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VST Tillers Tractors Limited

Government thrust on Agriculture; favorabl e for
product sé

Central Govt. has set up a target growth rate of 4% for agriculture
sector in the 11" five year plan against 2.3% achieved during 10 five
year plan. Govt. aims to achieve the target by promoting use of
machinery, easier credit availability, enhancing irrigation facilities
and providing high yielding seeds. Good monsoon, easier availability
of credit, increase in Minimum Support Prices (MSPs) and increased
emphasis on productivity are key value drivers for agricultural

machinery industry.

Power Tillers i Maj or Revenue Driveré

Company is market leader in Power Tiller market. It sold 19,068
Power tiller in FY10 against Industry Sales of 40,000. Govt. is
encouraging usage of Power tillers by providing purchase subsidy to
farmers. As the land holding size decreases, farmers preferPower
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Robust Margin Growth and Minimal Debt &
During FY 10, the net operating income of the company increased by
25.31% Due to improvement in operational efficiency, operating
profit and net profit increased by 42.47% and 46.42%, respectively.
ROE of the company increased from 21.31% in FY08 to 33.36% in
FY10. Company has very minimal debt (debtequity ratio of 0.02x),

translating i nto very low financial risk for shareholders.

Better utilization o f t he i | ed

During the last two years, Power Tiller and Tractor unit operated at

nst al capaci

155% and 172% of installed capacity leading to lower fixed cost per

unit and higher profitabili ty.
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Management:

Mr. VK Surendra Chairman Non Executive
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Mr. BC S Iyengar Executive Director
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Brief History:

VST Tillers Tractors Ltd. was incorporated as a joint venture by
V.S.T. Group, India with Mitsubishi Heavy Industries and
Mitsubishi 1967.
commenced production of Power Tillers and Diesel Engines in

Corporation, Japan in The company
1970. In 1984, company entered into an additional technical and
financial collaboration with Mitsubishi Agricultural Machinery

Company Ltd., Japan to manufacture 18.5 HP Tradors.

Mr. VP Mahendra is the managing director & CEO of the
company and holds a degree in Electrical Engineering. He has
been holding the post of managing director since 1989. The
board comprises of nine directors headed by non executive
chairman, 3 whole time directors, and 5 non executive director
out of which 4 are independent directors. Board members have
varied experience in the fields of automobiles, auto components

and banking.

Business Operations

VST Tiller Tractor Ltd. is Bangalore based manufacturer and
distributor of Power Tillers, Tractors, Diesel Engines and
Precision Components. Company is also involved in trading of
Rice Transplanters. It is one of the leading players in the
manufacturing and marketing of Power Tillers in the country.

Company also exports Power Tillers and Precision components.
More than 95% of the companyd sevenue is earned though sales
in domestic market; hence making it less vulnerable to

fluctuations in export demand.

Manufacturing and Distribution:

The company has a manufacturing units in Bangalore
(Karnataka), Mysore (Karnataka) and Hosur (Tamilnadu) .
Company sells its products through extensive countrywide

network of dealers.
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Govt. subsidy, good Agriculture sector contributed nc¢
monsoon and increase in Due to increasing population and uncertainty over food prices, Central
MSPs are the key growth Govt. has set a target of 4% growth rate for 11 five year plan against the
RNA JSNBE F2NJ 23%in 10" five year plan. Govt. aims to achieve this target by promoting
use of machinery, easier credit, enhancing irrigation facilities and
providing high yielding seeds. Govt. provides subsidy up to 50% on the
purchase of Power Tiller to farmers, subject to its eligibility criteria.

Govt. emphasis on productivity favors manufactures of agricultural
Power Tiller sales in

machinery.

India:

x Key value drivers for the Industry:

i e The area cultivated by small and marginal farmers (below 2 acre
g 25 land) has increased from 36% (199596) to 39% (2000-01) of total
il ig area under cultivation. Smaller land holding size favors Tillers and

10 Low HP Tractor since usage of high HP tractors becomes unviable.

o

FYOS FY0S FYO7 FYOS FY09 FY10 e The available labor force in rural India has been decreasing due to

— — ) migration of people to urban areas in search of work. NREGS has also
Source: Reporta h GSNIWBAS6 2F GKS | INRXO

Ay Ly RA-Habian dhadnbet of Glramerce reduced available labor force for agriculture. At the same time, the

available labor has become more costly for farmers.

¢ Indian has received agood monsoon this year and crop production is

expected to be very good.Good monsoon coupled with Increase in

Tractor sales in India: Minimum Support Price (MSP) of various crop s has lead to increase

g in purchasing power of farmers across the country.
300
g0 e Availability of easier credit by co-operatives and Public sector banks
© 200
150 along with subsidy provided by government has made financing of
100 . .
50 agricultural machinery easy.

0

FYO5S FYO6 FYO7 FYOB FYO9 FY10

o Better after-sales services and easier availability of spare parts has

Source: CMIE, Brickworks Research enhanced farmer sd c onf ihidesynQuality iofn

agricultural machinery has also improved in recent years.
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Existence of low cost Chinese players makes the industry competitive

but brand and good dealer network have acted in favor of established

players. Due to high growth rate, recently,
entered the Power Tiller market.

many new players have

In addition to th at, Mahindra has

launched a low priced 15HP tractor to trade up the customers of Power

Tillers. Government will encourage competition in industry for the

benefits of farmers.

Supplier's Power: Low

1. large no of suppliers

2. Low differentiation in raw material; low
switching cost;

3. Suppliers have minimal pricing power

4. Industry pricing is very senstive to
supplier's input

Buyer's Power: Medium

1. Large no. of fragmented and price
senstive buyers

2. Incrase in profitability and purchasing
power of buyers

3. Low brand loyality but good after sales is
an important criteria

Threat of New Entrants: Medium

1. High industry growth & limited capacity;
more opportunities for new entrant

2. Product need to pass Govt. specified
quality standard before launch in market

3. New entrant would have to invest in
dealer network and brand

Threat of Substitutes: Low

1. Except Human labour no other substitute
exist as of now

2. High switching cost

3. Price performance oflabour asa
substitute is comparatively low

Since more than 90% of agricultural machinery is sold on credit,

availability of easier credit from banks and government subsidy are

also working in favor of industry.

Increase in no of players is likely to put pressure on Power Tiller

prices. In addition to that, given price sensitive customers and rising

raw commaodity prices, the ability of a company to keep raw material

cost in check will be crucial.

The technological support from Mitsubishi (as per JV and technical

collaboration) and wide dealer network are the key competitive

advantages that VST Tillers Tractor Ltd. enjoys.
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Two year CAGR:
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4 5 SHyuity and
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during FY10 stood at
0.02x and 95.54x,
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VST Tiller
Tractors Sensex
3 Months 85.24 102.19
6 Months 79.76 114.22
1 Year 140.91 117.43
3 Year 310.00 101.09
5 Year 642.27 218.23

Source: CMIE, Prowess
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Robust margin growthéeé

Net Operating Income (In ¥Cr) 189.83 275.43 345.14
EBIDTA (InZCr) 24.55 44.93 64.01
PAT (In¥Cr) 14.40 28.91 42.33
Capital Structure:

Tangible Networth (In%Cr) 67.56 91.77 126.88
Debt (In ¥Cr) 2.45 0.56 2.31
Debt/Equity (x) 0.04 0.01 0.02
Profitability:

Operating Profit Margin 12.93% 16.31% 18.55%
Net Profit Margin 7.50%  10.50% 12.26%
ROCE 31.05%  45.67% 47.61%
ROE 21.31% 31.50%  33.206%
Coverage Ratio:

Interest Coverage (x) 46.532 84.77 05.54
Lquidity Ratio:

Quick Ratio 1.12 1.02 1.46
Current Ratio (x) 1.84 1.83 2,16

Source: CMIE, Company data

During FY10, net operating income of the company increased by 25.31%
from "~275.43 Cr in FY09 to "345.14 Cr in FY10. On CAGR basis the net
operating income, operating profit and net profit of the company increased
by 34.84%, 61.47% and 71.45% respectivelgver last 2 years.

Due to improvement in operating efficiency; operating profit increased by
42.47% and net profit increased by 46.42% in FY10.

Company has minimal debt (debt-equity ratio of 0.02x) and hence low
credit risk. The quick ratio and current ratio of the company improved
from 1.02x and 1.83x in FY09 to 1.46x and 2.16x in FY10 respectively,
pointing towards improved liquidity position of the company.
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Quarterly Performanceé

G5dzZNAy 3 GKS
operating revenue grew by

In~ Cr

20.71% on YOY basis and Net Operating Revenue 88.6 20.71% 106.95 14.59% 93.33
EBIDTA 15.46 12.68% 17.42 12.53% 15.48

Mn (Dp Cﬁ:f‘ 2 }/ \Y h V |PBT 14.65 13.99% 16.7 13.14% 14.76
PAT 9.35 10.50% 10.34 13.88% 9.08
Source: CMIE

During the second quarter of FY11, netoperating revenue grew by 20.71%
on YOY basisand 1459% on QOQ basis.PAT registered a spectacular
growth of 10.59% and 13.88% on YOY and QOQ basis, respectively.

Market Share of VST Tiller Quarterly Sales Breakup
and its Peers in Tractor:
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V S T Tillers Tractors Ltd. 360.38 38.80% 28.50% 0.13 2,71
Escorts Ltd. 1833.64 6.81% 6.51% 14.52 1.08
HMT Ltd. 5752.01 -4.04% -7.53% NA 24.32
Mahindra & Mahindra Lid. 26315.31 20.47% 31.11% 20.13 4.65
Source: CMIE

a/ 2YLI yé KI a
ROCE and RONW of 38.80%
and 38.50% during FY10. Its
share is trading at P/E of

Sales of power tillers and tractors contribute more than 80% of VST Tiller
Tractors Ltd. revenues. While VST Tiller manufactures tractors below 20
HP only, other players have a wide HP range in their tractor portfolio.
Despite this, VST Tillers Tractors has managed to outperform its peers by a

9'13xvas com,parEd to . significant margin, and achieved ROCE and RONW of 38.80% and 38.5%
9 a 02 NIl Exandl U Miin FY10, respectively. The stock is trading at P/E multiple of 9.13x and
a 9 as@t20.13x.c P/BV multiple of 2.71x.
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19068 Power Tillers in
FY10 up from 16691 in
FY09. Tractor sales also
increased to 3758 from
2327 during this
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Power Tillers and Tractors I Maj or Revenue Driver

The Po:
VST-Shakti brand of power tillers is manufactured and sold in two variants.

company is mar ket | eader in
Company also imports and sells low priced Chinese Tillers, catering to highly
price conscious customers. Central and state governments have encouraged
purchase of Power Tillers by providing purchase subsidy to farmers.
Company also sells manifhadkt urdoesanan
Brands of tractors. Both of them belong to below 20 HP category targeted at
small and marginal farmers. Company is small player in tractor market with

market share of 1.07% (FY10.

Sales Revenue Breakup:

100%
90%
80%
70% m Others
60% ® Precision Components
50% B Rice Transplanters
40% H Diesel Engines
30% ® Tractors
20% m Power Tillers
10%
0%
FYo8 FY09 FY10

Source: CMIE, Company Data, Brickwork Research

Presently, company derives more than 60% of its revenue from Power Tillers

making it vulnerable to fluctuations in demand of Power Tillers. Share of

Tractors and Rice Transplanters in sales has increased during last three

years. Sharefrom tractors increased to 23.5% in FY10 against 17.9% in FY08
and share from Precision Components has decreased to 1.8% in FY10 from
6.5% in FY08 due to negative growth in demand.
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Better utilization of the installed capacitye

e KS O2 Yaal y For the last three years the utilization of Tractor and Tiller unit stood at

: H more than 100%:; helping company benefit from lower fixed cost per unit.
installed capacity to ping pany p
manufacture 13000 o~ 25000
. . 180%
units of Tillers and 160% —— 20000
140%
Tractors, 3000 units of 120% ~ ]
’ oo — 15000
Diesel Engines and oo ’7%@%, - 10000 -
216000 units of o 5000 -
e o 0% T T T T |
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/| 2 Y L2 )f S )f uace _TD':::Ii‘éﬁ:f:;ig:g?gthggﬁzzon u Tillers & Tractors Installed Capacity
~Precision Componenets Capacity Utilisation * Tillers & Tractors Capacity Utlisation
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increased from 111%  Precision Components Installed Capacity u Diesel Engines Installed Capacity
B Precision Components Capacity Utilisation B Diesel Engines Capacity Utilisation
in FYO8 to 172% in

, Source: CMIE, Company Data, Brickwork Research
C, Mmng
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As on FY10,The company has an installed @pacity to manufacture 13000
units of Tillers and Tractors, 3000 units of Diesel Engines, 21600 units Of

Precision Components. However, the company has utilized 172% 10%,
55% of the installed capacity, respectively.

Due to large increase in demand, utilization of Power Tillers and Tractors
increased from 111% in FY08 to 172% in FY10. However, the capacity
utilization for Precision Components decreased from 91% FY08to 55% in

al GAEATFGAZ
Precision Components
unit decreased to 55%

in FY10 from 97% in

C, nopode

FY10 due to decrease in export demand. Also, utilization for Diesel
Engines improved marginally to 10% in FY10 from 8% in FY08 as the
demand remains sluggish.
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The Road Ahead?égé

Il ncrease in the purchasing capabil
decreasing land holding size provides tremendous opportunity for the
company to grow. To capture this demand the company is upgrading its

existing facilities.

Although the demand for power tiller is growing rapidly each year, the
competition is also bound to increase as more players enter this segment.
Company plans to introduce an 11HP light weight power tiller to keep its

position intact.

To strengthen its position in Tractor Marke t, Company has decided to enter
into higher HP category. Given that more than 90% of tractors sold in India
belong to above 20 HP categories, it is an important segment for the

company.

VST Tillero
categories, to keep rising raw material cost in check and to successfully

I n futur e, abil ity ctoro

counter competitive forces in the Power Tiller segment will be crucial for its
profitability and growth.
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Annexure [:

Profit & Loss Statement:

WICy
. |31.03.06]31.03.07 | 31.03.08 [ 31.03.09 | 31.03.10
SALES 131.09 164.10 190.83 276.67 346.35
Less: Indirect Taxes 0.71 0.86 1.00 1.24 1.21
INCOME FROM OPERATIONS: 130.38 163.24 189.83 275.43 345.14
COST OF PRODUCTION:
Raw material expenses 90.07 103.91 129.96 192.64 219.38
Packaging expenses 0.00 0.00 0.00 0.00 0.00
Purchase of finished goods 0.00 1.50 3.22 9.36 8.86
Power, fuel & water charges 1.31 1.50 1.66 1.96 2.05
Compensation to employees 12.26 14.92 16.35 18.52 21.05
Royalties, technical know-how fees, etc. 0.00 0.00 0.00 0.00 0.00
Lease rent & other rent 0.20 0.20 0.21 0.30 0.33
Repairs & maintenance 1.38 1.58 151 1.80 148
Insurance premium paid 0.29 0.29 0.26 0.30 0.22
Outsourced mfg. jobs (incl. job works, etc.) 0.00 0.00 0.00 0.00 0.00
TOTAL COST OF PRODUCTION: 105.51 123.90 153.17 224.88 253.37
Change in stock 0.97 -2.77 4.85 15.03 -1.05
GROSS PROFIT 25.84 36.57 41.51 65.58 90.72
Selling, General & Admin. Exp. 11.11 14.52 16.96 20.65 26.71
EBIDTA 14.73 22.05 24.55 44.93 64.01
Depreciation / Amortization 2.71 2.64 2.81 2.76 2.50
EBIT 12.02 19.41 21.74 42.17 61.51
Interest paid 1.10 0.45 0.53 0.53 0.67
PROFIT BEFORE TAX, OTHER INCOME &
EXTRAORDINARY ITEMS 10.92 18.96 21.21 41.64 60.84
Other Income 1.09 0.94 1.34 3.05 1.37
PROFIT BEFORE TAX & EXTRAORDINARY
ITEMS 12.01 19.90 22.55 44.69 62.21
Provision for direct taxes 4.14 7.00 7.86 15.23 19.47
PAT BEFORE EXTRAORDINARY ITEMS 7.87 12.90 14.69 29.46 42.74
Prior period & extraordinary expenses 0.45 0.35 0.29 0.55 0.41
PAT 7.42 12.55 14.40 28.91 42.33

Source: CMIE, Brickwork Research
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Annexure Il:

Balance Sheet:

6 1Qn
. [51.03.06]31.03.07]31.03.08[31.03.09 [ 31.03.10

LIABILITIES
SHARE CAPITAL, RESERVES & SURPLUS

Issued equity capital 5.76 5.76 5.76 5.76 8.64

Paid up preference capital 0.00 0.00 0.00 0.00 0.00

Reserves & surplus 41.62 51.48 62.50 86.36 118.24

Less: Expenses not written off 1.49 1.08 0.70 0.35 0.00
TOTAL NETWORTH 45.89 56.16 67.56 91.77 126.88
MINORITY INTEREST: 0.00 0.00 0.00 0.00 0.00
BORROWINGS:

Secured borrowings 0.36 2.79 2.39 0.56 2.31

Unsecured borrowings 0.37 0.18 0.06 0.00 0.00
NET DEFFERED TAX LIABLITY 3.89 3.77 3.39 3.42 1.31
TOTAL LIABLITIES 50.51 62.90 73.40 95.75 130.50
ASSETS
NET FIXED ASSETS 27.95 27.73 29.69 38.65 52.76
INTANGIBLE ASSETS 0.00 0.00 0.00 0.00 0.00
INVESTMENTS 0.84 0.84 4.49 5.00 4.35
CURRENT ASSETS, LOANS & ADVANCES (A):

Cash & bank balance 6.48 15.50 16.97 18.74 14.99

Other Current Assets 42.94 54.36 67.75 94.58 120.09

Loans & advances 1.46 1.35 1.09 1.29 1.45
CURRENT LIABLITIES & PROVISIONS (B): 29.16 36.88 46.59 62.51 63.14
NET WORKING CAPITAL (A-B) 21.72 34.33 39.22 52.10 73.39
TOTAL ASSETS 50.51 62.90 73.40 95.75 130.50
Contingent liabilities 0.67 1.42 16.40 0.79 1.54

Source: CMIE, Brickwork Research
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