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KPIT Cummins
Topline strong; bad debt, depreciation drag PAT

Results: KPIT Cummins’ Q4FY08 revenue grew by 9.0% QoQ to Rs1,648m,
while PAT declined 26.4% QoQ to Rs104m. Operating margin declined
140bps largely due to performance incentive paid to employees, while
PAT margin declined by 300bps on the back of higher depreciation &
amortisation (Rs85m v/s Rs59m) and bad debts (Rs14m v/s nil).

Amortisation & bad debts hamper bottomline: In Q4FY08, the company
amortised Rs23.0m out of the total amount of US$5m paid to Cummins
for the acquisition of Cummins Business Services. Also it wrote-off
Rs13.8m as an exceptional item towards the impairment of the value of
stocks which it received as partial payment from one of its customers.

Others: The Company added 329 employees during the quarter, taking
the total number to 4,481. Employee utilisation witnessed marked
improvement, whereby onsite utilisation increased by 230bps and
offshore by 290bps. Debtor days came down to 77 from 85 in the
previous quarter. The company has given revenue guidance of Rs7,400-
7,600m and net profit guidance of Rs650-670m for FY09, which translates
into revenue growth of 23-26% and net profit growth of 27-31%.

Valuation: We expect KPIT Cummins to report revenue growth of 24.2%
and 24.5% in FY09 and FY10 to Rs7,460m and Rs9,291m respectively. Also
we expect it to report earnings growth of 24.5% and 32.8% in FY09 and
FY10 respectively. At the CMP of Rs67, it quotes at 6.2x FY10E earnings.
We downgrade our rating to Market Performer with a target price of Rs86
(8x FY10E earnings).

Rating Market Performer
Price Rs67
Target Price Rs86
Implied Upside 28.8%
Sensex 15,250
(Prices as on June 12, 2008)

Trading Data

Market Cap. (Rs bn) 5.2
Shares o/s (m) 78.8
Free Float 75.4%
Avg. Daily Vol (“000) 556.6
Avg. Daily Value (Rs m) 48.0
Major Shareholders

Promoters 24.6%
Foreign 8.3%
Domestic Inst. 18.0%
Public & Others 49.1%
Stock Performance

(%) M 6M 12M
Absolute 17.7) (51.2) (55.0)
Relative (5.8) (24.1) (60.1)

Price Performance (RIC: KPIT.BO, BB: KPIT IN)

(Rs)

150
140
130
120
110

Jun-07
Aug-07 ~
Oct-07 +

Source: Bloomberg

Dec-07 -

Feb-08
Apr-08 -
Jun-08 -

Key financials (Y/e March) FYO7 FYo8 FYO9E FY10E
Revenue (Rs m) 4,637 6,005 7,460 9,291
Growth (%) 45.7 29.5 24.2 24.5
EBITDA (Rs m) 715 923 1,153 1,453
PAT (Rs m) 505 511 636 844
EPS (Rs) 6.8 6.5 8.1 10.7
Growth (%) 50.3 (4.0) 24.5 32.8
Net DPS (Rs) 0.7 1.0 1.3 1.6
Source: Company Data; PL Research
Profitability & valuation FYO7 FY08 FYO9E FY10E
EBITDA margin (%) 15.4 15.4 15.5 15.6
ROE (%) 29.6 22.9 21.6 22.3
RoCE (%) 19.3 17.1 17.9 19.3
EV / sales (x) 1.3 0.9 0.7 0.5
EV / EBITDA (x) 8.1 6.0 4.7 3.5
PE (x) 10.4 10.3 8.2 6.2
P/ BV (x) 2.6 2.0 1.6 1.2
Net dividend yield (%) 1.1 1.5 1.9 2.4

Source: Company Data; PL Research
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KPIT Cummins

Highlights

Revenue grew 9.0% QoQ...
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But operating margin declined (140bps decline QoQ)...
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While PAT was down 26.4% QoQ due to amortisation of Rs23.0m (payment made
to Cummins) and bad debts of Rs14.0m
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On the positive side

USA witnessed good sequential growth of 10.6%...
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Also, the sequential growth in manufacturing vertical bounced back...
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Utilisation levels improved remarkably, onsite improving by 230bps ...
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And offshore improving by 290bps ...

KPIT Cummins
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However, offshore revenue contribution came down to 53.3% after a couple of
quarters of marked improvement
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KPIT Cummins

Q4FYO08 result update (Rs m)
Y/e March Q4FY08 Q3FY08 QoQ gr. Q4FYO07 FYo7 FY08 YoY gr.
(%) (%)
Net sales 1,648 1,512 9.0 1,303 4,637 6,005 29.5
Total expenses 1,413 1,274 10.9 1,098 3,922 5,083 29.6
Software development 1,026 923 11.2 794 2,884 3,730 29.4
Selling & marketing 144 156 (7.4) 153 512 577 12.7
Others 242 196 23.9 150 526 775 47.3
Operating profits / EBITDA 236 238 (1.0) 206 715 923 29.0
Depreciation 85 59 44.9 35 121 255 110.1
EBIT 150 179 (16.0) 170 594 668 12.5
Interest 17 20 (14.0) 17 45 75
EBT before other income 133 159 (16.3) 153 549 593 7.9
Other income 4 4 (2.2) 4 6 9
PBT 137 163 (15.9) 157 555 602 8.4
Tax 20 22 (9.4) 17 52 76 47.0
Tax rate (%) 14.7 13.7 10.5 9 13
PAT before extraordinaries 117 141 (17.0) 141 503 526 4.5
Extraordinaries 14 - 0) 2 15
PAT after extraordinaries 103 141 (26.7) 141 505 511 1.2
Key ratios
GPM (%) 37.7 39.0 (1.2) 39.1 37.8 37.9 0.1
OPM (%) 14.3 15.7 (1.4) 15.8 15.4 15.4 (0.1)
NPM (%) 6.3 9.3 (3.1) 10.8 10.9 8.5 (2.4)
Adjusted EPS (Rs.) 1.3 1.8 (26.7) 1.9 6.8 6.5 (4.0)
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POWERING YOUR FINANCIAL GROWTH

Prabhudas Lilladher Pvt. Ltd.
3rd Floor, Sadhana House, 570, P. B. Marg, Worli, Mumbai-400 018, India.
Tel: (91 22) 6632 2222 Fax: (91 22) 6632 2209

PL’s Recommendation Nomenclature

BUY ;> 15% Outperformance to BSE Sensex Outperformer (OP) ;5 to 15% Outperformance to Sensex
Market Performer (MP) : -5 to 5% of Sensex Movement Underperformer (UP) : -5 to -15% of Underperformace to Sensex
Sell 1 <-15% Relative to Sensex

Not Rated (NR) :  No specific call on the stock Under Review (UR) : Rating likely to change shortly

This document has been prepared by the Research Division of Prabhudas Lilladher Pvt. Ltd. Mumbai, India (PL) and is meant for use by the recipient only as information
and is not for circulation. This document is not to be reported or copied or made available to others without prior permission of PL. It should not be considered or taken
as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or
completeness of the same. Neither PL nor any of its affiliates, its directors or its employees accept any responsibility of whatsoever nature for the information,
statements and opinion given, made available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The
suitability or otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent
expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or
engage in transactions of securities of companies referred to in this report and they may have used the research material prior to publication.

We may from time to time solicit or perform investment banking or other services for any company mentioned in this document.




