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   RESULTS FIRST LOOK 
 

   

Cummins (KKC) 2QFY12 results were sharply below our and consensus estimates largely due to margin pressure, 
although sales were also weak. We had highlighted our cautious view on slowdown and margin concerns in our 12 
October Anchor report 'Assessing earnings risk'. KKC has now disappointed in earnings trend for over five quarters 
in a row and the latest disappointment follows on the back of a downward revision in guidance by the company last 
quarter. We look forward to management commentary on the outlook and further revision of guidance if any. We 
maintain our near-term caution on the stock. 

  
  

   

Price target: 430.0 INR Price (09 Nov 2011): 368.35 INR 
Research analyst: Amar Kedia +91 22 4037 4182 amar.kedia@nomura.com 
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Erratum: Cummins India 2QFY12 sharply below estimates yet again 
•    Earnings vs. our Forecast: BELOW 

Likely Impact: 

•    Earnings Estimates: DOWN 

•    Dividend Estimates: NO CHANGE 

•    Price Target: DOWN 

•    Long-term View: CONFIRMED 
 

Erratum: The text at the bottom of the first paragraph should read 'negative' reaction not 'positive' as earlier published. We 
apologize for any inconvenience caused. 
  
Cummins India (KKC IN, NEUTRAL) 2QFY12 results are sharply below our and consensus estimates led by lower sales 
growth as well as margins. Sales are 5% below Nomura and 7% below consensus estimates, while EBITDA is ~25% below 
estimates. Sales are flat y-y against our estimate of 5% growth. A main disappointment is on margins, which we earlier 
highlighted as a key risk for Cummins in our 12 October Anchor report (Assessing earnings risk). We await data on domestic 
and export sales break-up – the conference call is scheduled for tomorrow. Management commentary on the outlook and 
revision in guidance, if any, will be the key watchables. We expect a negative reaction for the stock tomorrow on the back of 
the results disappointment. 
  
KKC: Actual 2QFY12 Vs Estimates 

INR Mn Sep-11 Nomura 
Est 

Consensus 
Est Sep-10 Jun-11 

Net Sales 10,698 11,209 11,492 10,675 10,219 
Operating EBITDA 1,554 2,014 2,077 1,933 1,623 
EBITDA Margin 14.5% 18.0% 18.1% 18.1% 15.9% 
Reported PAT 1,286 1,738 1,600 1,679 1,360 
Recurring EPS 4.64 6.27 6.41 5.82 4.9 

Source: Company, Bloomberg, Nomura Estimates 
  
Detailed Result: 

INR mn Sep-10 Jun-11 Sep-11 
Net Sales 10,675.2 10,219 10,698 
Total Expenditure 8,742 8,597 9,144 
EBITDA 1,933 1,623 1,554 
EBITDA Margin % 18.1% 15.9% 14.5% 
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Other Income 444.2 392 369 
Depreciation 93 93.5 98.4 
EBIT 2,285 1,921 1,824 
EBIT Margin % 21.4% 18.8% 17.1% 
Interest 4 4 5 
PBT 2,281 1,918 1,819 
Tax 602 558 534 
Reported PAT 1,679 1,772 1,286 
XO Items 65 (412) 

 Adj. PAT 1,614 1,360 1,286 
Recurring EPS 5.82 4.91 4.64 

    Raw Material Consumed 6,224 6,241 6,631 
Stock Adjustment 365 (180) (299) 
Purchase of Finished Goods 340 652 826 
Raw Material 6,928 6,713 7,158 
Employee Expenses 672 698 750 
Other Expenses 1,141 1,186 1,236 
TOTAL EXPENDITURE 8,742 8,596.7 9,144.1 

    Effective tax rate 26.4% 29.1% 26.5% 

    Cost as % of sales 
   Raw Material 64.9% 65.7% 65.0% 

Employee Expenses 6.3% 6.8% 7.0% 
Other Expenses 10.7% 11.6% 11.5% 
TOTAL EXPENDITURE 81.9% 84.1% 83.6% 

 
    

 YoY Growth % 
   Sales 75.7% 12.3% 0.2% 

EBITDA 89.4% -9.6% -19.6% 
PBT 91.2% -2.8% -20.2% 
Adj. PAT 83.9% -3.0% -20.3% 

    QoQ Growth % 
   Sales 17.3% 1.2% 4.7% 

EBITDA 7.7% 11.8% -4.2% 
PBT 15.5% -2.4% -5.1% 
Adj. PAT 15.1% -5.5% -5.5% 

Source: Company 
  
  

Valuation Methodology and Investment Risks: We value the stock at 15x Sep 13F EPS of INR28.6 to arrive at our target price of INR430, 
which is in line with the stock’s mid-cycle trading range.Risks that may impede the achievement of the target price Downside risk include 
appreciation of the rupee; diesel prices pose a risk to demand for back-up power; competition from Chinese players; Upside risks include 
raw material costs could pose negative or positive upside depending on commodity price movements; export recovery could continue to 
surprise in the near term.  

Note: Ratings and Price Targets are as of the date of the most recently published report 
(http://go.nomuranow.com/research/globalresearchportal) rather than the date of this email. 
  
Results First Look is the analyst's preliminary interpretation of the results announcement. Our recommendation and earnings estimates are 
not beingchanged in this report. Any formal changes to our recommendation or earnings estimates will be made in a subsequent report, 
which may differ from the preliminary views expressed in this report. 
  
New force in Research: Global from east to west 
   
Nomura Equity Research website:  http://go.nomuranow.com/research/globalresearchportal  
Nomura Strategy website:  https://apps.nomuranow.com/EQS  
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Analyst Certification 
We, Amar Kedia and Indrajit Yadav, hereby certify (1) that the views expressed in this Research report accurately reflect our personal views about any or all 
of the subject securities or issuers referred to in this Research report, (2) no part of our compensation was, is or will be directly or indirectly related to the 
specific recommendations or views expressed in this Research report and (3) no part of our compensation is tied to any specific investment banking 
transactions performed by Nomura Securities International, Inc., Nomura International plc or any other Nomura Group company.  

 
Issuer Specific Regulatory Disclosures 
Mentioned companies 
  
Issuer name Ticker Price Price date Stock rating Disclosures 
Cummins India  KKC IN  368.35 INR  09 Nov 2011  Neutral    
 

 
Previous Rating 
  
Issuer name Previous Rating Date of change 
Cummins India  Buy  12 Aug 2010  
 

 

Cummins India (KKC IN) 368.35 INR (09 Nov 2011)  
Rating and target price chart (three year history) 
 

Neutral 

 

Date Rating Target price Closing price 
20-Sep-2011 

 
430.00 426.25 

08-Aug-2011 
 

428.57 436.86 
04-Feb-2011 

 
478.57 463.43 

22-Nov-2010 
 

585.71 550.14 
12-Aug-2010 

 
446.43 469.93 

12-Aug-2010 Neutral 
 

469.93 
27-Jan-2010 

 
375.00 317.46 

03-Nov-2009 
 

321.43 271.79 
01-Oct-2009 

 
292.86 250.50 

09-Jul-2009 
 

257.14 177.46 
09-Jul-2009 Buy 

 
177.46 

 

For explanation of ratings refer to the stock rating keys located after chart(s) 
 

Valuation Methodology We value the stock at 15x Sep 13F EPS of INR28.6 to arrive at our target price of INR430, which is in line with the stock’s mid-cycle 
trading range. 
Risks that may impede the achievement of the target price Downside risk include appreciation of the rupee; diesel prices pose a risk to demand for back-
up power; competition from Chinese players; Upside risks include raw material costs could pose negative or positive upside depending on commodity price 
movements; export recovery could continue to surprise in the near term. 
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As at 30 September 2011. *The Nomura Group as defined in the Disclaimer section at the end of this report. 
  
Explanation of Nomura's equity research rating system in Europe, Middle East and Africa, US and Latin America 
The rating system is a relative system indicating expected performance against a specific benchmark identified for each individual stock. Analysts may also 
indicate absolute upside to target price defined as (fair value - current price)/current price, subject to limited management discretion. In most cases, the fair 
value will equal the analyst's assessment of the current intrinsic fair value of the stock using an appropriate valuation methodology such as discounted cash 
flow or multiple analysis, etc. 
 
STOCKS 
A rating of 'Buy', indicates that the analyst expects the stock to outperform the Benchmark over the next 12 months. A rating of 'Neutral', indicates that the 
analyst expects the stock to perform in line with the Benchmark over the next 12 months. A rating of 'Reduce', indicates that the analyst expects the stock to 
underperform the Benchmark over the next 12 months. A rating of 'Suspended', indicates that the rating, target price and estimates have been suspended 
temporarily to comply with applicable regulations and/or firm policies in certain circumstances including, but not limited to, when Nomura is acting in an 
advisory capacity in a merger or strategic transaction involving the company. 
Benchmarks are as follows: United States/Europe: Please see valuation methodologies for explanations of relevant benchmarks for stocks (accessible 
through the left hand side of the Nomura Disclosure web page: http://go.nomuranow.com/research/globalresearchportal);Global Emerging Markets (ex-
Asia): MSCI Emerging Markets ex-Asia, unless otherwise stated in the valuation methodology. 
 
SECTORS 
A 'Bullish' stance, indicates that the analyst expects the sector to outperform the Benchmark during the next 12 months. A 'Neutral' stance, indicates that the 
analyst expects the sector to perform in line with the Benchmark during the next 12 months. A 'Bearish' stance, indicates that the analyst expects the sector 
to underperform the Benchmark during the next 12 months. 
Benchmarks are as follows: United States: S&P 500; Europe: Dow Jones STOXX 600; Global Emerging Markets (ex-Asia): MSCI Emerging Markets ex-
Asia. 
 
Explanation of Nomura's equity research rating system for Asian companies under coverage ex Japan published from 30 October 
2008 and in Japan from 6 January 2009 
STOCKS 
Stock recommendations are based on absolute valuation upside (downside), which is defined as (Target Price - Current Price) / Current Price, subject to 
limited management discretion. In most cases, the Target Price will equal the analyst's 12-month intrinsic valuation of the stock, based on an appropriate 
valuation methodology such as discounted cash flow, multiple analysis, etc. 
A 'Buy' recommendation indicates that potential upside is 15% or more. A 'Neutral' recommendation indicates that potential upside is less than 15% or 
downside is less than 5%. A 'Reduce' recommendation indicates that potential downside is 5% or more. A rating of 'Suspended' indicates that the rating and 
target price have been suspended temporarily to comply with applicable regulations and/or firm policies in certain circumstances including when Nomura is 
acting in an advisory capacity in a merger or strategic transaction involving the subject company. 
Securities and/or companies that are labelled as 'Not rated' or shown as 'No rating' are not in regular research coverage of the Nomura entity identified in the 
top banner. Investors should not expect continuing or additional information from Nomura relating to such securities and/or companies. 
 
SECTORS 
A 'Bullish' rating means most stocks in the sector have (or the weighted average recommendation of the stocks under coverage is) a positive absolute 
recommendation. A 'Neutral' rating means most stocks in the sector have (or the weighted average recommendation of the stocks under coverage is) a 
neutral absolute recommendation. A 'Bearish' rating means most stocks in the sector have (or the weighted average recommendation of the stocks under 
coverage is) a negative absolute recommendation. 
  
Explanation of Nomura's equity research rating system in Japan published prior to 6 January 2009 
STOCKS 
A rating of '1' or 'Strong buy', indicates that the analyst expects the stock to outperform the Benchmark by 15% or more over the next six months. A rating of 
'2' or 'Buy', indicates that the analyst expects the stock to outperform the Benchmark by 5% or more but less than 15% over the next six months. A rating of 
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This material is: (i) for your private information, and we are not soliciting any action based upon it; (ii) not to be construed as an offer to sell or a solicitation of 
an offer to buy any security in any jurisdiction where such offer or solicitation would be illegal; and (iii) based upon information from sources that we consider 
reliable, but has not been independently verified by Nomura Group. 
Nomura Group does not warrant or represent that the document is accurate, complete, reliable, fit for any particular purpose or merchantable and does not 
accept liability for any act (or decision not to act) resulting from use of this document and related data. To the maximum extent permissible all warranties and 
other assurances by Nomura group are hereby excluded and Nomura Group shall have no liability for the use, misuse, or distribution of this information. 
Opinions or estimates expressed are current opinions as of the original publication date appearing on this material and the information, including the opinions 
and estimates contained herein, are subject to change without notice. Nomura Group is under no duty to update this document. Any comments or statements 
made herein are those of the author(s) and may differ from views held by other parties within Nomura Group. Clients should consider whether any advice or 
recommendation in this report is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. Nomura Group 
does not provide tax advice.  
Nomura Group, and/or its officers, directors and employees, may, to the extent permitted by applicable law and/or regulation, deal as principal, agent, or 
otherwise, or have long or short positions in, or buy or sell, the securities, commodities or instruments, or options or other derivative instruments based 
thereon, of issuers or securities mentioned herein. Nomura Group companies may also act as market maker or liquidity provider (as defined within Financial 
Services Authority (‘FSA’) rules in the UK) in the financial instruments of the issuer. Where the activity of market maker is carried out in accordance with the 
definition given to it by specific laws and regulations of the US or other jurisdictions, this will be separately disclosed within the specific issuer disclosures.  
This document may contain information obtained from third parties, including ratings from credit ratings agencies such as Standard & Poor’s. Reproduction 
and distribution of third party content in any form is prohibited except with the prior written permission of the related third party. Third party content providers 
do not guarantee the accuracy, completeness, timeliness or availability of any information, including ratings, and are not responsible for any errors or 
omissions (negligent or otherwise), regardless of the cause, or for the results obtained from the use of such content. Third party content providers give no 
express or implied warranties, including, but not limited to, any warranties of merchantability or fitness for a particular purpose or use. Third party content 
providers shall not be liable for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal 
fees, or losses (including lost income or profits and opportunity costs) in connection with any use of their content, including ratings. Credit ratings are 
statements of opinions and are not statements of fact or recommendations to purchase hold or sell securities. They do not address the suitability of securities 
or the suitability of securities for investment purposes, and should not be relied on as investment advice. 
Any MSCI sourced information in this document is the exclusive property of Morgan Stanley Capital International Inc. (‘MSCI’). Without prior written 
permission of MSCI, this information and any other MSCI intellectual property may not be reproduced, re-disseminated or used to create any financial 
products, including any indices. This information is provided on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCI, 
its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of originality, 
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event shall MSCI, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any damages of 
any kind. MSCI, Morgan Stanley Capital International and the MSCI indexes are services marks of MSCI and its affiliates. 
Investors should consider this document as only a single factor in making their investment decision and, as such, the report should not be viewed as 
identifying or suggesting all risks, direct or indirect, that may be associated with any investment decision. Nomura Group produces a number of different types 
of research product including, among others, fundamental analysis, quantitative analysis and short term trading ideas; recommendations contained in one 
type of research product may differ from recommendations contained in other types of research product, whether as a result of differing time horizons, 
methodologies or otherwise. Nomura Group publishes research product in a number of different ways including the posting of product on Nomura Group 
portals and/or distribution directly to clients. Different groups of clients may receive different products and services from the research department depending 
on their individual requirements. 
Figures presented herein may refer to past performance or simulations based on past performance which are not reliable indicators of future performance. 
Where the information contains an indication of future performance, such forecasts may not be a reliable indicator of future performance. Moreover, 
simulations are based on models and simplifying assumptions which may oversimplify and not reflect the future distribution of returns. 
Certain securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of, or income derived from, the 
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This document has not been approved for distribution in the Kingdom of Saudi Arabia (‘Saudi Arabia’) or to clients other than 'professional clients' in the 
United Arab Emirates (‘UAE’) by Nomura Saudi Arabia, NIplc or any other member of Nomura Group, as the case may be. Neither this document nor any 
copy thereof may be taken or transmitted or distributed, directly or indirectly, by any person other than those authorised to do so into Saudi Arabia or in the 
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No part of this material may be (i) copied, photocopied, or duplicated in any form, by any means; or (ii) redistributed without the prior written consent of a 
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Nomura Group manages conflicts with respect to the production of research through its compliance policies and procedures (including, but not limited to, 
Conflicts of Interest, Chinese Wall and Confidentiality policies) as well as through the maintenance of Chinese walls and employee training. 
  
Additional information is available upon request. Disclosure information is available at the Nomura Disclosure web page: 
http://go.nomuranow.com/research/globalresearchportal/pages/disclosures/disclosures.aspx 
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