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Domestic performance shadowed by exports weakness

INDIA | CAPITAL GOODS | Quarterly Update

Top takeaways from Q3FY16

x  Weak operational performance; however, PAT (adjusted for inventory write off) was in

line with our estimate due to lower tax rate.

Exports fell for the second consecutive quarter (-6% yoy) due to weak global demand.

v" The positive surprise was continued growth in domestic sales (+12% yoy) led by 23% yoy
growth in its power generation business.

x

Key highlights: Sales growth at 6% yoy was driven by strong performance in power
generation (+23% yoy) and distribution and spares (+9% yoy). Export weakness offset strong
domestic performance. Gross margins (adjusted for Rs 160mn pertaining to excess inventory
provision) were down 100bps yoy to 37.3% due to adverse sales mix. Weak gross margins
translated into lower-than-expected EBITDA. However, lower tax rate (13% Q3FY16 against
17% Q2FY16) led to PAT being in line with our estimate.

Conference call takeaways

v' Management said its domestic power generation business continued to benefit from
pick up in infra (particularly roads). It maintained domestic revenue guidance at 10-15%.

v" Over the mid to long term, Cummins India should benefit from its parent Cummins Inc’s
plans to restructure its sourcing strategy towards low-cost countries. However, no signs
of this are visible in the near term.

x  Competitive intensity continues to remain high in the domestic market, especially in the
low-kVA segments.

% Cummins maintained its export revenue guidance of 0-5% with headwinds due to weak
global demand. It expects market share gains in exports to lead incremental growth.

Outlook and valuation

We are enthused by Cummins’ above-industry growth in the domestic market and more so
by its power-gen business, which reflects on-ground recovery in capacity creation. However,
the export outlook remains weak in the light of a weak global environment. We lower our
export growth expectation to 7% for FY17 (from 20%), which is still higher than the
management’s guidance of 0-5%. We introduce FY18 estimates and rollover our multiple to
September 2017 EPS and value Cummins at 30x to arrive at our target price of Rs 1050
(unchanged). Current valuations of 26x September 2017 P/E remain expensive for a stock
that we expect to deliver 14% CAGR in FY16-18. Hence, we maintain our Neutral rating.
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PROMOTERS : 51.0 51.0 51.0
FIl / NRI : 17.8 17.4 18.6
FI/ MF: 18.1 18.2 17.3
NON PRO : 1.5 1.3 1.4
PUBLIC & OTHERS : 12.4 12.6 12.3
Key Financials
Rs mn FY16E FY17E FY18E
Net Sales 49,133 57,126 67,849
EBIDTA 8,184 10,074 12,516
Net Profit 7,992 9,102 10,343
EPS, Rs 28.8 32.8 37.3
PER, x 31.1 27.3 24.0
EV/EBIDTA, x 30.3 24.6 19.8
PBV, x 25.1 25.7 26.2
ROE, % - - -
CHANGE IN ESTIMATES

__Revised Est. __  __% Revision__
Rs bn FY16E FY17E FY16E FY17E
Revenue 49,133 57,126 -2% -5%
EBITDA 8,184 10,074 -4% -8%
Core PAT 7,992 9,102 1.8% -6.5%
EPS (Rs) 28.8 32.8 1.8% -6.5%

Jonas Bhutta & Hrishikesh Bhagat

(Rs mn) Q3FY16 Q3FY15 yoy Q2FY16 qoq vs. Comments

growth growth expectations

% % %

Sales 11,469 10,831 6% 11,977 -4% 12,091 Sales below estimate due to weak export growth
Gross margin 37.3% 38.4% 37.6% 38.5% Unfavourable mix led to lower than expected gross margin
EBITDA 1,870 1,894 -1% 2,007 -7% 2,152
EBITDA margin (%) 16.3% 17.5% 16.8% 17.8% Lower gross margin also led to weak margins
EBIT (%) 15% 15% 15% 16%
PBT 2,232 2,075 8% 2,405  -7% 2,422
Recurring PAT 1,944 1,810 7% 1,986 -2% 1,986 Recurring PAT in line with estimate due to lower tax rate
Reported PAT 1,784 1,810 -1% 1,986 -10% 1,986
EPS 6.4 6.5 -1% 7.2 -10%
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Quarterly results

RS MN Q316 Q315 % CHANGE
Net Sales 11,469 10,831 5.9%
Raw Material 7,191 6,676 7.7%
% of sales 62.7% 61.6%

Employee cost 1,091 1,018 7.3%
% of sales 9.5% 9.4%

Other Expenses 1,317 1,244 5.8%
% of sales 11.5% 11.5%

EBITDA 1,870 1,894 -1.3%
EBITDA margins (%) 16.3% 17.5%

Depreciation 202 217 -6.9%
EBIT 1,668 1,677 -0.5%
EBIT margins (%) 14.5% 15.5%

Interest 2 13 -84.3%
Other Income 566 411 37.5%
PBT 2232 2075 7.5%
Tax 288 265 8.8%
PAT 1,944 1,810 7.4%
PAT Margin (%) 16.9% 16.7%

EPS, (Rs) 7.0 6.5 7.4%

Source: Company, PhillipCapital India Research Estimates
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Financials
Income Statement Cash Flow
Y/E Mar, Rs mn FY15 FYl6e FY17e FY18e FY15 FY16e FY17e FY18e
Net sales 43,211 48,074 56,014 66,682 Pre-tax profit 9,148 9,469 11,377 13,790
Growth, % 11 11 17 19 Depreciation 797 834 936 1,018
Total income 44,058 49,133 57,126 67,849 Chg in working capital 279 -1,170 -2,208 -2,707
Raw material expenses -28,557 -31,740 -36,218 -42,677 Total tax paid -1,124 -1,637 -2,275 -3,448
Employee expenses -3,936 -4,296 -4,721  -5,329 Cash flow from operating activities 9,101 7,495 7,830 8,654
Other Operating expenses -4,215  -4913 -6,112 -7,328 Capital expenditure -4,824 -3,000 -2,000 -2,000
EBITDA (Core) 7,351 8,184 10,074 12,516 Chg in investments 303 200 -207 -100
Growth, % 5.5 11.3 23.1 24.2 Cash flow from investing activities -4,521 -2,800 -2,207 -2,100
Margin, % 17.0 17.0 18.0 18.8 Free cash flow 4,579 4,695 5,623 6,554
Depreciation -797 -834 -936 -1,018 Equity raised/(repaid) 0 0 0 0
EBIT 6,553 7,350 9,138 11,498 Debt raised/(repaid) 0 0 0 0
Growth, % 1.8 12.2 24.3 25.8 Dividend (incl. tax) -4,517 -4,805 -5,584 -6,345
Margin, % 15.2 15.3 16.3 17.2 Other financing activities -127 0 0 0
Interest paid -45 -21 -21 -21 Cash flow from financing activities -4,645 -4,805 -5,584 -6,345
Other Non-Operating Income 1,735 2,299 2,260 2,313 Net chg in cash -66  -110 39 209
Pre-tax profit 9,148 9,469 11,377 13,790
Tax provided -1,289  -1,637 -2,275 -3,448
Net Profit 7,859 7,832 9,102 10,343 Valuation Ratios
Growth, % 20.7 14.9 13.9 13.6 FY15 FY16e FY17e FY18e
Net Profit (adjusted) 6,954 7,992 9,102 10,343
Per Share data
Wtd avg shares (m) 277 277 277 277 EPS (INR) 5.1 78.8 328 373
Growth, % 20.7 14.9 13.9 13.6
Book NAV/share (INR) 104.1 115.1 127.7 142.2
Balance Sheet FDEPS (INR) 25.1 28.8 3238 37.3
Y/E Mar, Rs mn FY15 FY16e FY17e FY18e CEPS (INR) 24.7 32.4 36.2 41.0
Cash & bank 799 689 728 936 CFPS (INR) 26.6 18.7 20.1 22.9
Debtors 9,355 10,433 12,130 14,407 DPS (INR) 14.0 14.9 17.3 19.7
Inventory 6,823 7,508 8,628 10,185 Return ratios
Loans & advances 7,471 7,589 7,940 8,445 Return on assets (%) 19.5 17.4 18.5 19.1
Other current assets 73 81 95 112 Return on equity (%) 24.1 25.1 25.7 26.2
Total current assets 24,521 26,301 29,521 34,086 Return on capital employed (%) 24.1 21.6 22.7 23.2
Investments 4,650 4,450 4,657 4,757 Turnover ratios
Gross fixed assets 18,830 21,830 23,830 25,830 Asset turnover (x) 1.6 15 1.6 1.7
Less: Depreciation -6,491 -7,324 -8,260 -9,278 Sales/Total assets (x) 11 1.1 1.1 1.2
Add: Capital WIP 1,706 1,706 1,706 1,706 Sales/Net FA (x) 3.6 3.2 3.3 3.8
Net fixed assets 14,046 16,212 17,276 18,258 Working capital/Sales (x) 0.4 0.3 0.4 0.3
Total assets 43,217 46,963 51,454 57,102 Working capital days 128.4 126.8 128.0 126.7
Liquidity ratios
Current liabilities 8,520 8,909 9,146 9,997 Current ratio (x) 2.9 3.0 3.2 3.4
Provisions 5,202 5,532 6,268 7,067 Quick ratio (x) 2.1 2.1 2.3 2.4
Total current liabilities 13,721 14,441 15,414 17,064 Interest cover (x) 145.0 350.0 435.2 547.5
Non-current liabilities 631 631 631 631 Dividend cover (x) 1.8 1.9 1.9 1.9
Total liabilities 14,352 15,071 16,044 17,694 Total debt/Equity (%) - - - -
Paid-up capital 554 554 554 554 Net debt/Equity (%) (2.8) (2.2) (2.1) (2.4)
Reserves & surplus 28,311 31,338 34,856 38,853 Valuation
Shareholders’ equity 28,865 31,892 35,410 39,407 PER (x) 35.8 31.1 27.3 24.0
Total equity & liabilities 43,217 46,963 51,454 57,102 Price/Book (x) 8.6 78 7.0 6.3
Yield (%) 1.6 1.7 1.9 2.2
Source: Company, PhillipCapital India Research Estimates EV/Net sales (x) 5.7 5.2 4.4 3.7
EV/EBITDA (x) 33.7 30.3 24.6 19.8
EV/EBIT (x) 37.8 33.7 27.1 21.5
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(VW LI'RRI»] QUARTERLY UPDATE
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Rating Methodology

J-15 F-15

A-15M-15 J-15 A-15 S-15 N-15 D-15

We rate stock on absolute return basis. Our target price for the stocks has an investment horizon of one

year.

Rating Criteria Definition

BUY >=+15% Target price is equal to or more than 15% of current market price
NEUTRAL -15% > to < +15% Target price is less than +15% but more than -15%

SELL <=-15% Target price is less than or equal to -15%.
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Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives, and Private Client Group.
This report has been prepared by Institutional Equities Group. The views and opinions expressed in this document may, may not match, or may be contrary at
times with the views, estimates, rating, and target price of the other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd., which is regulated by the SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd.
References to "PCIPL" in this report shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL for
information purposes only, and neither the information contained herein, nor any opinion expressed should be construed or deemed to be construed as
solicitation or as offering advice for the purposes of the purchase or sale of any security, investment, or derivatives. The information and opinions contained in
the report were considered by PCIPL to be valid when published. The report also contains information provided to PCIPL by third parties. The source of such
information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this information is correct, PCIPL does not offer
any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or
her own risk and PCIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements
and past performance is not necessarily an indication of future performance.

This report does not regard the specific investment objectives, financial situation, and the particular needs of any specific person who may receive this report.
Investors must undertake independent analysis with their own legal, tax, and financial advisors and reach their own conclusions regarding the appropriateness
of investing in any securities or investment strategies discussed or recommended in this report and should understand that statements regarding future
prospects may not be realised. Under no circumstances can it be used or considered as an offer to sell or as a solicitation of any offer to buy or sell the
securities mentioned within it. The information contained in the research reports may have been taken from trade and statistical services and other sources,
which PCIL believe is reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that such information is accurate
or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice.

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research
report is subject to all aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is
available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the
research analyst’s personal views about all of the subject issuers and/or securities, that the analyst(s) have no known conflict of interest and no part of the
research analyst’s compensation was, is, or will be, directly or indirectly, related to the specific views or recommendations contained in this research report.

Additional Disclosures of Interest:

Unless specifically mentioned in Point No. 9 below:

1. The Research Analyst(s), PCIL, or its associates or relatives of the Research Analyst does not have any financial interest in the company(ies) covered in
this report.

2.  The Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively do not hold more than 1% of the securities of the
company (ies)covered in this report as of the end of the month immediately preceding the distribution of the research report.

3. The Research Analyst, his/her associate, his/her relative, and PCIL, do not have any other material conflict of interest at the time of publication of this
research report.

4.  The Research Analyst, PCIL, and its associates have not received compensation for investment banking or merchant banking or brokerage services or for
any other products or services from the company(ies) covered in this report, in the past twelve months.

5.  The Research Analyst, PCIL or its associates have not managed or co-managed in the previous twelve months, a private or public offering of securities for
the company (ies) covered in this report.

6.  PCIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party, in
connection with the research report.

7.  The Research Analyst has not served as an Officer, Director, or employee of the company (ies) covered in the Research report.

8.  The Research Analyst and PCIL has not been engaged in market making activity for the company(ies) covered in the Research report.
9.  Details of PCIL, Research Analyst and its associates pertaining to the companies covered in the Research report:
Sr.no. | Particulars Yes/No
1 Whether compensation has been received from the company(ies) covered in the Research report in the past 12 months for No
investment banking transaction by PCIL
2 Whether Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively hold more than 1% of the No
company(ies) covered in the Research report
3 Whether compensation has been received by PCIL or its associates from the company(ies) covered in the Research report No
4 PCIL or its affiliates have managed or co-managed in the previous twelve months a private or public offering of securities for the No
company(ies) covered in the Research report
5 Research Analyst, his associate, PCIL or its associates have received compensation for investment banking or merchant banking or No
brokerage services or for any other products or services from the company(ies) covered in the Research report, in the last twelve
months

Independence: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment
banking services from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek
compensation for investment banking services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the
securities mentioned in this research report, although it, or its affiliates/employees, may have positions in, purchase or sell, or be materially interested in any
of the securities covered in the report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or
particular requirements of any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors.
Each investor must make its own determination as to the appropriateness of any securities referred to in this research report based upon the legal, tax and
accounting considerations applicable to such investor and its own investment objectives or strategy, its financial situation and its investing experience. The
value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, economic, or
political factors. Past performance is not necessarily indicative of future performance or results.
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Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be
reliable, but neither PCIPL nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not
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