Rs 215 cr (FY25), Rs 233 cr (FY26). Free cash flow (OCF less capex): Rs 17 cr, (Rs 2
cr), Rs 112 cr, Rs 137 cr, Rs 167 cr. The FY23 dip is the working-capital warning in miniature: a heavy
order-intake year absorbed Rs 129 cr of working capital and OCF collapsed to 37% of PAT. Since then,
conversion has been healthy (FY26 OCF at 92% of PAT), capex has been disciplined (Rs 42-92 cr a year,
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mostly capacity and foundry), and the company has funded growth, acquisitions (Systems and
Components India, KSEA) and a rising dividend from internal accruals. The structural caveat stands: about
100-day cash conversion cycle and milestone billing mean OCF will undershoot PAT in big intake years,
and investors should watch receivables, not just the P&L.; But a business that has produced positive and
growing free cash flow in four of five years, pays 30% of profits as dividends, and carries no debt clears
the bar. PASS.

Overall fit verdict
3 PASS, 2 PARTIAL, 0 FAIL: a qualified fit for the compounder watchlist.

Kirloskar Pneumatic clears the three pillars that are hardest to fake: the industry tailwind is visible in a
record order book, the balance sheet is genuinely fortress-like, and the cash flow is real and growing. The
two PARTIALSs are both about the future rather than the past: an unproven (though well-prepared) new MD
plus a family feud that will not die, and a moat that is deep in niches but narrow overall. This is not a "buy
and forget" compounder; it is a "buy and verify" one. The verification agenda is concrete: watch book-to-bill
stay above 1.0x, watch Tezcatlipoca and Zephyros scale from launches into revenue lines, watch the new
MD's first two years, and watch receivables. If those check out, both PARTIALS have a path to PASS, and
the current about 31x FY27E multiple leaves room for the re-rating that follows.

Grading is the author's judgement on evidence available Oct 2, 2026. Related-party transaction values and the spares/services mix
could not be verified from accessible filings; see the full investment report's verification notes. Educational purposes only, not
financial advice.
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