Escorts (ESCORT)

CMP: % 1,840 Target: ¥ 2,200 (20%) Target Period: 12 months

February 9, 2022

Tractor growth to likely resume from FY23E...

About the stock: Escorts is India’s fourth largest tractor maker (11.3% FY21 market
share) and also serves the domestic construction equipment, railways space.

o FY21 sales mix — tractors 82%, construction equipment 11%, railways 7%

e Past five year CAGR: 44.9%, 59.8% in EBITDA, PAT; cash positive b/s

Q3FY22 Results: The company posted a stable Q3FY22 performance.
e Total operating income at¥ 1,957.5 crores down 3% YoY
e EBITDA margins for the quarter came in at 13.5%, up 88 bps QoQ

e PAT declined 32.2% YoY to % 194.9 crore (includes loss from associates)

What should investors do? Escorts’ stock price has grown ~35% CAGR over last
five years from ~% 390 in February 2017, vastly outperforming Nifty Auto Index.

e We retain BUY on Escorts amid Kubota joining the company as a co-
promoter, robust capital efficiency and net cash b/s

Target Price and Valuation: We value Escorts at unchanged SOTP-based TP of
% 2,200 (25x P/E on core FY23E-24E average EPS, 10% discount on treasury shares)

Key triggers for future price performance:

e Detailed working on scaling up the company domestically as well as globally
using the technology expertise and distribution reach at Kubota

e Postdipintractor sales volume in FY22E on account of high base, we expect
tractor sales to grow at a CAGR of ~6.5% over FY22E-24E

e Construction equipment (CE), railways (RED) growth to be faster amid
expected pickup in economic activity and positive outlook for mining,
construction, road building and general infra push by government

e Operating leverage gains to expand EBITDA margins to ~13.7% by FY24E

Alternate Stock Idea: Apart from Escorts, in our auto OEM coverage we like M&M.

e Focused on prudent capital allocation, UV differentiation & EV proactiveness

e  BUY with target price of ¥ 1,125

Key Financial Summary
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Particular ¥ crore
Market Capitalization 24,277
Total Debt (FY22E) 0
Cash & Investments (FY22E) 5,102
EV 19,175
52 week H/L (%) 1927 /1100
Equity capital (Zcrore) 131.9
Face value Z10
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Recent event & key risks
L]

Reported stable Q3FY22 results

o Key Risk:

Raghvendra Goyal

(i) Slower than
anticipated sales growth over
FY22-24E (ii) Inability to pass on
commodity cost increase

Research Analyst

Shashank Kanodia, CFA
shashank.kanodia@icicisecurities.com

raghvendra.goyal@icicisecurities.com

. . 5 year CAGR 3 year CAGR
Key Financials FY19 FY20 FY21 (FY16-21) FY22E FY23E FY24E (FY21-24E)
Net Sales 6,196.4 5,761.0 6,929.3 15.6% 7,373.9 8,321.1 9,129.5 9.6%
EBITDA 733.3 675.8 1,129.2 44.9% 978.8 1,094.7 1,252.8 3.5%
EBITDA Margins (%) 11.8 11.7 16.3 13.3 13.2 13.7
Net Profit 484.9 485.6 873.3 59.8% 755.9 940.6 1,093.3 7.8%
EPS (%) 36.8 36.8 66.2 57.3 71.3 82.9
P/E 49.0 48.9 21.2 31.4 25.2 21.7
RoNW (%) 15.6 14.2 16.2 9.5 10.8 11.3
RoCE (%) 19.3 16.2 18.7 10.7 10.8 11.2

Source: Company, ICICI Direct Research
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0 Result Update | Escorts

Key takeaways of recent quarter & conference call highlights

Q3FY22 Results: Better than expected numbers

Among segments, EAM (i.e. tractor) revenues declined 8.9% YoY to ¥ 1,506
crores amid 19.8% volume decline to 25,325 units. Tractor ASPs remained
nearly flat at ¥ 5.95 lakh

CE revenue rose 10.8% QoQ to ¥ 276 crore while RED posted revenue
growth of 2.2% QoQ to X 174 crore. CE volumes jumped 7% QoQ to 1,151
units. Present Railway order book is at >% 400 crore

Gross margins contracted 370 bps but savings were realised in employee
costs (down 160 bps QoQ) as well as other expenses (down 290 bps QoQ)
there resulting in ~90 bps QoQ expansion in EBITDA margins

Consequent PAT was down 32.2% YoY and up 12.8% QoQ at ¥ 195 crore.
PAT decline was tracking loss from associates at ~3 6.7 crore in Q3FY22

Q3FY22 Earnings Conference Call highlights

For Q3FY22, total domestic tractor industry declined 13.5% YoY to ~2.24
lakhs units, whereas decline for Escorts was at ~22.4% at 23,321 units.
While increase in exports was up 34.5% YoY at 2,004 units, industry exports
grew ~29.3% YoY. Exports from Kubota chain remained at <10% of total
exports (but increasing) in three markets as it is in test phase

In Q4FY22 the company expects tractor volumes to de-grow YoY tracking
high base. For full year basis, it expects domestic tractor industry to decline
in the range of ~4-6%

Lag effect in raw material prices to continue from last quarter (~2-3% under-
recovery). In the tractor segment, Escorts does not intend to hike price in
Q4FY22 while aims to do same in Q1FY23E in the range of 2-3%

The management commentary suggests price hike, which earlier used to be
~2-3% for the whole year has been shifted to 1-2% increase in every quarter
which is affecting retail customers especially the first time buyers (one-third
share in total sales volume i.e. ~33%)

RED segment is now witnessing good traction in tendering process with
current order-book ~% 400+ crore

Revenue from EAM division declined less despite ~20% decline in volume
tracking price hike which was taken ~2-3% in December

Cumulative price rise in past 10-12 months is ~10% in tractor segment

In the CE space, volumes are seen growing at single to lower double digit
in FY22E while margins are expected to take some more time to recover

In the RED space, sales growth for FY22E is expected at mid-20s with
EBITDA margins targeted at ~15-16%

On the open offer front, the company expects the same to open from end
of February 2022 (SEBI approval pending) and close by end of March 2022

Long term growth plan with Kubota to be finalised by middle of next fiscal

Peer comparison

Exhibit 1: ICICI Direct coverage universe (tractors)

Escorts (ESCORT)
M&M (MAHMAH) 830 1,125 Buy

CMP TP Rating
£4 4
1,840 2,200 Buy

Mcap Total lakh volumes

Company

EBITDA margin (%)
Zcrore FY21 FY22E FY23E FY21 FY22E FY23E
24,277 1.1 1.0 1.0 163 133 132
1,03,186 3.5 3.8 40 144 123 120

ICICI Direct Research

Emission norms for transition to BS-IV would be
applicable from April 2022 for tractors above 50 hp,
whereas the same for the rest (>25 hp) would be
applicable from April 2024.

Cash balance was at ~ I 4,560 crore (including
escrow account proceeds)

Routine capex is seen at~ % 250 crore per year

In the EV space, Escorts remain on forefront, with
present focus on sales of its EV tractors for exports
towards the European & US markets. Same is not
planned to launch anytime soon in India, though on
total cost of ownershijp basis switch to electric
tractors makes economic sense

The company expects recovery in ECE division to be
back in FY23E tracking higher infrastructural spend by
government

In the tractor segment, Escorts was able to reduce
dealer inventory below industry level; industry is
having higher than usual inventory

Average life of tractor is now placed at ~8-9 years vs.
~16-17 years in the past key monitorable for
replacement demand (share in volumes at ~66%)

RoCE (%) P/E
FY21 FY22E FY23E FY21 FY22E FY23E
18.7 107 108 272 314 252
95 96 11.2 NM 235 205

Source: Company, ICICI Direct Research

Note — Volume data above is specific to tractor divisions for both companies

ICICI Securities | Retail Research



ﬂ Result Update | Escorts ICICI Direct Research
Exhibit 2: Variance Analysis

Particulars Q3FY22 Q2FY22E Q3FY21 foY (Chg %) Q2FY22 )oQ (Chg %) Comments
Total Operating Income 1,957.5 1,915.2 2,017.4 -3.0 1,662.3 17.8  Topline came broadly in line with our estimates
. Gross margin declined sharply by 370 bps QoQ
Raw Material E 1,246.3 1,168.3 1,206.6 3.3 965.4 29.1 . !
aw Material Expenses with RM costs at 70.2% of sales in Q3FY22
Purchase of Traded Goods 128.5 143.6 117.9 9.0 140.8 -8.7
Employee Expenses 132.2 134.1 135.8 -2.7 139.6 -5.3  Employee costs came in on expected lines
. Savings were realised in other expenses, which
Other E dit 185.7 210.7 193.0 -3.8 206.4 -10.0
er Expenditure for Q3FY22 were at 9.5%, down 290 bps QoQ
EBITDA 264.7 258.5 364.1 -27.3 210.1 26.0
. EBITDA margins came in on expected lines at
EBITDA M % 13.5 13.5 18.0 -452 b 12.6 88 b
argin (%) ps ps 13.5%, up 90 bps QoQ
Interest 3.3 1.6 3.3 -0.6 3.6 -10.0
Depreciation 32,5 32.2 31.5 3.2 329 -1.2  Depreciation came in on expected lined
Total Tax 67.3 75.4 95.9 -29.8 60.7 10.8
PAT 194.9 231.7 287.6 32.2 172.9 12.8 PAT came in lower primarily tracking loss from

associates amounting to ¥ 6.9 crore for Q3FY22
Key Metrics (¥ crore)
Tractor volumes were down 19.8% YoY at

Tractor S t 1,506 1,514 1,653 -8.9 1,241 21.3 . ) .
ractor segment revenue 25,325 units with ASPs up 1% QoQ at %5.95/unit

CE revenue 276 267 245 12.9 249 10.8

RED revenue 174 134 17 48.1 170 29 Railway segment revenues came in much ahead

of expectations at T 174 crore, up 2.2% QoQ

Source: Company, ICICI Direct Research

Exhibit 3: Change in estimates

FY22E FY23E FY24E

(X Crore) Old New % Change Old New % Change Introduced Comments
Lowered our revenue estimates for FY22E-23E tracking

Revenue 8,069.2 7,373.9 -8.6 9,149.8 8,321.1 -9.1  9,129.5 muted growth outlook in the tractor space (albeit on a low
base). Introduced FY24E numbers.

EBITDA 1,100.8 978.8 -11.11,282.2  1,094.7 -14.6  1,252.8

EBITDA 13.6 133 (30) bps 14.0 132 (80) bps 13.7 Lovyereq margin est.imates tracking elevated RM prices

Margin (%) amidst limited operating leverage at play

PAT 917.0 755.9 -17.6  1,117.7 940.6 -15.8  1,093.3

EPS ) 69.5 573 176 84.7 713 5.8 82.9 Downward revision in sales and margin estimates leads to

downward revision in earning estimates for FY22E-23E.

Source: ICICI Direct Research

Exhibit 4: Assumptions

Current Earlier Comments
FY19 FY20 FY21 FY22E FY23E  FY24E FY22E FY23E
Lowered sales volume estimates tracking
Tractor volumes expectations of industry decline on YoY basis in
. 96,412 86,018 1,06,741 98,403 1,04,308 1,11,609 1,10,995 1,18,765
(units) FY22E. Thereafter expect tractor sales volume
to grow at a CAGR of 6.5% over FY22-24E
Revised tractor ASP's assumptions tracking

Average ASP () 4,92,053 5,15,890 5,30,937 5,82,416 6,06,454 6,11,078 5,83,534 6,07,167
management commentary on the same

Source: ICICI Direct Research
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Financial story in charts

Exhibit 5: Trend in total operating income
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Exhibit 6: Trend in segment mix
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Exhibit 7: Trend in margins
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We expect net sales to grow at 9.6% CAGR over
FY21-24F

Share of tractors within overall revenue mix is seen
declining over the medium term amid muted 6.5%
volume CAGR expectation over FYZZE-24F. From a
lower base, share of CE and RED is set to increase

Margins are seen declining to 13.7% by FY24E due
to elevated commodity prices, limited scope for
further operating leverage gains and lower
contribution from tractor segment going forward
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Exhibit 8: Trend in profitability
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Exhibit 9: Trend in return ratios
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Source: Company, ICICI Direct Research

Exhibit 10: Valuation summary

Sales Growth EPS Growth PE EV/EBITDA RoNW RoCE

Z cr) (%) ®) (%) (x) (x) (%) (%)
FY18 4995 22.0 26.1 99.7 68.9 42.2 13.8 18.7
FY19 6196 24.0 36.8 40.6 49.0 32.6 15.6 19.3
FY20 5761 -1.0 36.8 0.1 48.9 34.5 14.2 16.2
FY21 6929 20.3 66.2 79.9 27.2 18.9 16.2 18.7
FY22E 7374 6.4 51.3 -13.5 31.4 19.6 9.5 10.7
FY23E 8321 12.8 71.3 24.4 25.2 16.9 10.8 10.8
FY24E 9129 9.7 82.9 16.2 21.7 14.2 11.3 11.2

Source: Company, ICICI Direct Research

Exhibit 11: SoTP based target price calculation

Particulars Amount (%)
FY23E-24E average EPS (Z/share, A) 771
P/E Multiple (x, B) 25.0
Value of Base Business (C =A*B) 1,930
No of Treasury Shares (crore) 2.1
Current Market Price (Z/share) 1,840
Value of Investments ( crore) 3,947
Holding company discount (%) 10
Revised value of Investments (% crore) 3,552
Contribution per share (¥/share, D) 270
Target Price (C+D) 2,200

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research 5
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Financial Summary

Exhibit 12: Profit and loss statement % crore @ Exhibit 13: Cash flow statement g crore

(Year-end March) FY21 FY22E FY23E FY24E (Year-end March) FY21 FY22E FY23E FY24E
Total operating Income 6,929.3 7,373.9 8,321.1 9,129.5 Profit after Tax 873.3 755.9 940.6  1,093.3
Growth (%) 20.3 6.4 12.8 9.7 Add: Depreciation 115.7 128.7 148.0 168.3
Raw Material Expenses 4,153.6 4,572.3 5,283.9 5,774.4 (Inc)/dec in Current Assets 269.3 -284.5 -270.4 -217.3
Employee Expenses 534.6 544.3 569.5 595.9 Inc/(dec) in CL and Provisions -55.7 25.5 264.9 128.7
Other expenses 671.8 760.5 832.1 912.9 CF from operating activities 1202.7 625.6 1083.1 1173.0
Total Operating Expenditure 5,800.1 6,395.2 7,226.4 7,876.7 (Inc)/dec in Investments -1,013.3  -2,000.0 -500.0 -500.0
EBITDA 1129.2 978.8 1094.7 1252.8 (Inc)/dec in Fixed Assets -103.5 -250.0 -250.0 -268.2
Growth (%) 67.1 -13.3 11.8 14.4 Others -119.2 -10.8 -84.0 -5.3
Depreciation 115.7 128.7 148.0 168.3 CF from investing activities -1235.9  -2260.8 -834.0 -773.5
Interest 11.0 12.0 11.4 10.9 Issue/(Buy back) of Equity 12.2 -2.9 0.0 0.0
Other Income 154.6 204.1 315.0 355.8 Inc/(dec) in loan funds -6.6 0.0 0.0 0.0
PBT 1,157.1 1,042.0 1,250.3 1,429.5 Dividend paid & dividend tax -91.9 -91.9 -122.6 -158.3
Total Tax 283.1 261.9 315.1 360.2 Inc/(dec) in Sec. premium 1,029.8 1,863.4 0.0 0.0
Tax rate 24.5 251 25.2 25.2 Others 88.1 0.0 0.0 0.0
PAT 873.3 755.9 940.6 1093.3 CF from financing activities 1031.6 1768.6 -122.6 -158.3
Growth (%) 79.9 -13.5 24.4 16.2 Net Cash flow 998.3 133.4 126.6 241.2
EPS (%) 66.2 57.3 7.3 82.9 Opening Cash 318.3 1,316.6  1,450.0 1,576.5
Source: Company, ICIC| Direct Research Closing Cash 1316.6 1450.0 1576.5 1817.7

Source: Company, ICICI Direct Research

Exhibit 14: Balance Sheet < crore M Exhibit 15: Key ratios

(Year-end March) FY21 FY22E FY23E FY24E (Year-end March) FY21 FY22E FY23E FY24E
Liabilities Per share data (%)

Equity Capital 134.8 131.9 131.9 131.9 EPS 66.2 57.3 71.3 82.9
Reserve and Surplus 5,256.8 7,784.1 8,602.1 9,537.1 Cash EPS 80.7 67.0 82.5 95.6
Total Shareholders funds 5391.6 7916.1 8734.1 9669.1 BV 439.8 600.0 662.0 732.8
Total Debt 0.0 0.0 0.0 0.0 DPS 1.5 7.0 9.3 12.0
Other non-current Liabilities 106.7 109.2 111.7 114.1 Cash Per Share 2421 386.7 434.1 490.3
Long-term Provisions 49.0 67.8 86.6 105.5 Operating Ratios

Total Liabilities 5547.3 8093.0 8932.4 9888.7 EBITDA Margin (%) 16.3 13.3 13.2 13.7
Assets PAT Margin (%) 12.6 10.3 11.3 12.0
Gross Block 2,794.5 3,064.5 3,302.7 3,540.9 Inventory days 35.5 40.0 40.0 40.0
Less: Acc Depreciation 1,109.6 1,219.0 1,343.7 1,482.7 Debtor days 36.8 40.0 40.0 40.0
Net Block 1,684.9 1,845.4 1,959.0 2,058.2 Creditor days 62.5 60.0 60.0 60.0
Capital WIP 41.2 16.2 16.2 16.2 Return Ratios (% )

Total Fixed Assets 1726.0 1861.6 1975.1 2074.4 RoE 16.2 9.5 10.8 11.3
Net Intangible Asset 51.5 37.1 25.6 26.3 RoCE 18.7 10.7 10.8 1.2
Investments 2,322.8 4,372.8 4,922.8 5,472.8 RolC 42.1 30.1 31.4 33.8
Inventory 674.5 808.1 911.9 1,000.5 Valuation Ratios (x)

Debtors 698.4 808.1 911.9 1,000.5 P/E 25.8 321 25.8 22.2
Loans and Advances 32.8 42.2 42.4 50.4 EV / EBITDA 18.9 19.6 16.9 14.2
Other Current Assets 189.4 221.2 283.7 315.9 EV / Net Sales 3.1 2.6 2.2 2.0
Cash 1316.6 1450.0 1576.5 1817.7 Market Cap / Sales 3.5 3.3 2.9 2.7
Total Current Assets 2,911.6 3,329.6 3,726.5 4,185.0 Price to Book Value 4.2 3.1 2.8 2.5
Creditors 1,187.1 1,212.2 1,367.9 1,500.7 Solvency Ratios

Provisions & Other Curr.Liab 468.9 469.3 578.6 574.4 Debt/ EBITDA 0.0 0.0 0.0 0.0
Total Current Liabilities 1,656.0 1,681.5 1,946.4 2,075.1 Debt / Equity 0.0 0.0 0.0 0.0
Net Current Assets 1255.6 1648.1 1780.1 2109.9 Current Ratio 1.2 1.4 1.4 1.5
Net Deferred Tax Asset -23.0 -23.0 -23.0 -23.0 Quick Ratio 0.7 0.8 0.8 0.8
Other non-current assets 154.5 136.5 191.8 168.4 Source: Company, ICICI Direct Research

Application of Funds 5547.3 8093.0 8932.4 9888.7

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research 6
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Exhibit 16: ICICI Direct coverage universe (Auto & Auto Ancillary)

Sector / Company CMP TP M Cap EPS (%) P/E (x) EV/EBITDA (x) RoCE (%) RoE (%)

(%) (@) Rating (XCr) FY21 FY22E FY23E FY21 FY22E FY23E FY21 FY22E FY23E FY21 FY22E FY23E FY21 FY22E FY23E
Apollo Tyre (APOTYR) 224 210 Buy 14,231 56 1.0 155 406 203 145 67 70 54 76 64 83 64 59 18
Ashok Leyland (ASHLEY) 136 175 Buy 39692 -1.1 03 38 -126.9 -4923 353 796 485 166 -1.9 1.2 149 44 12 155
Bajaj Auto (BAAUTO) 3,478 3,460 Hod 1,00631 1574 1650 1818 221 211 191 160 151 136 182 190 208 181 186 20.2
Balkrishna Ind. (BALIND) 2,245 2900 Buy 43404 598 723 8.1 376 311 264 246 21.3 174 193 188 204 192 199 201
Bharat Forge (BHAFOR) 724 950 Buy 33710 -27 188 264 NM 384 274 420 184 147 22 102 131 33 150 174
Eicher Motors (EICMOT) 2,600 3050 Hod 71,058 493 669 1006 528 389 258 356 26.0 174 113 147 191 118 144 186
Escorts (ESCORT) 1,840 2,200 Buy 24277 T2 513 M3 258 321 258 189 196 169 187 107 108 162 95 108
Hero Moto (HERHON) 2,648 3070 Hod 52874 1484 1478 1922 178 179 138 1.1 1.0 82 208 191 231 195 17.7 208
M&M (MAHMAH) 830 1,125 Buy 103192 23 353 405 3687 235 205 154 147 123 95 96 112 27 1.8 117

Maruti Suzuki (MARUTI) 8,600 8760 Hold 259,789 140.0 1146 2176 61.4 750 395 405 401 226 43 46 105 82 65 113
Minda Industries (MININD) 1,025 1,115  Hold 29275 7.6 107 17.1 1349 954 599 45 352 269 91 99 135 92 95 133
Motherson (MOTSUM) 181 200 Hod 57064 33 43 85 NM 416 212 128 108 70 67 93 185 88 103 183
Tata Motors (TATMOT) 495 625 Buy 189459 -350 -293 168 NM -169 295 73 90 55 63 36 122 -23.6 -246 123

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research 7
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according -to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
ﬁlclcn irect.com| N 1
Investaven uo Your Fingertips BH{JE{EE—‘
ICICI Securities Ltd. 7S STARMINE j
eCUf . @:m stAwerd2012 A/
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Shashank Kanodia, CFA, MBA (Capital Markets) and Raghvendra Goyal, CA, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately
reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed
that above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies
mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock
broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture
capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to analysts and their rel areg lly prohibited from maintaining a financial
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