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Cummins India Ltd. - Visit Note

We attended the analyst meet of Cummins India Ltd (CIL), following are the key
takeaways.

In the above 125Kv engines category, CIL continues to maintain its leadership
position. The management plans to increase its share in the below 125Kv  engines
category, where the domestic manufacturers are dominant. The demand from
Telecom sector (major demand driver for low Kv engines segment) is expected
to slow down, as the sector is trying to cut down on the costs.

CIL has started manufacturing gas based engines, as the availability of cheaper
natural gas is expected to increase the market for gas based engines in the
next 3 to 5 years time.

On the domestic front the company has witnessed recovery in demand since
Feb 2010 as the orders which were held back during the recession are now
coming through. In the back drop of scaled down operations in the industry, the
increased demand may lead to supply constraints. On the other hand the
continuation of the demand at the same rate is suspected. On a three year
cycle management expects the domestic business to grow at 18-19%. However,
with the global economy still reeling, we expect the exports to be a drag on the
overall growth of the company.

CIL had increased the product prices before the commodity prices corrected,
thus was able to attain PAT margins of 16% in FY10. Given that the commodity
prices have again moved up, it seems unlikely that these margins will be
sustained. Going forward we expect the PAT margins to be at around 13-14%,
which will result in muted earnings growth.

Valuations:
At Rs579, it is discounting FY11E and FY12E EPS by 24.3x and 20.5x, and we
believe it fully discounts the growth expected from the domestic sales. Given
the fact that earnings growth will be subdued, we recommend sell.
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Share holding (%)

Market Cap Rs. 116.4 BN / $ 2.5 BN
EV /  Sales 3.8                                
EV / EBIDTA 16.8                              
Volume 175,000.0                     
No.of Shares o/s (mn.) 198.0                            
Book Value 76.7                              
BSE / NSE 500480 / CUMMINSIND
Bloomberg Code KKC IN Equity

Y ear N et Sales % growth EBIDT A OPM % PAT % growth EPS P E(x)
F Y08 23,308        26.6            4,296          18.4            2,807          16.0            14.2            40.8            
F Y09 33,043        41.8            6,472          19.6            4,337          54.5            21.9            26.4            
F Y10 28,449        (13.9)           6,490          22.8            4,439          2.4              22.4            25.8            
F Y11E 33,707        18.5            6,236          18.5            4,719          6.3              23.8            24.3            
F Y12E 39,972        18.6            7,395          18.5            5,596          18.6            28.3            20.5            
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Cummins India Sensex

P e r iod M a r ch' 1 0 D e c'0 9
P ro m o t e rs 5 1 .0 5 1 .0
M F / Ba nk s/ Fi s 2 2 .3 2 2 .6
F I Is 1 1 .1 1 0 .7
P ubl ic & Ot he r s 1 5 .6 1 5 .7
T o ta l 1 0 0 .0 1 0 0 .0

C ur re nt  Pr ic e Rs  5 7 9
T a r g e t P ric e Rs  5 0 8
%  up s ide -1 2 %
5 2  W e e k  R an ge R s .6 0 0 /  R s .2 3 5
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 Quaterly Results (including CSS numbers):
Q u ar t er ly  P & L S ta n d a lo n e  (in c  C S S ) S t an d a lo n e  ( in c C S S )
P a r tic u la r s  (R s.  M n ) Q 4 F Y 1 0 Q 4 F Y 0 9 Y o Y % F Y 1 0 F Y 0 9 Y o Y %

N e t S a le s 7 ,7 2 4   1 0 ,3 78 - 25 . 6% 2 8 ,4 4 9  3 3 , 0 43 -1 3 .9 %
O th e r O pe ra t in g  In c o m e 1 5 9      4 37      - 63 . 6% 5 4 2       7 74      -3 0 .0 %
T o ta l  In c o m e 7 ,8 8 3   1 0 ,8 15 -2 7. 1 % 2 8 ,9 9 0  3 3 , 8 17 - 14 .3 %

D e c re as e/  I nc .)  in  S to c k  in  T ra d e (2 9 )      (2 85 )     - 90 . 0% (1 9 7 )      1 00      - 29 7 .2 %
C o ns u m pt io n  o f  R a w  M a te r ia ls (4 ,6 9 9 ) ( 6 ,7 07 )  - 29 . 9% (1 7, 3 2 1 ) # # ## # -2 0 .2 %
T ra de d  G o o d s  P u rc h a s e d (3 0 6 )    ( 43 )       6 17 . 8% ( 1 ,0 3 3 )   (7 49 )     3 8 .0 %
S ta f f  C os t (5 0 9 )    (8 16 )     - 37 . 5% ( 1 ,9 5 3 )   ( 2 , 1 30 )  -8 .3 %
O th e r E xp e n d i tu re (7 3 1 )    ( 1 ,1 44 )  - 36 . 1% ( 2 ,6 7 0 )   ( 3 , 7 94 )  -2 9 .6 %

T o ta l  E xp e n d it u r e (6 ,2 7 4 ) ( 8 ,9 94 )  -3 0 . 2 % (2 3, 1 7 4 ) # # ## # - 18 .0 %

P B ID T 1 ,6 0 9   1 ,8 21   -1 1 . 6 % 5 ,8 1 6    5 , 5 47   4 .9 %
D e pr ec i a t i on (9 8 )      (1 47 )     - 33 . 7% (3 6 1 )      (4 56 )     -2 0 .8 %
P B IT 1 ,5 1 2   1 ,6 74   - 9 . 7 % 5 ,4 5 6    5 , 0 91   7 .2 %
O th e r I nc om e 1 3 8      8          1 6 87 . 0% 6 7 4       7 33      -8 .1 %
In te re s t ( 3 )        ( 19 )       - 82 . 0% (2 1 )        ( 26 )       -2 1 .5 %
P B T  b e fo r e  E x c e p tio n a l  I te m s 1 ,6 4 6   1 ,6 63   - 1 . 0 % 6 ,1 0 9    5 , 7 98   5 .4 %
E x c e p t io na l I t em s -      -       - -        1 92      -
P B T 1 ,6 4 6   1 ,6 63   - 1 . 0 % 6 ,1 0 9    5 , 9 90   2 .0 %
T ax (4 6 3 )    4 81      - 1 96 . 2% ( 1 ,6 7 0 )   ( 1 , 6 54 )  1 .0 %
P r o f i t A ft e r T ax 1 ,1 8 3   2 ,1 43   -4 4 . 8 % 4 ,4 3 9    4 , 3 36   2 .4 %
M in or it y  I n te re s t -      -       - -        -       -
P r o f i t A ft e r T ax 1 ,1 8 3   1 ,8 71   -3 6 . 8 % 4 ,4 3 9    4 , 3 36   2 .4 %

E q u it y  3 96 .0 39 6 .0 0 . 0% 39 6 .0 39 6 .0 0 .0 %
F ac e  V a lu e 2 .0 2 .0 0 . 0% 2 .0 2 .0 0 .0 %
E a r n in g  P e r  S h ar e 6 .0 9 .4 -3 6. 8 % 2 2 .4 2 1 .9 2 .4 %

O P M 2 0 .4% 1 6.8 % 2 0 .1 % 1 6 .4 %
P B IT 1 9 .2% 1 5.5 % 1 8 .8 % 1 5 .1 %
N P M 1 5 .0% 1 7.3 % 1 5 .3 % 1 2 .8 %
P B T 2 0 .9% 1 5.4 % 2 1 .1 % 1 7 .7 %
T ax  R a te -2 8 .1% 2 8.9 % -2 7 .3 % -2 8 .5 %

S e g m e n t a l  R e s u l ts
P a r tic u la r s  (R s.  In   M n ) Q 4 F Y 1 0 Q 4 F Y 0 9 Y - o -Y  % F Y 1 0 F Y 0 9 Y -o -Y  %
S e g m e n t  R ev e n u e
E n g in e  B u s in es s 7 ,0 2 1   8 ,8 63   - 20 . 8% 2 5 ,9 1 4  3 1 , 1 68 -1 6 .9 %
O th e rs 7 0 3      1 ,5 15   - 53 . 6% 2 ,5 3 5    1 , 8 74   3 5 .2 %
T o ta l 7 ,7 2 4   1 0 ,3 78 -2 5. 6 % 2 8 ,4 4 9  3 3 , 0 43 - 13 .9 %
Le s s :  I n t e r S e gm e nt  s a le s
T o ta l  S ale s 7 ,7 2 4   1 0 ,3 78 -2 5. 6 % 2 8 ,4 4 9  3 3 , 0 43 - 13 .9 %

S e g m e n t  R es u l t s
E n g in e  B u s in es s 1 ,2 3 4   1 ,2 03   2 . 6% 4 ,5 2 3    4 , 5 76   -1 .2 %
O th e rs 2 7 8      4 71      - 41 . 0% 9 3 3       5 16      8 1 .0 %
T o ta l  1 ,5 1 2   1 ,6 74   - 9 . 7 % 5 ,4 5 6    5 , 0 91   7 .2 %
Le s s :  I n t e re s t  E xp e n s e ( N e t) ( 3 )        ( 19 )       - 82 . 0% (2 1 )        ( 26 )       -2 1 .5 %
Le s s :  U n a llo c a b l e  In c o m e /  ( E xp . ) 1 3 8      8          1 6 87 . 0% 6 7 4       9 25      -2 7 .2 %
P B T 1 ,6 4 6   1 ,6 63   - 1 . 0 % 6 ,1 0 9    5 , 9 90   2 .0 %

P B IT  M a r g in
E n g in e  B u s in es s 1 7 .6 % 13 .6% 17 .5 % 14 .7%
O th e rs 3 9 .6 % 31 .1% 36 .8 % 27 .5%
T o ta l 1 9 .6% 1 6.1 % 1 9 .2 % 1 5 .4 %


