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18 May 2019 CMP INR 558

Initiating Coverage (BUY) Target Price INR 634

Stock Details _ _ We recommend ‘BUY’ on ESCORTS LTD for a target of INR 634 - valuing
Industry Commercial Vehicles .

Bloomberg Code ESCIN the company at P/E 15.5x of FY20E Earning.

BSE Code 500495

Face Value (Rs.) 10.00

Market Cap. (Rs. mn) 685143 |NVESTMENT RATIONALE:

52wk. Low/High (Adjusted) (Rs.) 970.00/542.50

Shareholding Pattern Dec '18 = Escorts Limited, one of India’s leading engineering companies, is

Promoter (%) 40.08 - f . . .
Fil (%) 5460 a leader in farming and construction equipment manufacturing.
DIl (%) 3.31
Public - Other (%) 32,01 =  Focusing on exports and on improving market share in tractors
No. of Share Outstanding (mn) 121.22

=  Tractor exports from India to grew by 6-8% CAGR, and expected

FY17A FY18A FY19E FY 20P :

BIE (" 317 062 1388 550 to achieve 8,000 to 10,000 volume by FY22.
EV/EBITDA (x) 19.90 17.10 7.84 7.80
P/BV (x) 391 4.40 2.49 2.40 = Expected to gain 15-16% market share by FY22 from 11% in FY18
*TTM for Current Year

Based on Market Price as on 1%t Apr is taken for Each FY

Key Financial

Rs. Cr. FY17A FY18A FY 19A FY 20P

= Currently 900+ active dealers and expanding fast

Net Sales 4145 5059 6262 7544 = Construction equipment and railways businesses on a strong
EBITDA 310 554 822 866 footing

Net Profit 131 347 487 496

EPS (Rs.)* 16.0 41.6 55.7 41.5 . .

*Un adjusted = Constant addition of products to its range would lead to strong

i sales growth.
Key Ratios

FY17A FY18A FY19P FY 20P

EBITDA Margin (%) 75 10.9 13.1 115
EBIT Margin (%) 5.9 95 11.7 10.3
Net Pro. Margin (%) 3.2 6.9 7.8 6.6
Debt/Equity (x) 0.04 0.01 0.01 0.01 VALUATIONS AND VIEW:
RoONW (%) 75 18.1 19.9 17.0
ROCE (%) 6.9 17.3 19.2 16.3

Escorts on of India’s leading engineering conglomerates having presence
in the high growth sectors of Agri-machinery, Construction & Material
handling equipment and Railway equipment over last six decades. We

value the business at 15.5x FY20E EPS and recommend a BUY rating on
the stock with a target price of INR 634 per share.
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RISK & CONCERNS:

e Industry and Market: The Domestic Agri Industry is dependence on monsoon and farmer’s spending behaviour. Any
subdued demand will impact the volume of the company adversely.

e High Input Cost: Increase in raw material may adversely affect the operating margin of the company.

e Competition: The Engineering & equipment Market has multi-players and the competitive landscape has become much
more dynamic.

COMPANY BACKGROUND:

Escorts Ltd is one of India's leading engineering conglomerates with over six decades of experience. The company has diversified
business in three different segments viz. Agri Machinery Material Handling & Construction Equipment and Railway
Equipment.Escorts Ltd was incorporated in the year 1944 as Escorts Agents Ltd in Lahore. In the year 1951 Escorts established
India’s first private Institute of Farm Mechanisation at Delhi and in the year 1953 Escorts (Agents) Ltd and Escorts (Agriculture
and Machines) Ltd merged to form Escorts Agents Pvt Ltd. The company was converted into a public limited company in
December 1959 and subsequently the name was changed to Escorts Ltd in January 1960.

Businesses

The Company's segments are Agri Machinery, Auto Ancillary Products, Railway Equipment, Construction Equipments and Others.
It is engaged in the business of manufacturing of engines for agricultural tractors, earth moving and material handling equipment,
round and flat tubes, heating elements, double acting hydraulic shock absorbers for railways coaches, center buffer couplers,
automobile shock absorbers, telescopic front fork and Mcpherson struts, brake block, internal combustion engine and various
types of brake used by railways. It also trades in oils and lubricants, implements, trailers, tractors, compressor accessories and
spares, construction and aero business. It offers Euro Series under Powertrac; Classic Series in 41-50 HP under Farmtrac brand,
and FT 6055 Xtra Torque Tractor with approximately 20 speed transmission.

INDUSTRY OVERVIEW:

Agriculture: India has grown from an agricultural importer to be a surplus producer of food grains, through a favourable interplay
of infrastructure, technology and policy support. Central Statistics Office (CSO)’s 2017-18 third advance estimates place total food
grain production at 279.51 million tonnes, at par with the record-breaking production of 275.11 million tonnes in FY 2016-17. The
agricultural sector employs more than half of the nation’s total workforce and contributes to 17-18% of the GDP. However,
policymakers recognise that with increasing scarcity of natural resources, progress in agriculture, today, can only be achieved
through an increase in productivity.

Tractors: India is the largest manufacturer of farm equipment, including tractors. The country’s tractor industry accounts for almost
one-third of the global pie. The domestic tractor industry grew by 22.2%, in volume terms, to 7.09 lakh units in FY 2017-18, vis-a-
vis 5.80 lakh units in FY 2016-17. The sector is projected to produce 12-15 lakh units by 2030 [Source: India Brand Equity
Foundation].

Construction Equipment: The total construction equipment industry grew by 27% in FY 2017-18. Major segments like earth-
moving, material handling and road construction, reported positive movements. The served segments of backhoe loaders, Pick
and Carry (PnC) cranes and compactors rose by 31.3 % in FY 2017-18. Material handling has emerged as the biggest gainer, with
82% growth, followed by backhoe loaders at 26% and compactors at 16%. The overall construction equipment sector is projected
to grow by 16-18% in long-term. Expanding infrastructure investment, growing private sector involvement and progress in the real
estate sector drive industry growth.
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PEER COMPARISON

Company CMP (Rs) P/E* Mcap (Rs Cr) DivYld (%) NP Qtr (Rs Cr) Qtr Profit Var (%) Sales Qtr (Rs Cr) Qtr Sales Var (%) CMP/BV
Escorts 558 13.9 6,851.4 0.36 121.4 7.83 1,631.7 13.62 2.49
VST Till. Tract. 1,126 21.1 972.5 4.44 12.4 (63.26) 178.7 (26.03) 1.65
HMT 816.4 13.9 975.6 - - - - - 4.40
*TTM

FINANCIAL OVERVIEW
Q3 FY18 Performance Highlight

(in Million) Mar FY18  Jun FY18 Sept FY18 Dec FY18 Mar FY19 YoY (%) QoQ (%)
Revenue 1,436.10 1,511.29 1,398.36 1,655.06 1,631.66 13.62% -1.41%
Other Income 22.56 16.98 22.12 24.41 17.34
Total Income 1,458.66 1,528.26 1,420.48 1,679.48 1,649.00 13.05% -1.81%
Expenditure -1,268.64 -1,328.61 -1,244.73 -1,447.95 -1,449.36
As a % of Sales 88.34% 87.91% 89.01% 87.49% 88.83%
Interest -6.28 -2.87 -3.86 -4.28 -7.47 18.95% 74.53%
PBDT 190.03 199.65 175.75 231.53 199.64
As a % of Sales 13.23% 13.21% 12.57% 13.99% 12.24%
Depreciation -18.83 -20.57 -21.48 -21.52 -21.81
PBT 171.2 179.08 154.27 210.01 177.83 3.87% -15.32%
As a % of Sales 11.92% 11.85% 11.03% 12.69% 10.90%
Tax -58.65 -59.52 -51.62 -69.9 -56.48 -3.70% -19.20%
Net Profit 112.54 120.7 102.74 140.11 121.35 7.83% -13.39%
As a % of Sales 7.84% 7.99% 7.35% 8.47% 7.44%
Equity - 122.58 122.58 122.58 122.58 #VALUE! 0.00%
EPS (Rs) 9.42 10.1 8.6 11.72 10.15 7.75% -13.40%
CEPS (Rs) = 11.52 10.13 13.19 11.68
OPM % 13.23 13.21 12.57 13.99 12.24
NPM % 7.84 7.99 7.35 8.47 7.44
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Income Statement (Consolidated)

Y/E Mar (Rs Cr.) FY 15A FY 16A FY 17A FY 18A FY 19A FY 20P

Net Sales 4,113 3,538 4,123 5,007 6,262 7514 9,017
Other Operating Income - - 22 52 - 29 44
Expenditure 3,950 3,391 3,836 4,506 5,537 6,784 8,182
EBITDA 163 146 310 554 725 760 880
Depreciation 69 61 63 73 87 90 94
EBIT 94 85 246 480 637 670 786
Interest Expenses 58 52 32 29 20 34 34
PBT 36 33 214 451 618 636 752
Tax (6) 2 118 162 237 246 282
Other Income 65 61 a7 65 92 106 120
Extraordinary ltems (31) (15) (12) ) 5 . -
Net Income Before Adjustment 76 77 131 347 478 496 590
Minority Int./Income from Assoc. 0) 0) (1) 0) 9) ) -
Adjusted PAT 76 7 131 347 487 496 590

Balance Sheet (Consolidated)

Y/E Mar (Rs Cr.) FY 15A FY 16A FY 17A FY 18A FY 19A FY 20P

Equity share capita 119 119 123 123 123 123 123
Reserves & surplus 1,711 1,750 1,498 2,093 2,551 3,033 3,596
Share Warrents - - - - - . -
Misc Expenditure - - - - - ) -
Net worth 1,831 1,870 1,621 2,215 2,673 3,156 3,718
Minority Interest 15 13 2 0) 6 11 11
Share Application Money - - - - - . -
Loan Funds 107 88 72 29 21 17 17
Net deferred tax liability 14 12 - 20 53 53 53
Other Long-term Liabilities 35 34 17 9 11 13 16
Long-term Provisions 114 31 21 17 26 31 37
Total Liabilities 2,115 2,048 1,733 2,291 2,790 3,282 3,854
Net block 1,651 1,636 1,592 1,630 1,704 1,774 1,814
Investment, Loan & Adv. 464 462 147 190 216 344 546
Total Current Assets 1,388 1,290 1,460 2,153 2,770 3.492 4,312
Current Liabilities & Provisions 1,388 1,341 1,467 1,684 1,919 2.330 2,820
Net Current Assets 0 (51) ) 469 851 1,162 1,492
Total Assets 2,115 2,048 1,733 2,291 2,771 3,282 3,854

___________________________________________________________________________________________________________________________________________|
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Cash Flow (Consolidated)

Y/E Mar (Rs Cr.) FY 18A FY 19E FY 20P

Operating Cash Flow 472 500 820 551
Cash Flow from Investments (378) (450) (254) (304)
Cash Flow from Financing 0 (103) 35 42
Net Changes in Cash 94 (53) 600 290
Opening Cash 223 206 243 843
Closing Cash Balance 317 243 843 1,133

Research Analyst Details

Wealth Discovery Securities Pvt. Ltd.

SEBI Registration No.: INH100004571

Research Analyst: Rahul Agarwal, rahul@wealthdiscovery.in

Research Associate: Dushmanta Panda, dushmanta@wealthdiscovery.co.in
Research Associate: Divya Sood, divya@wealthdiscovery.co.in

The analyst(s) certify that all of the views expressed in this report accurately reflect his personal views about the subject company or companies
and its or their securities. He also certifies that no part of my compensation was, is or will be, directly or indirectly, related to the specific
recommendations or views expressed in this report. Unless otherwise stated, the individuals listed on the cover page of this report are analysts
in Wealth Discovery Securities Pvt. Ltd.

As to each individual report referenced herein, the primary research analyst(s) named within the report individually certify, with respect to
each security or issuer that the analyst covered in the report, that:

(1) all of the views expressed in the report accurately reflect his or her personal views about any and all of the subject securities or issuers; and

(2) no part of any of the research analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendations or
views expressed in the report.

For individual analyst certifications, please refer to the disclosure section provided in the annexure 1 attached to this report.
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Annexure 1
Research Disclosures and Disclaimer as required under SEBI (Research Analyst) Regulations, 2014
Wealth Discovery Securities Private Limited is also engaged in the business of Stock Broking and Depository Participants.

Disclaimer: This document has been prepared by Wealth Discovery Securities Private Limited (hereinafter referred to as WD) to provide
information about the company (ies) and/sector(s), if any, covered in the report and may be distributed by it and/or its affiliated company (ies).
This report is for personal information of the selected recipient/s and does not construe to be any investment, legal or taxation advice to you.
This research report does not constitute an offer, invitation or inducement to invest in securities or other investments and WD is not soliciting
any action based upon it. This report is not for public distribution and has been furnished to you solely for your general information and should
not be reproduced or redistributed to any other person in any form. This report does not constitute a personal recommendation or take into
account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation
in this material, investors should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice. The
price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize
losses on any investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital
may occur.

WD generally prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the
securities or derivatives of any companies that the analysts cover. Additionally, WD generally prohibits its analysts and persons reporting to
analysts from serving as an officer, director, or advisory board member of any companies that the analysts cover. Our salespeople, traders, and
other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are
contrary to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are
inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing
among other things, may give rise to real or potential conflicts of interest. WD and its affiliated company(ies), their directors and employees and
their relatives may; (a) from time to time, have a long or short position in, act as principal in, and buy or sell the securities or derivatives thereof
of companies mentioned herein. (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or
act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such
company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and
opinions.; however the same shall have no bearing whatsoever on the specific recommendations made by the analyst(s), as the recommendations
made by the analyst(s) are completely independent of the views of the affiliates of WD even though there might exist an inherent conflict of
interest in some of the stocks mentioned in the research report Reports based on technical and derivative analysis center on studying charts
company's price movement, outstanding positions and trading volume, as opposed to focusing on a company's fundamentals and, as such, may
not match with a report on a company's fundamental analysis. In addition WD has different business segments / Divisions with independent
research separated by Chinese walls catering to different set of customers having various objectives, risk profiles, investment horizon, etc., and
therefore may at times have different contrary views on stocks sectors and markets.

Unauthorized disclosure, use, dissemination or copying (either whole or partial) of this information, is prohibited. The person accessing this
information specifically agrees to exempt WD or any of its affiliates or employees from, any and all responsibility/liability arising from such misuse
and agrees not to hold WD or any of its affiliates or employees responsible for any such misuse and further agrees to hold WD or any of its affiliates
or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing this information due to
any errors and delays. The information contained herein is based on publicly available data or other sources believed to be reliable. Any
statements contained in this report attributed to a third party represent WD's interpretation of the data, information and/or opinions provided
by that third party either publicly or through a subscription service, and such use and interpretation has not been reviewed by the third party.
This Report is not intended to be a complete statement or summary of the securities, markets or developments referred to in the document.
While we would endeavor to update the information herein on reasonable basis, WD and/or its affiliates are under no obligation to update the
information. Also there may be regulatory, compliance, or other reasons that may prevent WD and/or its affiliates from doing so. WD or any of
its affiliates or employees shall not be in any way responsible and liable for any loss or damage that may arise to any person from any inadvertent
error in the information contained in this report. WD or any of its affiliates or employees do not provide, at any time, any express or implied
warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness
for a particular purpose, and no infringement. The recipients of this report should rely on their own investigations.
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The Research Analyst has not verified the accuracy of the financial information as sourced from external sources and in no way provides any
assurance as to the financial viability of such information. The subscriber is strongly advised to exercise his discretion and due diligence while
making investment decisions in respect of such stocks/securities.

WD and its associates have not received any compensation or other benefits from the Subject Company or third party in connection with the
research report. Subject Company may have been a client of WD or its associates during twelve months preceding the date of distribution of the
research report WD and/or its affiliates and/or employees may have interests/positions, financial or otherwise of over 1 % at the end of the
month immediately preceding the date of publication of the research in the securities mentioned in this report. To enhance transparency, WD
has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views
expressed in the report.

The views expressed in this research report accurately reflect the personal views of the analyst(s) about the subject securities or issues, and no
part of the compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations and views
expressed by research analyst(s) in this report. The research analysts, strategists, or research associates principally responsible for preparation
of WD research receive compensation based upon various factors, including quality of research, investor client feedback, stock picking,
competitive factors and firm revenues.

List of Associates of Wealth Discovery Securities Private Limited:

1. Wealth Discovery Commodities Private Limited.

2. Vasishtha Financial Consultants Private limited.

Disciplinary History: No disciplinary action has been initiated by SEBI against M/s Wealth Discovery Securities Private Limited or its associates.
Statements on ownership and material conflicts of interest, compensation (Rule 19, Chapter-Ill, SEBI (Research Analyst) Regulations, 2014):

In pursuance of provisions regarding disclosure requirements under Rule-19, Chapter-IIl of SEBI (Research Analyst) Regulations, 2014 it is hereby
declared that:

1. Wealth Discovery Securities Pvt. Ltd. (hereinafter referred to as “the company”) or any of its associates does not have any financial
interest in the subject company.

2. The company or any of its associates did not have actual/beneficial ownership of one percent or more of securities of the subject
company, at the end of the month immediately preceding the date of publication of the research report or date of the publication of
the research report or date of the public appearance.

3. The company or any of its associates do not have any other material conflict of interest at the time of publication of the research report
or at the time of public appearance.

4. The company or its associates have not received any compensation form subject company in the past 12 months.

5. The company or any of its associates has not managed or co-managed public offering of securities for the subject company in the past
12 months.

6. The company or any of its associates have not received any compensation for brokerage services, investment banking or merchant
banking from the subject company in the past 12 months.

7. The company or any of its associates have not received any compensation for products or services other than merchant banking,
investment banking or brokerage services from the subject company in the past 12 months.

8. The company or any of its associates have not received any compensation or other benefits from the Subject Company or third party
in connection with the research report.

9. The company or any of its associates have not received any compensation from the subject company in the past 12 months.

10. The subject company is not and was not a client of the company during 12 months preceding the date of distribution of the research
report and no services was provided to the subject company.

11. The company or its employees or associates has not served as an officer, director or employee of the subject company.

12. The company has not been engaged in market making activity for the subject company.

Regional Disclosures (outside India)

This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where
such distribution, publication, availability or use would be contrary to law, regulation or which would subject WD & its group companies to
registration or licensing requirements within such jurisdictions.
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Understanding financial needs.

Optimising returmns. ...

Head Office

Wealth Discovery Securities Pvt. Ltd.
1206, 12th Floor,
Kailash Building K.G. Marg.
Connaught Place
New Delhi-110001

Telephone:
91 +11-43444-666
91 +11-43444-623

Email:
info@wealthdiscovery.in

Website:

http://www.wealthdiscovery.in
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