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Potential Upside: 16%
Absolute Rating: HOLD

 

Relative to sector: Outperformer 
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Stock data 

No. of shares : 198 mn 
Market cap  : Rs 128.5 bn 
52 week high/low : Rs 810/ Rs 438 
Avg. daily vol. (6mth) : 187,600 shares 
Bloomberg code : KKC IB 
Reuters code : CUMM.BO 
 
Shareholding (%)  Dec-10 QoQ chg 

Promoters : 51.0 0.0  
FIIs : 12.1 0.1  
MFs / UTI : 14.1 (0.1) 
Banks / FIs : 6.4 (0.1) 
Others : 16.3 (0.0) 

 
 

 
Q3 AN ABERRATION; GROWTH & MARGIN RECOVERY FROM Q4 
Cummins India’s (CIL) Q3 result was 18% below our estimates due to 
component shortage which impacted sales by Rs 1.2 bn (~12% of Q3 
sales). However, this was not due to lack of demand & the mgmt believes 
that revenue will revert to normalcy from Q4 onwards. Mgmt expects 
8-10% QoQ sales growth in Q4 & 100 bps margin improvement. For FY12, 
it has guided for ~20% sales growth & flat margins. 

Key Results highlights 
 Sales impacted (~20% growth in Q3 vs 60% in H1) due to: a) Rs 1.2 

bn of lower sales caused by component shortage (esp alternators) 
with channel partners; b) Rs 1 bn additional sales booked in Q3FY10 
on completion of strike at Kothrud factory; & c) some slowdown in 
end-user mkts caused by inflation & higher interest rates. Domestic 
sales were down 12% QoQ and Exports sales were down 4% QoQ. 

 Margins impacted by commodity price increase: Gross margins for Q3 
were affected due to adverse sales mix (lower high-HP sales) & rise in 
prices of key input costs (e.g., pig iron & copper).  To counter the later, 
CIL has indicated to its OEM customers about a 3-5% price hike from 
April’11 onwards. However, if demand growth softens further, price 
hike would be difficult & would impact margins. 

 Significant jump in capex – mgmt expects 20%+ growth over 5 yrs: 
CIL is significantly stepping up capex from ~Rs 1 bn p.a. to ~Rs 4-5 bn 
p.a. over the next 3 years (largely towards the Phaltan mega site). 
With the capex coming on stream, the mgmt expects 20-30% growth 
over the next 5 yrs. In the near term, however, the mgmt highlighted 
that 45k unit engine plant at Phaltan (exports) has been delayed by 
~1 yr & is now expected to come on stream by 2HCY12.  

Outlook and valuations 
To factor in the mgmt guidance & increased capex we have reduced our 
FY11/12 EPS by ~5%. Given 24% EPS CAGR over FY10-13E, 45%+ RoCE 
(despite capex), consistent +ve free cash flows & technology/ cost/ 
market leadership, we believe CIL could trade at a PE of 20x (0.6x FY12 
RoE of 35%). Maintain HOLD with TP of Rs 750. The stock may correct 
further due to muted results & we would look at the correction to Buy.  

Financial Summary 
 
Y/E Mar 

Sales 
(Rs mn) 

Adj. PAT  
(Rs mn) 

Consensus  
EPS* (Rs) 

EPS  
(Rs) 

Change 
YoY (%) 

P/E  
(x)^ 

RoE  
(%) 

RoCE  
(%) 

EV/EBITDA  
(x)^ 

DPS  
(Rs) 

2010 28,449  4,434  - 22.4  6.5  - 30.0  41.0  - 14.0  

2011E 41,006  6,050  32.4  30.6  36.4  20.7  35.0  48.8  15.3  15.2  

2012E 49,689  7,260  41.4  36.7  20.0  17.2  34.4  47.7  12.8  15.2  

2013E 59,627  8,465  48.2  42.8  16.6  14.8  32.6  45.2  11.0  15.2  

Source: *Consensus broker estimates, Company, ENAM estimates, ^ Adjusted for value for JVs (Rs 18/share)  
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Result Update (Standalone) 
 Quarter ended   12 mths ended  

(Rs mn) Dec-10 Dec-09 % Chg Sep-10 % Chg Mar-11E Mar-10 % Chg 

Net Sales 9,925  8,279  19.9  10,914  (9.1) 41,006  28,449  44.1  

EBITDA 1,796  1,898  (5.3) 2,172  (17.3) 8,156  5,802  40.6  

Other income 103  206  (50.1) 205  (50.0) 717  683  4.9  

PBIDT 1,899  2,103  (9.7) 2,378  (20.1) 8,873  6,486  36.8  

Depreciation 91  76  20.2  93  (2.0) 389  361  7.8  

Interest 3  4  -  4  (24.4) 23  21  -  

PBT 1,805  2,024  (10.8) 2,281  (20.9) 8,462  6,104  38.6  

Tax  504  608  (17.1) 602  (16.2) 2,412  1,670  44.4  

Adjusted PAT 1,301  1,416  (8.2) 1,679  (22.5) 6,050  4,434  36.4  

Extra ordinary income/ (exp.) 88  65  -  -  -  351  5  -  

Reported PAT 1,389  1,482  (6.2) 1,679  (17.3) 6,401  4,439  44.2  

No. of shares (mn) 198  198   -  198  - 198  198   -  

EBITDA margin (%) 18.1  22.9  - 19.9  - 19.9  20.4  - 

PBIDT margin (%) 19.1  25.4  - 21.8  - 21.6  22.8  - 

EPS - annualized (Rs.) 26.3  28.6  (8.2) 33.9  (22.5) 30.6  22.4  36.4  

Source: Company, ENAM Research  

 

 

 

 
 
 
This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Nothing in this 
document should be construed as investment or financial advice, and nothing in this document should be construed as an advice to buy or sell or solicitation to 
buy or sell the securities of companies referred to in this document. The intent of this document is not in recommendary nature 

Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities 
of companies referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of 
such an investment. The investment discussed or views expressed may not be suitable for all investors 

Enam Securities Private Limited has not independently verified all the information given in this document. Accordingly, no representation or warranty, express 
or implied, is made as to the accuracy, completeness or fairness of the information and opinions contained in this document 

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of 
the views expressed in the report. This information is subject to change without any prior notice. The Company reserves the right to make modifications and 
alternations to this statement as may be required from time to time without any prior approval 

Enam securities Private Limited, its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in, or 
deal as principal or agent in or for the securities mentioned in this document. They may perform or seek to perform investment banking or other services for, or 
solicit investment banking or other business from, any company referred to in this report. Each of these entities functions as a separate, distinct and independent 
of each other. The recipient should take this into account before interpreting the document 

This report has been prepared on the basis of information, which is already available in publicly accessible media or developed through analysis of ENAM 
Securities Private Limited. The views expressed are those of analyst and the Company may or may not subscribe to all the views expressed therein 

This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other 
person or published, copied, in whole or in part, for any purpose. Neither this document nor any copy of it may be taken or transmitted into the United State (to 
U.S.Persons), Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident 
thereof. The distribution of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform 
themselves about, and observe, any such restrictions 

Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or 
consequential including lost revenue or lost profits that may arise from or in connection with the use of the information. 

Copyright in this document vests exclusively with ENAM Securities Private Limited. 


