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Cummins India Ltd.

ADD CMP Rs795

Result Highlights

v Revenue grew by 18% yoy to Rs12.6bn, lower than our estimates of Rs.13.2bn.
The domestic industrial revenue stood at Rs2.7 bn, Powergen at Rs2.6 bn and
Distribution at Rs.3.4 bn. The construction segment under industrials had revenue
of Rs1.5 bn while compressor and rail together formed Rs200 mn of sales. The
Capacity utilization which stood at 70% in Q4 FY21 dropped to 50% in April and
May due to Covid related restrictions. The demand revival is expected as the
COVID impact settles.

v" EBITDA saw a sharp jump of 151% yoy to Rs1.7 bn. EBITDA Margin improved by
714bps yoy to 13.5% while contracted by 343bps qog on account of rising
commodity prices. The company continues to focus on cost management and
expects to pass on the cost to the end customers where commodity linked
contracts are in place. It would also re-negotiate contacts not linked to commodity
prices.

v" Higher tax outgo impacted profitability at net levels (tax credit in Q4 FY20). PAT
remained flattish yoy to Rs1.7bn.

v COVID-19 impacted the export business for Cummins. Expects end market will
recover fully by FY22 with restarting of the economy and vaccination rate picking
up globally. Very gradual recovery of demand is expected in upcoming quarters.

Our view: Cummins India witnessed a healthy demand recovery in industrial and spares
segment during Q4 FY21. However, commodity prices continued to rise which
impacted the margins on quarterly basis. The margins are expected to stabilize going
forward as certain price hikes are implemented. In recent times, there has been steady
improvement in demand from overseas markets and momentum is expected to
continue. The demand for power gen is also expected to revive backed by strong
demand from data centers and telecom. We believe that the positive optimism over
exports and infrastructure related solutions that has picked up well for the company
should aid growth over next couple of years. We largely retain our FY22/FY23
estimates and retain our ADD rating on the stock for target price of Rs898 (28x FY23
EPS).

Exhibit 1: Result table (Cons)

Particulars (Rs mn) Q4 FY21 Q4 FY20 % yoy Q3 FY21 ‘ % qoq
Total sales 12,563 10,625 18.2 14,310 (12.2)
EBITDA 1,694 675 151.1 2,421 (30.0)
EBITDAM (%) 13.5 6.3 714 bps 16.9 (343 bps)
Depreciation 310 313 (0.7) 324 (4.0)
Interest 35 51 (31.9) 48 (28.4)
Other income 585 670 (12.7) 606 (3.3)
PBT 1,934 981 97.1 2,655 (27.1)
Tax 597 (469) NM 694 (14.1)
Adjusted PAT 1,686 1,740 (3.1) 2,403 (29.9)
Exceptional item - 38 NM - NA
Reported PAT 1,686 1,702 (1.0) 2,403 (29.9)
PATM (%) 134 16.4 (296 bps) 16.8 (337 bps)
EPS (Rs) 6.1 6.3 (3.1) 8.7 (29.9)
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CON-CALL HIGHLIGHTS

v

Segmental revenue break-up: (1) Q4 FY21 revenue breakup: Domestic: Industrials - Rs.2.7
bn, Powergen - Rs.3.5 bn, Distribution - Rs.3.4 bn. Exports: HHP - Rs.1.3 bn, LHP - Rs.950
mn. (2) FY21 revenue breakup: Domestic: Industrials - Rs.7.4 bn, Powergen - Rs.11.1 bn,
Distribution - Rs12 bn. Exports: HHP - Rs.6 bn, LHP - Rs.4.5 bn. (3) Q4FY21 Powergen
breakup: HHP - 1.85 bn, MHP - Rs.700 mn, LHP - Rs.880 mn. Q4FY21 Industrial breakup:
Compressor - Rs.400 mn, Construction -Rs.1.45 bn, Rail - Rs.480 mn, Marine & others - Rs.
190 mn and Mining - Rs.160 mn.

Utilisation: The capacity utilisation for the company has dropped to 50% in April and May
2021 due to covid related restriction as compared to utilization of ~70% in Q4 FY21.

Powergen segment: The demand for power gen globally which has been declining for the
last 3-4 years is now bottomed out and is witnessing uptick on the back of rising
opportunities from Data Centres and Telecom. Overall management remains optimistic
about the demand for power gen globally.

Domestic segment: Hospitality, Residential & Commercial Real estate were worst affected
during the last year. Manufacturing & Infra segment recovered during later part of the year.
Data Centres, IT, Pharma, and Hospitals performed the best during the year. Going forward,
management stated barring Hospitality & some part of real estate, all other segment has
started showing recovery.

Exports: (1) Typically Q4 is weaker than Q3 for exports business as global players try to ramp
up their capacities. However, the demand is reviving and expected to do better in coming
years. (2) Asia Pacific had sales of Rs3.3 bn, marginally higher yoy led by China and other
countries that recovered faster. Latin America slowed as it has Covid impact, Middle east
was flat while Africa was very slow. Currently, China is growing strongly while parts of North
America is growing faster than Europe. Latin America, Africa and Middle East are growing at
slow pace. Overall Africa and Latin America are amongst the slow growing nations globally.

Commodity price: The prices of commodity has been on rise which impacted the margins.
The company continues to focus on cost management and plans to pass on the cost to the
end customers where commodity linked base contracts are available and will re-negotiate
where contacts are not linked to commodity prices. The company is targeting to implement
sufficient price hikes to offset the rising cost.

Capex: The company’ major capex will be utilized for product and technology upgradation.
Capex will be lower than the previous years.

Manufacturing Hub: Cummins Inc’s major manufacturing hubs are India, China and North
America. The company believes India as a manufacturing hub is well placed on 3 key
parameters of cost, quality and delivery and would reap the benefits of global demand. The
company has also started to witness the same with improved global orders. The company
was able to supply 50% of the demand in electronics products due to the shortage in chips
and ICs.

CPCB regulation: (1) The company don't expect much change to happen on the timelines
from that mentioned in the draft notification that came in July on emission norms which are
amongst the most stringent globally. (2) Historically whenever there were changes in
emission norm, the company was able to improve its margins. (3) The company is well placed
to benefit from the alternative energy like gas, hydrogen etc as it has strong capabilities in
these segments.

Other Highlights (1) Export incentives: The MEIS had an impact of Rs300-400mn at
bottomline in FY21. The company has not taken any impact of RoODTEP scheme in its Q4
financials. (2) Construction activities have pickup strongly and expects to continue. The
company has market leadership in terms of products and solution in this segment. Rail
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segment has been impacted as they are operating at a very low capacity for more than a year
and expects revival to take some more time. Mining is at near to highs (3) The company is in
the process of continuously launching, innovating, and developing new products for export
markets. Earlier it used to supply one product type for every market globally. In last 2 years
it has created product for each region and for certain market segments. (4) Other income
was higher due to the dividend from JV.
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FINANCIALS

Exhibit 1: Balance sheet (Consolidated)

Y/e 31 Mar (Rs mn) FY20 FY21 FY22E FY23E
Share capital 554 554 554 554
Reserve & Surplus 43,466 45,959 49,468 53,471

Total shareholder's funds 44,020 46,514 50,022 54,025
Minority Interest - - - -
Debt 4,893 202 - -
Deferred tax liabilities/(assets) 2,265 1,962 1,751 1,988

TOTAL 51,178 48,678 51,773 56,013
Net block 22,700 21,886 21,575 21,225
Capital WIP 800 1,275 1,373 1,559
Long term investments 2,560 2,724 2,608 2,963

Other long-term assets 2,077 1,121 1,373 1,559
Inventories 5,772 5,642 5,766 6,549
Debtors 11,458 10,881 11,258 12,786

Cash & cash equivalents 12,460 12,920 14,959 17,480
Loans & advances 4,133 3,113 3,432 3,898

Total current liabilities 10,783 10,885 10,571 12,006
Net current assets 23,040 21,671 24,844 28,707

TOTAL 51,178 48,678 51,773 56,013

Exhibit 2: Income statement (Consolidated)

Y/e 31 Mar (Rs mn) FY20 FY21 FY22E FY23E
Revenue 51,915 43,601 50,111 56,911
Operating profit 5,892 5,821 7,172 8,342
Depreciation & Amortization 1,206 1,272 1,311 1,349
PBIT 4,686 4,549 5,861 6,993
Interest expense 210 168 - -
Other income 2,575 2,738 2,929 3,135
Exceptional items 199 - - -
Profit before tax 7,051 7,119 8,790 10,127
Taxes 1,019 1,900 2,215 2,552
Minorities 1,223 1,131 1,222 1,319
Adj. Net profit ] 7,255 6,350 7,797 8,895
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Exhibit 3: Cash flow statement (Consolidated)

Y/e 31 Mar (Rs mn) FY20 FY21 FY22E FY23E
PBT 8,075 7,119 8,790 10,127
Depreciation 1,206 1,272 1,311 1,349
Others (1,783) 1,131 1,222 1,319
Tax Paid 1,623 1,900 2,215 2,552
Changes in Working Capital 133 1,828 (1,133) (1,342)
Net Cash from Operations 6,007 9,450 7,975 8,903
Capex (2,371) (458) (1,000) (1,000)
Change in Investment (1,263) (638) 18 (540)
Others 1,395 653 (463) 51
Net Cash from Investing (2,139) (443) (1,445) (1,489)
Change in debt 1,767 (4,690) (202) 0
Change in Equity 0 0 0 0
Others (5,890) (4,158) (4,288) (4,892)
Net Cash from Financing (4,123) (8,547) (4,491) (4,892)
Net Change in Cash (255) 459 2,039 2,522

Exhibit 4: Ratio analysis (Consolidated)

Y/e 31 Mar FY20 FY21 FY22E FY23E
PROFITABILITY RATIOS

EBITDA Margin (%) 11.3 13.3 14.3 14.7
Adjusted net margin (%) 13.6 14.6 15.6 15.6
Return on equity (%) 16.7 14.0 16.2 17.1
EFFICIENCY RATIOS

Asset Turnover 2.2 1.9 2.2 2.5
Debt to equity 0.1 0.0 - -
Net debt to equity (0.2) (0.3) (0.3) (0.3)
Debtor days 81 91 82 82
Inventory days 41 47 42 42
Payable days 49 61 50 50
PER SHARE DATA

Diluted EPS (Rs) 26.2 22.9 28.1 32.1
Book value per share (Rs) 158.8 167.8 180.5 194.9
DPS (Rs) 14.0 12.8 13.2 15.0
VALUATION RATIOS

P/E 30.4 34.7 28.3 24.8
P/BV 5.0 4.7 4.4 4.1
EV/EBITDA 36.1 35.7 28.6 24.3
Dividend Yield (%) ] 18 1.6 17 1.9
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Recommendation Tracker
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this report. This report is not directed or intended for distribution to, or
use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which
would subject YSL and associates to any registration or licensing
requirement within such jurisdiction. The securities described herein may or
may not be eligible for sale in all jurisdictions or to certain category of
investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.

DISCLOSURE OF INTEREST

Name of the Research Analyst : Alok Deora, Nishant Shah

The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.
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Sr.
No.
Research Analyst or his/her relative’s or YSL’s financial

interest in the subject company(ies) No

Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more securities of
2 the subject company(ies) at the end of the month No
immediately preceding the date of publication of the
Research Report

Research Analyst or his/her relative or YSL has any other
3 material conflict of interest at the time of publication of No
the Research Report

Research Analyst has served as an officer, director or
employee of the subject company(ies)

YSL has received any compensation from the subject

company in the past twelve months No

YSL has received any compensation for investment
6 banking or merchant banking or brokerage services from No
the subject company in the past twelve months

YSL has received any compensation for products or
services other than investment banking or merchant
banking or brokerage services from the subject company
in the past twelve months

No

YSL has received any compensation or other benefits from
8 the subject company or third party in connection with the No
research report

YSL has managed or co-managed public offering of
9 securities for the subject company in the past twelve No
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Research Analyst or YSL has been engaged in market

iy making activity for the subject company(ies)
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Since YSL and its associates are engaged in various businesses in the financial
services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage
services or for any other product or services of whatsoever nature from the
subject company(ies) in the past twelve months or associates of YSL may have
managed or co-managed public offering of securities in the past twelve
months of the subject company(ies) whose securities are discussed herein.
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other material conflict of interest in the securities discussed herein.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18
months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL") is a wholly owned subsidiary of YES BANK LIMITED. YSL is
a SEBI registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a
SEBI registered Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL
offers, inter alia, trading/investment in equity and other financial products along with various
value added services. We hereby declare that there are no disciplinary actions taken against YSL
by SEBI/Stock Exchanges.
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