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Stellar show continued, long way to go

Key Highlights

M Escorts Limited is the 4th largest tractor manufacturer in the domestic market. The company has 3
business verticals: Agri Machinery (80% of revenue), Construction Equipment (14.5% of revenue)
and Railways Division (5.5% of revenue).

[ The management expects overall 100bps margin improvement in FY19 on the back of
improvement in product mix, higher operating leverage benefit and other cost cutting initiatives
across categories.

[ Under the vision FY22, the management has already earmarked Rs.1000 crores of capex which
will be spent towards R&D, expansion in existing capacity and new product development.

[ The company has virtually become debt free and has close to Rs.800 crores of cash in its books
to finance its future capex requirements.

1Q FY19 Result:

Escort has reported a stellar quarterly performance better than our estimates in 1QFY19. Net sales
grew by 32%YoY on the back of robust volume growth across segments. Agri Machinery and
construction equipment volumes surged by 39% and 52%YoY respectively. EBITDA margin has
expanded by 370bps YoY on account of price hike, higher spare sales in railways segment and
operating leverage benefit in 1QFY19. PAT for the quarter stood at Rs.120 crores (vs. our estimates of
Rs.113 crores). PAT margin also elevated to 7.9% with 240bps YoY increase on the back of higher
other income and improvement in EBITDA.

View and Valuation

The management has increased the domestic tractor volume guidance to 12-15% from 9-11% and
also expects margins to expand by 90-100bps YoY in FY19. The management also seemed confident
on robust growth prospects of construction equipment and railways verticals also based on rural
upliftment along with the development of road and railway infrastructure will provide a humongous
growth opportunity for Escorts going ahead. Going ahead we expect Revenue and PAT to grow at 17%
and 26% CAGR over FY18-20 respectively. We value Escorts at 20x FY20e EPS and recommend
BUY with our previous target price of Rs.1050.

Key Risks to our rating and target
4 uncertainity in monsoon

+ Delay in infrastructure projects

KEY FINANCIAL/VALUATIONS FY16 FY17 FY18E FY19E FY20E

Net Sales 3432 4145 5059 6086 6977

EBITDA 161 309 554 698 833

EBIT 103 246 480 612 736

PAT 70 131 347 445 547

EPS (Rs) 6 13 34 43 53

EPS growth (%) -11 122 166 28 23

ROE (%) 5 8 16 17 17

Research Analyst ROCE (%) 7 15 22 23 23
NAVEEN KUMAR DUBEY BV 120 158 216 256 306
naveen.dubey@narnolia.com P/B (X) 1.2 3.4 4.1 3.5 3.0
SWATI SINGH P/E (x) 24 42 26 21 17

The views expressed above accurately reflect the personal views of the authors about the subject companies and its(their) securities. The authors have
not and will not receive any compensation for providing a specific recommendation or view. Narnolia Financial Advisors Ltd and other Narnolia group
companies does and seeks to do business with companies covered in its research reports. As a result investors should be aware that the firm may have
a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment

decision.
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1QFY 19 Results Better than estimates

Financials 1QFY18 2QFY18 3QFY18 4QFY18 1QFY19 YoY % QoQ% FY17 FY18 YoY %
Net Sales 1,142 1,212 1,205 1,436 1,511 32.3% 5.2% 4,145 5,059| 22.0%
Other Income 20 8 8 23 17| -17.2% -24.7% 47 65| 38.7%
COGS 780 808 802 968 1,022 31.0% 5.6% 2,832 3,397| 20.0%
Gross Margin 32% 33% 33% 33% 32%| 1.3% -0.8% 32% 33%| 1.2%

Employee Cost 115 128 105 109 121| 5.0% 10.8% 451 442| -1.9%

Other Expenses 149 135 153 185 183| 22.5% -1.5% 553 666| 20.4%
EBITDA 98 141 145 174 186| 90.2% 6.8% 309 554| 79.0%
EBITDA Margin 9% 12% 12% 12% 12%| 4.8% 0.1% 7% 11%| 3.5%

Depreciation 18 18 18 19 21| 15.6% 9.2% 63 73| 15.5%
EBIT 80 123 127 155 165| 106.9% 6.5% 246 480| 95.4%
Interest 8 8 6 6 3| -64% -54.4% 32 29| -8.4%

PBT 92 123 129 171 179| 94.0% 4.6% 261 516| 97.9%
Exceptional - 7 (0) - - - - 11 7| -39.8%
Tax 30 38 37 59 60| 100.7% 1.5% 77 162| 110.3%
PAT 63 78 92 113 120| 90.8% 6.2% 131 347| 165.5%
PAT Margin 5% 6% 8% 8% 8%| 2.4% 0.1% 3% 7%| 3.7%

Sturdy volume growth across segments resulted in 32%YoY revenue growth

Escort has reported a stellar quarterly performance better than our estimates in 1QFY19. Net sales grew by
32%YoY primarily driven by robust volume growth across segments.

Domestic agri-machinery volumes grew by 39%YoY while export volumes grew by 55%YoY. The segment
reported highest ever revenue of Rs.1173 crores and EBIT margin of 14.2%.

Construction Equipment segment also performed exceptionally well and posted revenue of Rs.246 crores
with a growth of 50%YoY on the back of 52%YoY volume growth. The segment EBIT margin was on 6%.

Railways Equipment division revenue grew by 35%YoY to Rs.88 crores during the quarter. The company’s
order book stands at Rs.300 crores which will get executed over 11-12 months. Railways division margins
stand at 25% during 1QFY19.

Expansion in EBITDA margin

Gross Margin improved by 70bps YoY to 32.4%, despite sharp increase in commodity prices. However,
EBITDA margin expanded by 370bps YoY to 12.3% and this was largely driven by operating leverage
benefit, price hikes taken during the quarter to mitigate the increasing raw material cost and other cost
cutting initiatives.

Recorded PAT growth of 91%YoY
PAT for the quarter stood at Rs.120 crores (vs. our estimates of Rs.113 crores). PAT margin also elevated
to 7.9% with 240bps YoY increase on the back of higher other income and improvement in EBITDA.

Concall Highlights :

v' The management has increased the domestic volume guidance from 9-11% to 12-15% for full year
FY19. However exports guidance remains 50%YoY growth in FY19

v" There will be some increase in commodity prices in Q2 and marginal increase in Q3.

v' There will be some increase in manpower cost due to normal wage hike and the employee cost
expected to remain in the range of Rs.120 crores.

v' The management expect 90-100 bps margin improvement.

v/ The construction equipment segment expected to grow in the range of 16-18% and full year EBIT
margins will be around 4-5%.

v' The order book in the railways business remained at Rs.300 crores which will get executed over a
period of 11-12 months.

v" New emission norms in above 50 HP tractors from october 2020. Price increase of over 1 lakh units (8-
9% of total volumes).

v’ Tax rate would be around 33% in FY19.
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Exhibit: Escorts Agri-Machinery Volume Trend Exhibit: Escorts Agri-Machinery Realisation Trend
Successive normal monsoon, improving farm income and lower Realization increased 4%QoQ on the back of higher demand for
tractor peenetration leads to 39%YoY growth 41-50 HP tractors
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Exhibit: Escorts Agri-Machinery Revenue Trend Exhibit: Escorts Agri-Machinery EBIT & EBIT Margin
Revenue growth remained robust on the back of strong volumes Margins declined by 40bps QoQ due to higher raw material
during the quarter prices
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Exhibit: Escorts Construction Equipment Volume Trend Exhibit: Escorts Construction Equipment Realisation
Construction equipment volumes grew by over 50%YoY on Shift in product mix towards higher realisation products led to
account of increasing infra spending by government. 6%Qo0Q increase.
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Exhibit: Escorts Construction Equipment Revenue

Revenue grew by 49%YoY on the back of strong volume growth

of over 50%
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Exhibit: Escorts Railway Division Order Book
The company's order book stands at Rs.300 crores which will get
executed over a period of 12 months
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Exhibit: Escorts Railway Division EBIT and EBIT Margin
Margins jumped to 25% level due to higher spare sales, better

product mix and export orders
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Exhibit: Escorts Construction Equipment EBIT Margin
margins declined QoQ due to higher commodity prices and
lower volumes in comparison to previous quarter
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Exhibit: Escorts Railway Division Revenue Trend
Revenue increased on account of higher order execution during
the quarter
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Financial Details

Balance Sheet

Y/E March SY12 FY14 FY15 FY16 FY17 FY18 FY19E FY20E
Share Capital 119 119 119 123 123 123 123 123
Reserves 1,526 1,746 1,711 1,344 1,498 2,093 2,506 3,015
Networth 1,645 1,866 1,831 1,466 1,621 2,215 2,629 3,138
Debt 460 352 411 315 218 15 4 -
Other Non Current Liab 193 191 163 57 51 60 43 46
Total Capital Employed 1,815 2,011 1,937 1,556 1,680 2,230 2,633 3,138
Net Fixed Assets (incl CWIP) 1,662 1,692 1,651 1,597 1,592 1,630 1,834 1,977
Non Current Investments 367 368 367 30 38 50 63 63
Other Non Current Assets 187 94 96 118 109 141 141 141
Non Current Assets 2,216 2,154 2,115 1,746 1,739 1,820 2,037 2,180
Inventory 524 587 453 433 450 566 667 765
Debtors 468 372 414 375 456 592 712 765
Cash & Bank 145 271 251 253 244 317 373 428
Other Current Assets 3 10 13 103 103 151 182 209
Current Assets 1,335 1,488 1,388 1,189 1,445 2,144 2,626 3,042
Creditors 917 870 738 751 910 1,234 1,485 1,491
Provisions 81 82 89 133 132 133 160 183
Other Current Liabilities 243 263 256 89 118 125 151 173
Curr Liabilities 1,241 1,215 1,083 1,103 1,308 1,684 1,987 2,038
Net Current Assets 94 273 305 86 138 460 639 1,004
Total Assets 3,551 3,642 3,503 2,944 3,199 3,973 4,663 5,222

Income Statement

Y/E March SY12 FY14 FY15 FY16 FY17 FY18 FY19E FY20E
Revenue from Operation 4,049 6,502 4,113 3,432 4,145 5,059 6,086 6,977
Change (%) (1) 61 (37) (17) 21 22 20 15
Other Income
EBITDA 190 387 163 161 309 554 698 833
Change (%) 13 104 (58) (1) 92 79 26 19
Margin (%) 5 6 4 5 7 11 11 12
Depr & Amor. 50 86 69 58 63 73 87 97
EBIT 139 301 94 103 246 480 612 736
Int. & other fin. Cost 97 112 58 51 32 29 8 -
Other Income 48 83 65 61 47 65 72 88
EBT 91 272 101 113 261 516 676 823
Exp Item (1) 3) 31 (5) (29) 7 - -
Tax 19 28 (6) 12 77 162 231 276
Minority Int & P/L share of Ass. 1 (0) 0 - - - - -
Reported PAT 74 247 76 70 131 347 445 547
Adjusted PAT 74 247 76 70 131 347 445 547
Change (%) (42) 234 (69) (8) 86 166 28 23
Margin(%) 2 4 2 2 3 7 7 8
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Financial Details

Key Ratios
Y/E March SY12 FY14 FY15 FY16 FY17 FY18 FY19E FY20E
ROE 4.5% 13.2% 4.2% 4.8% 8.1% 15.6% 16.9% 17.4%
ROCE 7.7% 15.0% 4.9% 6.6% 14.6% 21.5% 23.2% 23.5%
Asset Turnover 11 1.8 1.2 1.2 13 13 13 13
Debtor Days 42.2 20.9 36.8 39.9 40.2 42.7 42.7 40.0
Inv Days 47.3 33.0 40.2 46.0 39.6 40.8 40.0 40.0
Payable Days 82.7 48.8 65.5 79.8 80.1 89.1 89.1 78.0
Int Coverage 1.4 2.7 1.6 2.0 7.6 16.3 79.7 -
P/E 10.3 5.6 19.9 24.3 42.3 26.0 20.9 17.0
Price / Book Value 0.5 0.7 0.8 1.2 3.4 4.1 3.5 3.0
EV/EBITDA 4.2 3.2 8.4 12.3 18.4 16.3 13.4 11.3
FCF per Share 14.0 37.6 5.1 213 36.1 78.4 85.1 74.3
Cash Flow Statement
Y/E March SY12 FY14 FY15 FY16 FY17 FY18E FY19E FY20E
PBT 92 275 70 73 190 516 676 823
(inc)/Dec in Working Capital (96) 3 (119) 37 55 33 54 (122)
Non Cash Op Exp 50 86 69 61 65 73 87 97
Int Paid (+) 82 93 50 54 36 29 8 -
Tax Paid (37) (62) (21) 7 (44) (162) (231) (276)
others (33) (71) (45) (20) 2 6 9 -
CF from Op. Activities 58 324 5 212 304 693 583 522
(inc)/Dec in FA & CWIP (108) (125) (55) (49) (66) (111) (290) (240)
Free Cashflow (50) 200 (50) 164 238 582 293 282
(Pur)/Sale of Inv (4) 1 (0) (3) (161) (325) (174) (184)
others (18) 54 30 7 73 - - -
CF from Inv. Activities (130) (70) (26) (45) (155) (448) (477) (424)
inc/(dec) in NW - - 0 - - - - -
inc/(dec) in Debt 68 (115) 59 (132) (103) (203) (11) (4)
Int. Paid (81) (94) (50) (46) (29) (29) (8) -
Div Paid (inc tax) (17) (25) (6) (13) (13) (24) (31) (39)
others 3 5 (1) (1) 31 - - R
CF from Fin. Activities (28) (230) 1 (191) (113) (257) (50) (43)
Inc(Dec) in Cash (100) 24 (19) (24) 36 (12) 56 55
Add: Opening Balance 245 145 271 56 33 175 163 206
145 170 251 32 69 163 219 261

Closing Balance
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