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Cummins: Valuation snapshot (INfb)  POWergenset demand remains strong

Y/E Mar 2024E 2025E 2026  Genset channel check

Net sales 87.5 106.1 125.5

EBITDA 16 187 22.1 Ourchannel checks with genset players indicate that demand is fairly strong across key
Adj. PAT 15.4 181 21.5 segments and that players are ready for the emission shift. Inventory levels for CPCB 2
EPS (INR) 55.6 65.2 77.7 based gensets will start coming down from Apr‘24 onward as production for CPCB 2 based
EPS Gr. (%) 236 17.3 19.2 gensets has already stopped. Demand may see minor disruption during election months;
BV/Sh. (INR) 215 240 269.9 however, underlying long-term growth drivers remain intact even after minor disruption.
Ratios Pricing is higher by 20-40% across nodes and we expect it to be passed on to customers
ROE (%) 27.2 28.6 30.5 fully from Jul’24 onward. Companies are already taking initiatives for exporting new
RoCE (%) 245 259 27.6 products, which will start reflecting in few quarters. We maintain our positive stance on
Valuations key players in the genset industry and prefer KOEL over Cummins at the current

P/E (x) 498 424 35.6 vyaluations.

P/BV (x) 129 115 10.2

EV/EBITDA(x) 472 403 339 ey highlights from our interaction with genset players

Div Yield (%) 11 13 16 pemand remains strong

Our channel checks with genset industry players indicate that: 1) domestic demand
momentum remains strong across low-to-mid kVA ranges, driven by strong activity

KOEL: Valuation snapshot (INRb)

Y/E Mar 2024E 2025 20268 aCross manufacturing, hospitality, residential and commercial construction; 2) some
Net sales 481 565 656 Ppartofdemand momentum isalso contributed by pre-buying in low-to-mid kVA
EBITDA 55 7.1 89 range ahead of the norm implementation, particularly from residential and

Adj. PAT 36 48 6.1 commercial segments. Low-to-mid kVA range forms nearly 70-75% of overall genset
EPS (INR) 249 328 42.0 market; 3) HHP range forms the remaining market, and data centres remain a key
EPS Gr. (%) 336 31.7 280

growth driver for HHP genset, which is growing at a faster rate than low- to mid-

sv/_Sh' (NR) 1794 2034 234.2 range gensets; 4) Currently CPCB 2 products contribute to nearly 80% of the genset
atios

- . . .
ROE (%) 147 172 192 sales and the remaining comes from CPCB 4+, particularly from NCR. Inventory
ROCE (%) 144 170 191 levelsfor CPCB 2 will start coming down from Apr'24 onward as production will then
Valuations shift to CPCB 4+ ahead of the implementation timeline in Jul’24; 5) Most
P/E (x) 322 245 19.1 government contracts are already mandating the usage of gensets based on the
P/BV (x) 45 39 34 |atest norms; however, government contract-based demand may see minor
EV/EBITDA(x) ~ 20.8 158 12.2 djsruption during election months.
Div Yield (%) 08 1.1 14

Higher pricing takes into account technological shift

We see only limited possibility of a pricing war for CPCB 4+ products as the main
motive of all players is to cover the costs first, which are up by nearly 20-40% owing
to the technological shift. Hence, the buffer to take a hit in margins is limited.
Secondly, volume market shares of KOEL, Cummins, and Mahindra Powerol have
increased in the past few years, thereby negating the possibility of aggressive
competition to gain market share. These three players form nearly 70% of volumes
in the market. Thirdly, strong demand may continue to support higher pricing unlike
the last transition when demand was weak.
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Players with strong distribution network to benefit

New players or foreign players may not have as strong a distribution network as
Cummins and KOEL have, and hence it will be an advantage for these players despite
higher product prices. Aftermarket demand for CPCB 4+ will start kicking in over the
next 6-9 months after the launch.

Export markets seem to have bottomed out

Cummins’ exports were impacted by a demand slowdown across its key export
markets such as the US, Europe, Latin America and the Middle East. The company is
trying to grow exports via fit-for-market products and the penetration of CPCB 4+
products. KOEL targets to grow its exports in MHP and HHP range and is setting up
GOEM s in key regions. The export markets in less than 125 kVA range are highly
commoditized, with a larger share of Chinese imports and thus, both these
companies are focusing on higher ranges for exports.

Factors to watch out for in next few quarters

Genset market will remain mixed over the next few months owing to several events
such as election impact, transition to new norms, and expected private capex
recovery in select sectors. We would watch out for the following key factors in
coming quarters: 1) the impact of election-related disruption in genset demand
during May-Jun’24, 2) the implementation of CPCB 4+ norms in Jul’24 and demand
shift from higher nodes of CPCB 4+ (700-750 kVA) to cheaper nodes of CPCB 2 in
higher kVA categories such as 800-1000 kVA; 3) price stabilization in the next one
year as operating leverage kicks in.

Valuation and recommendation

Cummins is currently trading at 35x P/E and KOEL is trading at 19x P/E on Mar’26
estimates. We maintain our positive stance on key players in the genset industry
and prefer KOEL over Cummins at the current valuations.

12 March 2024



MoTiLAL OSWAL

Sector Update | Capital Goods

Demand growth to be led by real estate launches and data centre expansion

Exhibit 1: Residential real estate launches were strong in
last two years and would drive genset demand

Exhibit 2: Commercial real estate launches were also strong
in last two years and would drive genset demand
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Exhibit 3: Data Centre market seeing investments of USD4-
5b in capacity ramp-up (MW)

Source: Propequity

Exhibit 4: Powergen segment sales of Cummins have a high
correlation with IIP growth (%)
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Exhibit 5: Powergen segment sales of both Cummins and KOEL remained strong YoY in 9MFY24

KKC Powergen revenue trend (INR m)
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KOEL Powergen revenue trend (INR m)
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CPCB 4+ transition entails price hikes of 20-40%

Exhibit 6: Cummins commands a premium as seen in price points of key nodes for players
for CPCB 2 products (INR)

Node Cummins KOEL Mahindra Perkins Baudouin
15kva 2,60,000 2,50,000 2,60,000

62.5kva 5,30,000 5,20,000 5,10,000

125kva 7,80,000 7,25,000 6,89,915

160kva 11,10,000 10,25,000 9,75,000

200kva 12,66,000 12,50,000 12,25,000

320kva 19,50,000 18,40,000 18,60,000 21,56,000
400kva 26,48,000 23,50,000 21,70,000 23,00,000 23,10,000
500kva 29,48,000 26,98,750 25,00,000 25,00,000 24,50,000
625kva 38,50,000 35,50,000 38,00,000 37,00,000 39,00,000
750kva 50,00,000 48,50,000 50,00,000 47,00,000
1010kva 70,00,000 65,00,000 65,00,000 65,00,000
1250kva 98,00,000 90,00,000 92,00,000 90,00,000
1500kva 1,35,00,000 1,20,00,000 1,00,00,000

2000kva 1,50,00,000 2,00,00,000 1,66,00,000
2750kva 1,70,00,000

Source: Channel checks, Industry, MOFSL

Exhibit 7: Prices for CPCB 4+ products are at substantial premium to similar nodes for CPCB

2 (INR)

Node Cummins KOEL
15kva 3,35,000
20kva 3,50,000 3,40,000
30kva 6,35,000 6,25,000
40kva 7,33,000 7,67,000
58.5kva 8,26,000 8,66,000
82.5kva 11,95,000 11,80,000
125kva 14,50,000 14,55,000
160kva 16,50,000

200kva 24,25,000 19,25,000
250kva 26,75,000 22,50,000
500kva 42,00,000

Source: Channel checks, Industry, MOFSL
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Companies are taking steps to improve exports

Exhibit 8: Cummins exports have a strong correlation with India’s overall exports (%)
—O— Export growth of capital goods (%) =—O=—Export growth of Cummins (%)
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Exhibit 9: Engineering goods exports have been muted in the past few months;
expected to see a gradual improvement as macro challenges ease (USD b)

Monthly trend in exports (USD b)
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Exhibit 10: Cummins exports were impacted by weakness Exhibit 11: KOEL’s exports have started recovering as it
across geographies (INR m) continues to focus on improving exports (INR m)
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Exhibit 10: Sum-of-the-parts valuation of KOEL on Mar’26 estimates (INR/share)

Earnings/ Valn KOEL's Value f'or Per share
. Value KOEL's . .
book multiple (INR m) share share value  Valuation basis
0,

(INRm) (X) (%) (INR m) (INR)
KOEL valuation Value for KOEL's share
Core business 6,086 20.0 1,21,719 100.0 1,21,719 841 (INR m)
Investments
La Gajjar Machineries 104 10.0 1,042 100.0 1,042 7 10X P/E two-year forward earnings
Arka Fincap 11,100 12 13,320 100.0 13,320 97  L2XP/BVonexpanded book of

FY26E

Total

1,36,081 940

Source: MOFSL

Exhibit 12: KKC is trading at 35x Mar’26 estimates
P/E (x) Avg (x)
Min (x) ----#1SD = —--=--- 1SD

Exhibit 13: KOEL is trading at 19x Mar’26 estimates
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Financial Summary — Kirloskar Oil Engine

Standalone P&L — Kirloskar Oil Engine (INR m)
Y/E March FY20 FY21 FY22 FY23 FY24E FY25E FY26E
Total Income from Operations 28,775 26,944 32,997 41,161 48,150 56,548 65,594

Change (%) -10.2 -6.4 22.5 24.7 17.0 17.4 16.0
Raw Materials 18,740 17,431 22,912 27,897 32,260 37,604 43,620
Gross Profit 10,035 9,513 10,085 13,264 15,889 18,944 21,974
Employees Cost 2,178 1,989 2,070 2,365 2,889 3,393 3,936
Other Expenses 5,439 4,686 5,327 6,630 7,463 8,482 9,183
Total Expenditure 26,357 24,106 30,309 36,892 42,612 49,479 56,739

% of Sales 91.6 89.5 91.9 89.6 88.5 87.5 86.5
EBITDA 2,418 2,838 2,688 4,269 5,537 7,068 8,855

Margin (%) 8.4 10.5 8.1 10.4 11.5 12.5 13.5
Depreciation 666 622 772 848 883 935 992
EBIT 1,752 2,217 1,915 3,422 4,654 6,134 7,864
Int. and Finance Charges 38 64 62 54 54 40 24
Other Income 374 245 248 273 265 311 361
PBT bef. EO Exp. 2,087 2,398 2,100 3,641 4,865 6,405 8,200
EO Items 165 -84 527 0 0 0 0
PBT after EO Exp. 2,252 2,314 2,627 3,641 4,865 6,405 8,200
Total Tax 548 617 547 939 1,254 1,651 2,114

Tax Rate (%) 24.3 26.6 20.8 25.8 25.8 25.8 25.8
Reported PAT 1,704 1,697 2,080 2,703 3,611 4,753 6,086
Adjusted PAT 1,579 1,759 1,663 2,703 3,611 4,753 6,086

Change (%) -29.8 11.4 -5.4 62.5 33.6 31.7 28.0

Margin (%) 5.5 6.5 5.0 6.6 7.5 8.4 9.3
Standalone BS — Kirloskar Oil Engine (INR m)
Y/E March FY20 FY21 FY22 FY23 FY24E FY25E FY26E
Equity Share Capital 289 289 289 290 290 290 290
Total Reserves 18,013 19,542 21,105 23,028 25,672 29,153 33,610
Net Worth 18,302 19,832 21,395 23,318 25,962 29,443 33,900
Total Loans 156 793 976 751 601 401 201
Deferred Tax Liabilities 52 125 146 61 61 61 61
Capital Employed 18,510 20,749 22,517 24,131 26,624 29,905 34,162
Gross Block 14,904 16,281 16,990 17,425 18,425 19,525 20,735
Less: Accum. Deprn. 11,281 11,826 12,488 13,174 14,057 14,991 15,983
Net Fixed Assets 3,623 4,455 4,502 4,251 4,368 4,533 4,752
Capital WIP 744 549 393 664 664 664 664
Total Investments 11,014 15,340 16,722 16,925 16,925 16,925 16,925
Curr. Assets, Loans&Adv. 9,203 8,092 8,505 11,557 15,507 20,513 26,588
Inventory 3,003 2,652 3,031 4,685 6,139 7,210 8,364
Accounts Receivable 3,628 3,558 3,945 4,672 5,465 6,419 7,445
Cash and Bank Balance 171 294 314 338 1,895 4,704 8,411
Loans and Advances 1,349 872 656 852 996 1,170 1,357
Other Assets 1,051 716 558 1,011 1,011 1,011 1,011
Curr. Liability & Prov. 6,073 7,686 7,606 9,267 10,840 12,731 14,767
Accounts Payable 4,798 6,419 6,175 6,326 7,400 8,691 10,081
Other Current Liabilities 696 646 729 1,700 1,988 2,335 2,708
Provisions 580 622 702 1,241 1,452 1,705 1,978
Net Current Assets 3,129 406 899 2,291 4,667 7,783 11,821
Appl. of Funds 18,510 20,749 22,517 24,131 26,625 29,906 34,162

E: MOFSL Estimates
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Ratios: Kirloskar Oil Engine

Y/E March FY20 FY21 FY22 FY23 FY24E FY25E FY26E
Basic (INR)
EPS 10.9 12.2 11.5 18.7 249 32.8 42.0
Cash EPS 15.5 16.4 16.8 24.5 31.1 39.3 48.9
BV/Share 126.4 137.0 147.8 161.1 179.4 203.4 234.2
DPS 7.8 1.5 4.7 5.0 6.7 8.8 11.3
Payout (%) 66.5 12.8 32.6 26.8 26.8 26.8 26.8
Valuation (x)
P/E 73.6 66.1 69.9 43.0 32.2 24.5 19.1
Cash P/E 51.8 48.8 47.7 32.7 25.8 20.4 16.4
P/BV 6.4 5.9 5.4 5.0 4.5 3.9 3.4
EV/Sales 4.0 4.3 3.5 2.8 2.4 2.0 1.6
EV/EBITDA 48.1 41.1 43.5 27.3 20.8 15.8 12.2
Dividend Yield (%) 1.0 0.2 0.6 0.6 0.8 1.1 14
FCF per share 10.6 27.5 7.9 9.6 18.8 29.9 38.4
Return Ratios (%)
RoE 8.8 9.2 8.1 12.1 14.7 17.2 19.2
RoCE 8.8 9.2 8.0 11.8 14.4 17.0 19.1
RolC 21.5 29.2 31.4 45.0 51.8 61.7 74.0
Working Capital Ratios
Fixed Asset Turnover (x) 1.9 1.7 1.9 2.4 2.6 2.9 3.2
Asset Turnover (x) 1.6 1.3 1.5 1.7 1.8 1.9 1.9
Inventory (Days) 38 36 34 42 47 47 47
Debtor (Days) 46 48 44 41 41 41 41
Creditor (Days) 61 87 68 56 56 56 56
Leverage Ratio (x)
Current Ratio 15 1.1 11 1.2 1.4 1.6 1.8
Interest Cover Ratio 45.9 34.9 30.7 63.8 86.0 152.9 326.1
Net Debt/Equity -0.6 -0.7 -0.8 -0.7 -0.7 -0.7 -0.7
Standalone CFS - Kirloskar Oil Engine (INRm)
Y/E March FY20 FY21 FY22 FY23 FY24E FY25E FY26E
OP/(Loss) before Tax 2,252 2,314 2,627 3,641 4,865 6,405 8,200
Depreciation 666 622 772 848 883 935 992
Interest & Finance Charges 38 38 50 35 54 40 24
Direct Taxes Paid -679 -324 -567 -960 -1,254 -1,651 -2,114
(Inc)/Dec in WC 407 2,654 -157 -1,025 -819 -307 -331
CF from Operations 2,685 5,304 2,726 2,539 3,728 5,421 6,771
Others -396 -42 -782 61 0 0 0
CF from Operating incl EO 2,289 5,262 1,944 2,601 3,728 5,421 6,771
(Inc)/Dec in FA -752 -1,282 -804 -1,206 -1,000 -1,100 -1,210
Free Cash Flow 1,537 3,979 1,140 1,394 2,728 4,321 5,561
(Pur)/Sale of Investments 4,159 -2,855 680 3,235 0 0 0
Others -4,995 -1,316 -8,870 -3,585 0 0 0
CF from Investments -1,588 -5,453 -8,994 -1,556 -1,000 -1,100 -1,210
Inc/(Dec) in Debt 10 613 172 -236 -150 -200 -200
Interest Paid -38 -62 -53 -50 -54 -40 -24
Dividend Paid -940 -217 -578 -723 -966 -1,272 -1,629
Others -1,422 -20 7,529 -12 0 0 0
CF from Fin. Activity -2,391 314 7,070 -1,021 -1,171 -1,512 -1,853
Inc/Dec of Cash -1,690 123 20 23 1,558 2,808 3,708
Opening Balance 1,861 171 294 314 338 1,895 4,704
Closing Balance 172 294 314 338 1,895 4,704 8,411
12 March 2024 8
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Financial Summary — Cummins India

Standalone P&L — Cummins India (INRm)
Y/E March FY20 FY21 FY22 FY23 FY24E FY25E FY26E
Total Income from Operations 51,577 43,292 61,404 77,444 87,509 1,06,144 1,25,453

Change (%) -8.9 -16.1 41.8 26.1 13.0 21.3 18.2
Raw Materials 33,679 27,606 41,068 52,309 56,482 69,041 81,600
Gross Profit 17,899 15,687 20,336 25,135 31,027 37,103 43,853
Employee Cost 5,602 4,926 5,956 6,298 7,776 9,432 11,147
Other Expenses 6,434 4,965 5,529 6,411 7,292 9,014 10,603
Total Expenditure 45,715 37,497 52,553 65,018 71,550 87,487 1,03,351

% of Sales 88.6 86.6 85.6 84.0 81.8 82.4 82.4
EBITDA 5,863 5,795 8,851 12,426 15,959 18,657 22,102

Margin (%) 11.4 13.4 14.4 16.0 18.2 17.6 17.6
Depreciation 1,187 1,255 1,340 1,405 1,436 1,625 1,948
EBIT 4,676 4,540 7,511 11,022 14,523 17,033 20,154
Int. and Finance Charges 203 162 115 158 284 312 312
Other Income 3,315 3,702 2,875 4,200 4,841 5,646 6,843
PBT bef. EO Exp. 7,789 8,080 10,271 15,064 19,080 22,366 26,685
PBT after EO Exp. 7,789 8,080 10,271 15,064 19,080 22,366 26,685
Total Tax 1,297 1,901 2,463 3,623 4,588 5,379 6,417

Tax Rate (%) 16.7 23.5 24.0 24.0 24.0 24.0 24.0
Reported PAT 6,492 6,179 7,808 11,441 14,492 16,987 20,268
Adjusted PAT 7,072 6,350 8,284 12,460 15,407 18,068 21,544

Change (%) -3.2 -10.2 30.5 50.4 23.6 17.3 19.2

Margin (%) 13.7 14.7 13.5 16.1 17.6 17.0 17.2
Standalone BS — Cummins India (INR m)
Y/E March FY20 FY21 FY22 FY23 FY24E FY25E FY26E
Equity Share Capital 554 554 554 554 554 554 554
Total Reserves 41,195 43,513 47,972 53,125 59,048 65,987 74,272
Net Worth 41,750 44,068 48,527 53,680 59,603 66,541 74,827
Total Loans 4,854 156 3,933 3,500 3,500 3,500 3,500
Deferred Tax Liabilities 800 823 971 1,057 1,057 1,057 1,057
Capital Employed 47,404 45,047 53,430 58,237 64,160 71,098 79,384
Gross Block 20,894 20,337 22,278 23,458 26,178 30,837 35,664
Less: Accum. Deprn. 8,617 8,684 10,024 11,429 12,836 14,460 16,408
Net Fixed Assets 12,277 11,654 12,254 12,030 13,342 16,377 19,256
Capital WIP 800 1,275 608 413 608 608 608
Total Investments 18,606 13,892 15,939 21,042 21,042 21,036 21,036
Curr. Assets, Loans & Adv. 27,713 29,950 39,230 41,625 48,245 56,218 65,834
Inventory 5,729 5,578 7,288 8,862 10,013 12,145 14,355
Account Receivables 11,316 10,745 12,473 15,927 17,997 21,830 25,801
Cash and Bank Balance 4,538 9,652 14,267 13,808 16,814 18,094 20,774
Loans and Advances 2,448 1,517 2,646 539 610 739 874
Other Current Assets 3,682 2,459 2,556 2,488 2,812 3,410 4,031
Curr. Liability & Prov. 12,137 11,922 14,621 16,883 19,077 23,140 27,349
Other Current Liabilities 9,650 9,723 12,362 14,497 16,381 19,869 23,484
Provisions 2,487 2,199 2,258 2,386 2,697 3,271 3,866
Net Current Assets 15,576 18,029 24,609 24,741 29,168 33,079 38,485
Misc Expenditure 144 199 21 11 0 0 0
Appl. of Funds 47,404 45,047 53,430 58,237 64,160 71,098 79,384

E: MOFSL Estimates
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Financial Summary

Ratios: Cummins India

Y/E March FY20 FY21 FY22 FY23 FY24E FY25E FY26E
Basic (INR)

EPS 26 23 30 45 56 65 78
Cash EPS 29.8 27.4 34.7 50.0 60.8 71.0 84.7
BV/Share 150.6 159.0 175.1 193.7 215.0 240.0 269.9
DPS 17.0 14.0 10.5 25.0 30.9 36.3 43.2
Payout (%) 87.5 62.8 37.3 60.6 59.1 59.2 59.1
Valuation (x)

P/E 108.4 120.7 92.6 61.5 49.8 42.4 35.6
Cash P/E 92.8 100.8 79.7 55.3 45.5 38.9 32.6
P/BV 18.4 17.4 15.8 14.3 12.9 115 10.2
EV/Sales 14.9 17.5 12.3 9.8 8.6 7.1 6.0
EV/EBITDA 130.8 130.7 85.5 60.9 47.2 40.3 33.9
Dividend Yield (%) 0.6 0.5 0.4 0.9 1.1 1.3 1.6
FCF per share 13.1 24.3 28.1 23.7 42.8 42.0 54.0
Return Ratios (%)

RoE 17.0 14.8 17.9 24.4 27.2 28.6 30.5
RoCE 14.6 13.9 16.3 21.1 24.5 25.9 27.6
RolC 15.7 15.9 26.7 36.7 45.3 45.3 44.8
Working Capital Ratios

Fixed Asset Turnover (x) 2.5 2.1 2.8 3.3 3.3 3.4 3.5
Asset Turnover (x) 1.1 1.0 1.1 1.3 1.4 1.5 1.6
Inventory (Days) 41 47 43 42 42 42 42
Debtor (Days) 80 91 74 75 75 75 75
Leverage Ratio (x)

Current Ratio 23 2.5 2.7 2.5 2.5 2.4 2.4
Interest Cover Ratio 23.1 28.1 65.3 69.8 51.1 54.5 64.5
Net Debt/Equity -0.4 -0.5 -0.5 -0.6 -0.6 -0.5 -0.5
Standalone CFS — Cummins India (INRm)
Y/E March FY20 FY21 FY22 FY23 FY24E FY25E FY26E
OP/(Loss) before Tax 7,599 8,711 9,614 11,631 19,379 21,672 26,219
Direct Taxes Paid -1,609 -832 -2,543 -3,520 -4,588 -5,379 -6,417
CF from Operations 5,990 7,879 7,071 8,111 14,791 16,294 19,802
(Inc)/Dec in FA -2,366 -1,140 705 -1,540 -2,933 -4,659 -4,827
Free Cash Flow 3,623 6,738 7,776 6,571 11,858 11,635 14,975
(Pur)/Sale of Investments -1,163 -75 -7,597 376 0 6 0
Others 1,395 1,371 1,030 1,857 0 0 0
CF from Investments -2,135 155 -5,862 694 -2,933 -4,652 -4,827
Dividend Paid -5,681 -3,881 -4,435 -6,237 -8,569 -10,049 -11,982
Others 1,572 -4,844 3,661 -607 -284 -312 -312
CF from Fin. Activity -4,109 -8,724 -774 -6,844 -8,853 -10,361 -12,295
Inc/Dec of Cash -254 -691 434 1,960 3,005 1,280 2,680
Opening Balance 7,379 4,538 9,652 14,267 13,808 16,814 18,094
Other adjustments -2,587 5,804 4,181 -2,420

Closing Balance 4,538 9,652 14,267 13,808 16,814 18,094 20,774

E: MOFSL Estimates
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