Escorts Kubota (ESCoRT)

CMP: % 1,965 Target: ¥ 2,390 (22%)

Target Period: 12 months
September 16, 2022

Structure simplified, merged entity well placed to grow

About the stock: The company is a prominent tractor maker domestically (10.3%
FY22 market share). It also serves domestic construction equipment, railways space.

e FY22 sales mix — tractors 77%, construction equipment 14%, railways 9%

e Past five year CAGR: 24.1%, 35.6% in EBITDA, PAT; cash positive b/s

Key Highlights:

e Escorts Kubota passed a resolution to amalgamate Escorts Kubota India Pvt
Ltd (EKI, JV between Escorts & Kubota in 40:60 ratio, tractor manufacturing
entity) & Kubota Agriculture Machinery Pvt Ltd (KAI, JV between Escorts &
Kubota in 40:60 ratio, including all farm machinery presence of Kubota in
India) into Escorts Kubota Ltd for swap ratio of 5:129 & 5:220, respectively

e In FY22, EKI & KAl had revenue of ¥ 689 crore & T 1820 crore, respectively.
EKIl incurred a loss of ¥ 96 crore while KAl generated profit of ¥ 53 crore

e This comes in line with the earlier announcement made at the time of
Kubota acquiring a further stake in the company and joining as co-promoter.
It is aimed at simplifying the group structure with listed entity now including
Kubota’s complete presence in India

e  Our View: Swap ratio & consequent value assigned to the residual stake is
fair in our opinion thereby protecting the interest of minority shareholders

e The stakes are being acquired at ~1.2x P/B with effective cost of acquisition
pegged at ~% 276 crore (i.e. 13.8 lakh shares multiplied by CMP of 2,000)

What should investors do? The stock price has grown at ~26% CAGR over last
five years from ~% 636 in September 2017, vastly outperforming the Nifty Auto Index.

e We upgrade the stock from HOLD to BUY tracking Kubota's strength in farm
machinery space with key monitorable being medium term growth plan

Target Price and Valuation: We await b/s of merged entity before incorporating
the same in our financials. Keeping the standalone financials intact (erstwhile
Escorts) & assuming to be merged entities operating unchanged, we value Escorts-
Kubota on SOTP basis at ¥ 2,390; valuing it at 25x PE on combined PAT in FY24

Key triggers for future price performance:

e Formal plan on scaling up operations of the company and leveraging
channels using expertise of new co-promoter Kubota

e We expect sales to grow at CAGR of 11% over FY22-24E, with consequent
margins expected at 12.5% by FY24E

e RolC profile of ~30% (RoCE is suppressed due to high cash on b/s)

Key Financial Summary

. . 5 year CAGR
Key Financials FY19 FY20 FY21 FY22 (FY17-22)
Net Sales 6,196.4 5,761.0 6,929.3 7,152.6 11.8%
EBITDA 733.3 675.8 1,129.2 951.4 24.1%
EBITDA Margins (%) 11.8 1.7 16.3 13.3
Net Profit 484.9 485.6 874.1 765.7 36.7%
EPS () 36.8 36.8 66.3 58.0
P/E 53.5 53.4 29.7 33.9
RoNW (%) 15.6 14.2 16.2 9.7
RoCE (%) 19.3 16.2 18.7 10.4
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Particular T crore
Market Capitalization 25,926
Total Debt (FY22) 0
Cash & Investments (FY22) 4,843
EV 21,083
52 week H/L (%) 2089 /1307
Equity capital (Zcrore) 131.9
Face value 210

Shareholding pattern
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Recent event & key risks

Amalgamates JVs with Kubota

e Key Risk: (i) Lower than
anticipated volume growth in the
tractor segment (ii) Lower than
anticipated margin recovery
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2 year CAGR
FY23E FY24E (FY22.24E)
7,989.0 8,819.4 11.0%
892.7 1,102.4 7.6%
11.2 12.5
742.8 931.5 10.3%
56.3 70.6
34.9 27.8
8.7 10.0
8.8 10.1

Source: Company, ICICI Direct Research
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Key Takeaways from PPT ...

Exhibit 1: Transaction Summary

Amalgamation

Kubota Agriculture India Private Limited (60:40 Joint venture between KBT and EKL) and Escorts
Kubota India Private Limited (60:40 Joint venture between KBT and EKL) amalgamation With
Escorts Kubota Limited.

Swap Ratio ’

o The Shareholders of EKI, as on the Effective date will receive 5 shares of EKL (each of face
value of Rs.10/), for 129 shares held in EKI (each of face value of Rs, 100/-), i.e. Share
Exchange Ratio 1 of 5:129; and

The Shareholders of KAI as on the Effective date will receive 5 shares of EKL (each of face
value of Rs.10/), for 220 shares held in KAI (each of face value of Rs. 10/-), i.e. Share Exchange
Ratio 2 of 5:220

« Equity share(s) holding by EKL in KAl and EKI will be extinguished as per the Scheme.

The appointed date for the amalgamation shall be 1% April 2023,

Source: Company, ICICI Direct Research

Dealer Partner

simplification

+ High product quality: on the back of robust manufacturing and design processes.

| = Global best practices on delivering delightful customer experience.

« Cost-competitiveness arising from our global scale of operations.

Human Resource } |

+ Immense learning from standardization of process, experience and exposure across various
geographies

+ Optimized management structure and reduction in overlaps and associated costs due to
operation of multiple companies.

Shareholders » |

« Strong Strategic Partnership to open opportunities at a global level.

+ Optimization of the allocated capital and availability of funds which can be deployed more
efficiently to pursue the operational growth opportunities.

+ Better returns with consolidation of funds and optimized working capital utilization

Post Scheme approval EKL will be 3 leading* 1.7 Lacs Single Capacity & Common Supplier Base for cost
domestic player in India optimization

Source: Company, ICICI Direct Research

'i’romnler & Promoter Group

Escorts Kubota Escorts Kubota
Limited Limited
10% 0%
Sales and . .
Manufacturing JV
I ' '
Kubota Agricultural Machinery Escorts Kubota India
India Pvt. Ltd (KAI) Pvt. Ltd (“EKI")
] : 4
60% 60%
—l Kubota —J
Corp

Source: Company, ICICI Direct Research

Exhibit 4: SoTP based target price calculation

Particulars Amount (% crore)
FY24E Standalone PAT (pre-merger, erstwhile Escorts Ltd) 931.5
FY24E PAT of Escorts Kubota India Pvt. Ltd (separate tractor Manufacturing Unit) 13.6
FY24E PAT of Kubota Agriculture India Private Limited (sales & marketing arm of Kubota) 123.6
Total PAT (includes PAT of erstwhile Escorts + JV's PAT now 100% owned) 1,069
No of Shares post merger and cancellation of treasury shares (crore) 1.2
EPS (%/share) 95.5
PE Multiple (x) 25
Target Price (Z/share) 2,390
Current Market Price (Z/share) 1,965
Potential Upside (%) 22%

Source: ICICI Direct Research

ICICI Direct Research

The company also informed about purchase of RT
crane business and selling of residual stake in its JV
in the crane domain i.e. Tadano Escorts India Pvt. Ltd
to the JV partner at a fair value (Equity investment
pegged at ~X 72 crore, reported loss ofI21 crore in
FY22)

Post this arrangement & extinguishment of
existing treasury shares total holding for Kubota
will be revised to 54.07% vs. 44.8% currently
with resultant total promoter pegged at 68%.
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Financial Summary

Exhibit 5: Profit and loss statement I crore

(Year-end March) FY21 FY22 FY23E FY24E
Total operating Income 6,929.3 7,152.6 7,989.0 8,819.4
Growth (%) 20.3 3.2 1.7 10.4
Raw Material Expenses 4,153.6 4,424.1 5,191.2 5,644.4
Employee Expenses 534.6 528.2 544.4 573.3
Other expenses 671.8 740.3 846.5 926.0
Total Operating Expenditure 5,800.1 6,201.3 7,096.3 7,711.0
EBITDA 1129.2 951.4 892.7 1102.4
Growth (%) 67.1 -15.7 -6.2 23.5
Depreciation 115.7 129.8 140.8 159.8
Interest 11.0 12.7 1.4 10.3
Other Income 154.6 213.0 253.7 313.0
PBT 1,157.1 1,021.9 994.1 1,245.3
Total Tax 283.1 256.3 251.2 313.8
Tax rate 24.5 25.1 25.3 25.2
PAT 874.1 765.7 742.8 931.5
Growth (%) 80.0 -12.4 -3.0 25.4
EPS (%) 66.2 58.0 56.3 70.6
Source: Company, ICICI Direct Research
Exhibit 7: Balance Sheet g crore
(Year-end March) FY21 FY22 FY23E FY24E
Liabilities
Equity Capital 134.8 131.9 131.9 131.9
Reserve and Surplus 5,256.8 7,746.2 8,391.0 9,190.5
Total Shareholders funds 5391.7 7878.2 8523.0 9322.5
Total Debt 0.0 0.0 0.0 0.0
Other non-current Liabilities 106.7 114.5 112.9 111.3
Long-term Provisions 49.0 42.0 35.1 28.2
Total Liabilities 5547.3 8034.7 8670.9 9461.9
Assets
Gross Block 2,794.5 2,942.3 3,192.3 3,442.3
Less: Acc Depreciation 1,109.6 1,215.4 1,333.1 1,465.8
Net Block 1,684.9 1,726.9 1,859.2 1,976.5
Capital WIP 41.2 56.3 81.3 71.3
Total Fixed Assets 1726.0 1783.2 1940.5 2047.8
Net Intangible Asset 51.5 54.1 19.5 12.4
Investments 2,322.8 5,150.0 5,950.0 6,600.0
Inventory 674.5 803.6 875.5 966.5
Debtors 698.4 827.6 875.5 966.5
Loans and Advances 32.8 25.5 39.6 32.3
Other Current Assets 189.4 281.1 244.4 335.7
Cash 1316.6 258.4 302.7 325.0
Total Current Assets 2,911.7 2,196.1 2,331.7 2,626.1
Creditors 1,187.1 871.7 1,203.8 1,449.8
Provisions & Other Curr.Liab 468.9 459.4 586.7 607.5
Total Current Liabilities 1,656.0 1,337.0 1,790.6 2,057.3
Net Current Assets 1255.7 859.1 547.2 568.8
Net Deferred Tax Asset -23.0 -37.9 -37.9 -37.9
Other non-current assets 154.5 170.5 192.4 208.2
Application of Funds 5547.3 8034.7 8670.9 9461.9

Source: Company, ICICI Direct Research
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Exhibit 6: Cash flow statement < crore

(Year-end March)

Profit after Tax

Add: Depreciation

(Inc)/dec in Current Assets
Inc/(dec) in CL and Provisions
CF from operating activities
(Inc)/dec in Investments
(Inc)/dec in Fixed Assets
Others

CF from investing activities
Issue/(Buy back) of Equity
Inc/(dec) in loan funds
Dividend paid & dividend tax
Inc/(dec) in Sec. premium
Others

CF from financing activities
Net Cash flow

Opening Cash

Closing Cash

FY21
874.1
115.7
269.3
-55.7
1203.4
-1,013.3
-103.5
-119.2
-1235.9
12.2
-6.6
-91.9
1,029.8
87.4
1030.9
998.4
318.3
1316.6

FY22
765.7
129.8
-320.0
-319.0
256.5
-2,933.0
-189.6
87.1
-3035.5
-2.9

0.0
-85.8
1,863.4
-53.9
1720.8
-1,058.2
1,316.6
258.4

FY23E
742.8
140.8
-97.3
453.5
1239.9
-750.0
-263.6
-84.0
-1097.6
0.0
0.0
-98.1
0.0
0.0
-98.1
44.3
258.4
302.7

FY24E
931.5
159.8

-266.0
266.7

1092.0

-600.0

-260.0
-71.8

-937.8

0.0
0.0
-131.9
0.0
0.0
-131.9
22.3
302.7
325.0

Source: Company, ICICI Direct Research

Exhibit 8: Key ratios

(Year-end March) FY21 FY22 FY23E FY24E
Per share data ()
EPS 66.2 58.0 56.3 70.6
Cash EPS 80.7 67.9 67.0 82.7
BV 439.8 597.1 646.0 706.6
DPS 1.5 6.5 7.4 10.0
Cash Per Share 242.1 367.1 427.3 474.4
Operating Ratios
EBITDA Margin (%) 16.3 13.3 1.2 12.5
PAT Margin (%) 12.6 10.7 9.3 10.6
Inventory days 35.5 41.0 40.0 40.0
Debtor days 36.8 42.2 40.0 40.0
Creditor days 62.5 44.8 55.0 60.0
Return Ratios (%)
RoE 16.2 9.7 8.7 10.0
RoCE 18.7 10.4 8.8 10.1
RolC 421 21.2 26.5 31.1
Valuation Ratios (x)
P/E 21.6 33.9 34.9 21.8
EV / EBITDA 20.3 22.2 22.7 17.8
EV / Net Sales 3.3 2.9 2.5 2.2
Market Cap / Sales 3.7 3.6 3.2 2.9
Price to Book Value 4.5 3.3 3.0 2.8
Solvency Ratios
Debt/ EBITDA 0.0 0.0 0.0 0.0
Debt / Equity 0.0 0.0 0.0 0.0
Current Ratio 1.2 2.0 1.5 1.4
Quick Ratio 0.7 1.2 0.9 0.8
Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavours 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%
ICICI direct u,\x::} INO 1 ‘
In.cu«vvrvu'o‘::rul Fingertips | BHQE{ER \ ;
ICICI Securities Ltd. FISTARMINE ¥ 1
‘ @l‘;‘awst»\-.wa'd 2012 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 are g lly prohibited from maintaining a financial

interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as
such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment busi may make i decisions that are inconsi with the recomr jati p d herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned in the report in the past

twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of one percent or more or other material
conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or us:

would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in a
jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.
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