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March 23, 2020 

CMP: | 625   Target:| 715 (14%)  Target Period: 12 months 

Escorts (ESCORT) 

 HOLD 

 

Kubota on-board, cash utilisation plans awaited… 

Escorts Ltd has announced that Kubota Corporation of Japan (global leader 

in farm mechanisation) would be acquiring a 10% stake in the company (on 

a post-dilution basis) via preferential allotment for a total sum of | 1,042 

crore (1.23 crore shares @ | 850/share). The company would be 

extinguishing an equivalent number of treasury shares (1.23 crore) currently 

held on the books by Escorts Benefit and Welfare Trust such that total shares 

outstanding remain unchanged at 12.25 crore shares. Post-dilution, the 

promoter group (Nanda family) would continue to hold ~13% stake in the 

company while holding of Escorts Benefit and Welfare Trust would be 

reduced by 10% to 17.5%. In addition to the investment, Kubota would get 

two board seats in Escorts. In a separate development, the company would 

be purchasing 40% stake in Kubota's India sales and distribution arm i.e. 

Kubota Agri Machinery India Pvt Ltd (KAI) for a total outgo of | 90 crore. The 

transactions are expected to be completed by H1FY21. 

Conference call takeaways 

 The deals announced signal a deepening of ties between the two players, 

who are already JV partners for manufacture and export of tractors (initial 

combined investment of | 300 crore for total capacity 50,000 units per 

annum; to be operational by Q2FY21) 

 Escorts envisages inheriting the following synergies from the recent 

collaboration and investment ; (1) presence of a strategic partner on 

board with R&D and technology expertise, (2) access to production 

knowledge of global <120 hp tractor leader, (3) opportunity to serve 

sourcing needs of Kubota's global operations 

 Kubota, on the other hand, tends to benefit from: (1) direct presence in 

one of the faster-growing players in a large agri market like India and (2) 

access to lower-cost but quality manufacturing and sourcing 

 Escorts does not intend to distribute the stake sale proceeds with 

shareholders, with future dividends to come from future profitability 

 On the cash utilisation front, the management guided that it is currently 

drawing up a five year plan and will finalise the same in a few months 

 In due course of time, Kubota may transfer and start procuring its 

components manufactured at Escorts while at some point in time it may 

also look at joint development of some construction equipment 

Valuation & Outlook 

We are enthused by Kubota’s entry as a strategic investor in Escorts, 

especially given its leadership in the farm implement space. Kubota brings 

a global presence, significant technological prowess and production 

excellence. However, we await cash utilisation plans at Escorts before any 

meaningful change in stance on the company. We are constrained by limited 

dividend payouts by Escorts in the past with no firm outlook, going forward. 

We value Escorts on an SOTP valuation basis and maintain our HOLD rating 

on the stock with a revised target price of | 715. 

 

Key Financials FY18 FY19 FY20E FY21E FY22E CAGR (FY19-22E)

Net Sales 4,995.1         6,196.4        6,015.6        6,275.8        6,946.8        3.9%

EBITDA 557.2            733.3           677.7           720.6           835.5           4.4%

EBITDA Margins (%) 11.2              11.8            11.3            11.5            12.0            

Net Profit 344.8            484.9           472.8           557.0           660.9           10.9%

EPS (|) 28.1              39.6            38.6            45.4            53.9            

P/E 22.2              15.8            16.2            13.8            11.6            

RoNW (%) 13.8              15.6            13.9            11.1            11.8            

RoCE (%) 21.0              21.7            17.7            14.5            14.9            
 

Source: Company, ICICI Direct Research 

 

Particulars 
 

Particular Amount

Market Capitalization (| Crore) 7,656.3

Total Debt (FY19) (| Crore) 286.7

Cash & Investments (FY19)  (| Crore) 622.2

EV (| Crore) 7,320.7

52 week H/L (|) 914 / 423

Equity capital (| crore) 122.6

Face value | 10
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Exhibit 1: Target price calculation 

Particulars Amount (|)

FY22E EPS (|/share, A) 54

P/E Multiple (x, B) 12.0

Value of Base Business (C =A*B) 648

No of Treasury Shares (crore) 2.1

Current Market Price (|/share) 625

Value of Investments (| crore) 1,341

Holding company discount (%) 40

Revised value of Investments (| crore) 804

Contribution per share (|/share, D) 67

Target Price (C+D) 715

Potential Upside (%) 14
 

Source: ICICI Direct Research 

 

Exhibit 2: Excerpts from company presentation 

 

Source: Company, ICICI Direct Research 

 

 

Exhibit 3: Excerpts from company presentation 

 

Source: Company, ICICI Direct Research 

 

 Established in 1890, Kubota Corporation has a 

large manufacturing presence in areas of farm 

mechanisation equipment, construction 

equipment, engines, pipes, pumps, water 

purification equipment, sewage treatment 

equipment, etc 

 

 Farm and construction equipment contributed 

82.6% to consolidated revenues in FY18, with 

water & environment forming 15.8%. With a 

footprint in over 120 countries (chiefly Japan, 

Asia, Europe, and North America), its 

consolidated revenues as of CY19 were at 

¥1.9 trillion (~| 1.3 lakh crore), with ~67% 

revenues contributed by exports 
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Financial Summary  

Exhibit 4: Profit and loss statement                                   | crore 

(Year-end March) FY19 FY20E FY21E FY22E

Total operating Income 6,196.4 6,015.6 6,275.8 6,946.8

Growth (%) 24.0 -2.9 4.3 10.7

Raw Material Expenses 4,040.3 3,683.4 3,851.4 4,247.5

Employee Expenses 471.7 511.7 531.5 573.4

Other expenses 750.7 762.1 795.7 873.6

Total Operating Expenditure 5,463.1 5,338.0 5,555.2 6,111.3

EBITDA 733.3 677.7 720.6 835.5

Growth (%) 44.1 -7.6 6.3 16.0

Depreciation 85.4 102.7 119.6 140.9

Interest 18.5 16.4 13.7 8.7

Other Income 80.8 80.3 152.3 164.0

PBT 722.4 629.6 739.6 850.0

Total Tax 237.5 156.8 186.4 214.2

PAT 484.9 472.8 557.0 660.9

Growth (%) 40.6 -2.5 17.8 18.7

EPS (|) 39.6 38.6 45.4 53.9
 

Source: Company, ICICI Direct Research 

Exhibit 5: Cash flow statement                                         | crore 

(Year-end March) FY19 FY20E FY21E FY22E

Profit after Tax 484.9 472.8 557.0 660.9

Add: Depreciation 85.4 102.7 119.6 140.9

(Inc)/dec in Current Assets -769.0 189.8 -242.4 -233.6

Inc/(dec) in CL and Provisions -49.9 -56.8 70.4 186.2

CF from operating activities -248.7 708.5 504.6 754.5

(Inc)/dec in Investments 93.8 -250.0 -1,000.0 -280.0

(Inc)/dec in Fixed Assets -147.3 -247.0 -297.0 -300.0

Others 0.0 0.0 0.0 0.0

(Inc)/dec in Deferred Tax Asset 0.0 0.0 0.0 0.0

CF from investing activities -80.9 -552.1 -1430.0 -651.6

Issue/(Buy back) of Equity 0.0 0.0 0.0 0.0

Inc/(dec) in loan funds 258.9 -100.0 -50.0 -50.0

Dividend paid & dividend tax -36.8 -36.8 -42.9 -49.0

Inc/(dec) in Sec. premium 0.0 0.0 1,029.8 0.0

Others 26.7 0.0 0.0 0.0

CF from financing activities 248.9 -136.8 936.9 -99.0

Net Cash flow -80.7 19.6 11.5 3.9

Opening Cash 311.9 231.1 250.7 262.2

Closing Cash 231.1 250.7 262.2 266.1
 

Source: Company, ICICI Direct Research 

 

 

Exhibit 6: Balance Sheet                                                   | crore 

(Year-end March) FY19 FY20E FY21E FY22E

Liabilities

Equity Capital 122.6 122.6 122.6 122.6

Reserve and Surplus 2,900.3 3,336.4 4,880.2 5,492.2

ESOP 0.0 0.0 0.0 0.0

Total Shareholders funds 3022.9 3458.9 5002.8 5614.7

Total Debt 286.7 186.7 136.7 86.7

Other non-current Liabilities 63.7 63.7 63.7 63.7

Long-term Provisions 24.5 24.5 24.5 24.5

Total Liabilities 3397.7 3733.8 5227.7 5789.6

Assets

Gross Block 2,501.6 2,701.6 3,051.6 3,371.6

Less: Acc Depreciation 924.7 1,014.4 1,120.7 1,247.0

Net Block 1,577.0 1,687.2 1,931.0 2,124.6

Capital WIP 53.1 103.1 53.1 28.1

Total Fixed Assets 1630.1 1790.3 1984.0 2152.7

Net Intangible Asset 53.8 37.8 21.5 11.9

Investments 862.0 1,162.0 2,289.7 2,619.7

Inventory 821.9 727.3 820.1 892.8

Debtors 932.0 824.1 945.7 1,046.8

Loans and Advances 20.0 29.0 34.7 49.7

Other Current Assets 298.9 302.7 324.9 369.8

Cash 231.1 250.7 262.2 266.1

Total Current Assets 2,303.9 2,133.7 2,387.6 2,625.1

Creditors 1,212.5 1,153.7 1,203.6 1,332.3

Provisions & Other Curr.Liab 386.8 388.8 409.3 466.9

Total Current Liabilities 1,599.3 1,542.5 1,612.9 1,799.1

Net Current Assets 704.6 591.2 774.7 826.0

Deferred Tax Asset -52.9 -52.9 -52.9 -52.9

Other non-current assets 117.7 122.9 128.1 149.7

Application of Funds 3397.7 3733.8 5227.7 5789.6
 

Source: Company, ICICI Direct Research 

 

Exhibit 7: Key ratios                                                          

(Year-end March) FY19 FY20E FY21E FY22E

Per share data (|)

EPS 39.6 38.6 45.4 53.9

Cash EPS 46.5 47.0 55.2 65.4

BV 246.6 282.2 408.1 458.0

DPS 2.5 2.5 3.5 4.0

Cash Per Share 75.4 82.8 91.4 101.7

Operating Ratios

EBITDA Margin (%) 11.8 11.3 11.5 12.0

PAT Margin  (%) 7.8 7.9 8.9 9.5

Inventory days 48.4 44.1 47.7 46.9

Debtor days 54.9 50.0 55.0 55.0

Creditor days 71.4 70.0 70.0 70.0

Return Ratios (%)

RoE 15.6 13.9 11.1 11.8

RoCE 21.7 17.7 14.5 14.9

RoIC 23.2 20.4 17.8 18.7

Valuation Ratios (x)

P/E 15.8 16.2 13.8 11.6

EV / EBITDA 10.0 10.3 8.2 6.7

EV / Net Sales 1.2 1.2 0.9 0.8

Market Cap / Sales 1.2 1.3 1.2 1.1

Price to Book Value 2.5 2.2 1.5 1.4

Solvency Ratios

Debt/ EBITDA 0.4 0.3 0.2 0.1

Debt / Equity 0.1 0.1 0.0 0.0

Current Ratio 1.6 1.5 1.6 1.6

Quick Ratio 0.9 0.9 1.0 1.0
 

Source: Company, ICICI Direct Research 
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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% 

 

 

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 Jaimin Desai, 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 Limited is a SEBI registered 

Research Analyst with 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 generally prohibits its analysts, persons reporting to analysts and their relatives 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 businesses may make investment decisions that are inconsistent with the recommendations expressed 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, 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 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 are engaged in various financial service businesses, they might have financial interests or beneficial ownership in 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 

use 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 

all 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. 

 

 


