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UBS Investment Research 

Maruti Suzuki India 
 

Strong growth outlook   

 Raising volume estimates on strong domestic and export growth  
We are raising our volume estimates by 7% for FY10 and 4% for FY11 driven by
expectation of stronger growth in both domestic and export markets. Domestic
outlook remains strong as indicated by our UBS July Auto dealer survey. Maruti
dealers remain the most optimistic. We are raising our FY10 domestic growth
estimate from 10% to 15%. Exports are being driven by strong demand due to 
scrapping incentives in EU. However, the company expects growth from non-EU 
markets to help support A-Star demand post expiry of EU scrapping schemes. 

 Margin improvement story remains intact 
Despite reduction in commodity prices, Maruti’s raw material (RM) cost have seen
the most limited reduction due to appreciation of the yen and change in sales mix
towards newer models. We expect margins to improve going forward driven by
reduction in imports, improved margins for newer models and reduction in power
and fuel cost at Manesar plant along with improvement from higher volumes. 

 Raising estimates  
We are therefore raising our EBITDA margin estimates for FY10/FY11 from
12.5%/13% to 12.7%/13.9%. We are correspondingly raising our EPS estimates for 
FY10/FY11 by 11%/15% from Rs 67.33/82.78 to Rs 74.79/95.58 respectively. 

 Valuation: Maintain Buy, Increase PT to Rs 1,700 (from Rs 1,540) 
We raise our 12-month price target from Rs 1,540.00 to Rs 1,700.00. We derive
our price target based on 9x FY11 EV/EBITDA. 
  

Highlights (Rsm) 03/08 03/09 03/10E 03/11E 03/12E
Revenues 185,257 211,008 276,071 320,634 365,324
EBIT (UBS) 20,950 12,639 26,329 34,552 38,741
Net Income (UBS) 18,404 12,285 21,609 27,616 30,899
EPS (UBS, Rs) 63.70 42.52 74.79 95.58 106.95
Net DPS (UBS, Rs) 5.00 3.50 8.97 11.47 12.83 
Profitability & Valuation 5-yr hist av. 03/09 03/10E 03/11E 03/12E
EBIT margin % 11.0 6.0 9.5 10.8 10.6
ROIC (EBIT) % 61.3 28.2 44.5 48.4 49.7
EV/EBITDA (core) x 7.5 7.6 10.5 8.1 6.8
PE (UBS) x 14.9 15.2 19.2 15.0 13.4
Net dividend yield % 0.5 0.5 0.6 0.8 0.9 
Source: Company accounts, Thomson Financial, UBS estimates. (UBS) valuations are stated before goodwill, exceptionals and other special items. 
Valuations: based on an average share price that year, (E): based on a share price of Rs1,436.65 on 31 Aug 2009 23:39 EDT   
 
Sonal Gupta 
Analyst 
sonal.gupta@ubs.com 
+91-22-6155 6063 
 

  
Global Equity Research 
India 

Automobile Manufacturers 

12-month rating Buy 
 Unchanged 
12m price target Rs1,700.00/US$34.91 
 Prior: Rs1,540.00/US$31.63 

Price Rs1,436.65/US$29.51 
RIC: MRTI.BO BBG: MSIL IB  

1 September 2009
 
Trading data (local/US$) 
52-wk range Rs1,487.10-460.05/US$31.33-9.20
Market cap. Rs415bn/US$8.52bn
Shares o/s 289m (ORD)
Free float 46%
Avg. daily volume ('000) 130
Avg. daily value (Rsm) 162.8
 
Balance sheet data 03/10E 
Shareholders' equity Rs116bn
P/BV (UBS) 3.6x
Net Cash (debt) Rs15.4bn
 
Forecast returns 
Forecast price appreciation +18.3%
Forecast dividend yield 0.7%
Forecast stock return +19.0%
Market return assumption 11.8%
Forecast excess return +7.2%
 
EPS (UBS, Rs) 
  03/10E 03/09
 From To Cons. Actual
Q1E 16.83 18.70 - 10.63
Q2E 16.83 18.70 - 10.63
Q3E 16.83 18.70 - 10.63
Q4E 16.83 18.70 - 10.63
03/10E 67.33 74.79 71.15
03/11E 82.78 95.58 85.78
 
Performance (Rs) 
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Raising FY10 forecast on stronger outlook  
We are raising our FY10 volume growth forecast from 10% to 15% driven by 
our expectation of a stronger sustainable recovery in volumes for passenger 
vehicle segment. We believe improving economic growth outlook and finance 
availability will help drive recovery in urban demand. We see little impact on 
rural consumption from weak monsoons (Refer to “India Auto Sector—
Overcoming monsoon fears”, 12 August 2009). 

Chart 1: Maruti domestic volumes showing strong recovery 
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Further our Jul-Aug Auto dealer survey indicates that Maruti dealers remain the 
most positive.  88% of dealers expect sales to grow 5-15% or more in the next 
two months. Maruti dealers have the highest cash sales and are likely to benefit 
from further improvement in finance availability. (Refer to “July 2009 Auto 
Dealer Survey – Outlook continues to improve”, 24 August 2009). 

Table 1: Maruti volume sales by segment 

(Unit sales) FY 06 FY 07 FY 08 FY09E FY10E FY11E FY12E

A1 segment 89,223  79,245 69,553 48,687 34,081 23,857  23,857 

A2 segment total 335,139  440,375 499,280 514,072 612,430 693,504  777,558 

A3 segment total 31,939  29,667 49,335 76,073 100,073 125,087  143,047 

UV segment total 70,740  86,312 93,656 76,796 76,796 76,796  76,796 

Domestic Car sales  527,041  635,599 711,824 715,628 823,381 919,244  1,021,259 

YoY growth 8% 21% 12% 1% 15% 12% 11%

Exports        

A - star (sold as Alto)    15,000 130,000 130,000  156,000 

Others 34,784  39,295 53,024 50,373 30,224 36,268  39,895 

Exports total 34,784  39,295 53,024 65,373 160,224 166,268  195,895 

YoY growth -29% 13% 35% 23% 145% 4% 18%

Total sales volume 561,822  674,924 764,848 781,001 983,604 1,085,513  1,217,154 

YoY growth 4.8% 20.1% 13.3% 2.1% 25.9% 10.4% 12.1%

Source: CRISIL, UBS Estimates 

UBS Auto Dealer Survey indicates 
Maruti dealers are the most optimistic 
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Export outlook is mixed 

We are raising our FY10 export estimate for A-Star from 100,000 to 130,000 
and FY11 from 120,000 to 130,000. Current strong growth in exports is being 
driven primarily by strong demand for A-Star (as Suzuki Alto and Nissan Pixo) 
in EU post the launch of scrapping incentive schemes. However, the outlook for 
exports remain unclear with most EU scrapping schemes likely to expire by end-
FY10. 

In Germany, out of the 2mn units targeted under the Eur5bn scrappage plan, 
c1.7mn units have received the incentive, our Korean Analyst based on 
discussion with Hyundai Motors expects the German program to be all used up 
by Sept2009. France (Eur1,000 per vehicle), and Italy (Eur1,500) will expire at 
end-2009, while UK (GBP2,000) and Spain (Eur2,000) will expire in 
March/April 2010. (Refer “Korea Autos – Scrap incentives expiring in some 
markets” dated Aug 24, 2009) 

Management is not sure how the demand for A-Star (Suzuki Alto) will look post 
the expiry of scrapping schemes in EU. Nissan (Pixo) order has been increased 
to 54,000 units for FY10, however, there are no indications if the FY11 quantum 
will remain the same. However, the company hopes to offset part of the slow 
down in EU demand post scrapping by stronger growth from non EU markets. 
Maruti has launched the car as Suzuki Celerio in Latam, Middle East, Australia 
& New Zealand and North Africa.  

 

Margins likely to improve further with cost reduction 

We believe the margin improvement story at Maruti is not yet over. Maruti has 
seen the most muted decline in raw material cost compared with our other 
coverage cos.  

Chart 2: Raw material cost (as %age of Net sales) is muted for Maruti 
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We believe there are 3 reasons for the more muted reduction: 

1) Higher price increases taken by players in other segments in FY09 as 
compared to Maruti. 

EU scrapping schemes driving strong 
growth 

EU scrapping schemes expiring 
between Sep’09 – Apr’10 

Mgmt. expects Non-EU markets to help 
support demand post expiry of 
scrapping schemes 
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2) Negative impact of sharp yen appreciation in H2FY09 increased 
Maruti’s import cost 

3) Shift in product mix towards newer launches like the A-Star and Ritz 
further increased material cost. 

We expect Maruti’s margins to improve further going forward driven by: 

 Maruti is looking at increasing its vendor localisation, which will help reduce 
impact of yen on material costs. 

 Improved margins for newer launches (i.e., A-Star and Ritz) driven by cost 
reduction with learning curve effect. 

 Reduction in power and fuel cost at Manesar plant. The plant currently 
operates the plant on diesel, the shifting of plant to natural gas would help 
save Maruti Rs 800 – Rs1,000/ car.  

 

Table 2: Cost structure (As % of net sales) 

 FY2005 FY2006 FY2007 FY2008 FY 2009 FY2010E FY2011E FY2012E

Raw Material 71.1% 70.1% 69.0% 69.4% 73.4% 71.0% 70.0% 70.3%

Other Variable expenses 9.6% 9.7% 10.6% 11.0% 11.4% 11.8% 12.0% 11.9%

Fixed expenses 4.8% 5.1% 5.5% 5.2% 5.8% 4.5% 4.2% 4.0%

EBITDA margin  14.5% 15.2% 15.0% 14.4% 9.4% 12.7% 13.9% 13.7%

Source: Company data, UBS Estimates 

Earnings Estimates Changes 

 

Table 3: Earnings estimate changes 

Rs m Old Forecasts New Forecasts Change 

 FY10E FY11E FY12E FY10E FY11E FY12E FY10E FY11E FY12E

Domestic         789,292          882,541       823,381      919,244      1,021,259 4% 4%

Exports         130,224          156,268       160,224      166,268         195,895 23% 6%

Total         919,515       1,038,809       983,604   1,085,513      1,217,154 7% 4%

Net Sales         254,714          301,934       276,071      320,634         365,324 8% 6%

EBITDA           31,854            39,164         34,927        44,440           50,112 10% 13%

% margin 12.5% 13.0% 12.7% 13.9% 13.7% 15bps 86bps

Depreciation             8,598              9,888           8,598          9,888           11,371 0% 0%

Interest                960              1,100              960          1,100             1,100 0% 0%

PBT           27,796            34,177         30,869        39,452           44,141 11% 15%

Tax             8,339            10,253           9,261        11,836           13,242 11% 15%

Effective Tax rate 30% 30% 30% 30% 30% 0bps 0bps

PAT           19,457            23,924         21,609        27,616           30,899 11% 15%

Source: UBS Estimates 
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Table 4: Earnings sensitivity 

 FY2010E FY2011E FY2012E

+1% Volume 1.3% 1.2% 1.3%

-1% Volume -1.3% -1.2% -1.3%

+1% EBITDA Margin 8.9% 8.1% 8.3%

-1% EBITDA Margin -8.9% -8.1% -8.3%

Source: UBS Estimates 

 

Valuations 
We believe Maruti’s valuation remains attractive, given the prospect of 
improving margins and strong volume growth. We now expect an EBITDA 
CAGR of 50% over FY09-11. We believe Maruti will continue to trade at the 
higher end of its trading range, given strong volume growth outlook. 

Table 5: Price target derivation 

(Rs m) FY11E

EBITDA 44,440 

EV/EBITDA  9.0 

Target EV 425,481 

Net Debt (64,131)

Equity value 489,612 

Equity value/share (Rs) 1,694

Target Price (Rs) 1,700

Source: UBS Estimates 

 

Chart 3: Maruti Fwd PE band chart  Chart 4:Maruti Fwd EV/EBITDA chart 
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Table 6: Global OEM valuations 

 Price (LC) Mcap P/E EV/EBITDA 

Company Rating 
 Price 
Target  31-Aug-09 USDm

2008E/ 
FY09E

 2009E/ 
FY10E 

 2010E/ 
FY11E  

2008E/ 
FY09E 

 2009E/ 
FY10E 

 2010E/ 
FY11E 

 India               27.0          18.3         14.9        12.2           10.4           8.8 

 Bajaj Auto   Sell         830              1,215       3,599        31.0          23.4          18.7         15.5           12.6          11.4 

 Hero Honda Ltd.   Neutral      1,590              1,511       6,176        24.1          16.4          14.6         16.4           10.9            9.1 

 Maruti Suzuki India   Buy      1,700              1,437       8,494        33.8          19.2          15.0           7.6           10.5            8.1 

 Mahindra & Mahindra   Buy         861                  860       4,201        19.1          14.1          11.5           9.2             7.6            6.8 

 Tata Motors Ltd.   Sell         140                  489       4,056          7.1        122.1          42.4           3.9             5.9            5.2 

               

 Europe               28.8       (60.6)       (41.7)         7.0           13.1           5.2 

 Daimler AG   Buy           36                    31     45,858        22.3         (33.7)          29.2           6.7           30.2            6.1 

 BMW   Neutral           35                    32     29,039        64.1       (240.2)          33.3           5.2             5.7            4.1 

 Volkswagen AG   Sell         130                  135     76,802        14.3          35.6          46.7           8.0             6.8            7.2 

 Renault SA   Neutral           25                    31     12,815        14.2           (4.2)      (275.8)          8.3             9.5            3.3 

 Peugeot SA   Sell           17                    20       6,786      (14.4)           (3.3)          36.8           4.2           23.5            3.1 

 Fiat SpA   Buy           10                      8     14,180          6.4         (27.5)        (46.9)          4.0             6.8            5.3 

               

 Japan                 8.7          (8.7)         25.4          9.1             8.4           5.6 

 Toyota Motor   Buy      4,800              3,990   147,890      (28.7)         (77.2)          27.9         13.3           12.3            7.1 

 Honda Motor   Buy      3,500              2,935     57,890        38.9          54.9          19.9           6.4             6.8            5.6 

 Nissan Motor   Neutral         680                  650     31,588      (11.3)         (51.9)          37.8         11.3             7.3            4.5 

 Suzuki Motor   Neutral      2,500              2,220     12,950        35.8          39.3          16.1           5.4             7.2            5.2 

      

 Asia               26.9          12.2         10.8          5.6             7.3           6.6 

 Hyundai Motor   Buy  105,000         106,000     18,601        15.9          13.4          12.4           4.6             8.4            8.2 

 Denway Motors   Neutral             4                      3       3,346        12.4          11.8          11.2     (189.9)       (217.1)      (252.3)

 Astra International   Buy    35,500            30,150     12,041        13.3          14.7          12.3           3.9             6.9            5.5 

 Kia Motors Corporation   Neutral    18,500            16,900       4,700        51.6            8.5            7.7           8.3             6.5            6.2 

Source: UBS Estimates 
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Income statement (Rsm) 03/05 03/06 03/07 03/08 03/09 03/10E % ch 03/11E % ch 03/12E % ch
Revenues 112,799 124,642 151,179 185,257 211,008 276,071 30.8 320,634 16.1 365,324 13.9
Operating expenses (ex depn) (96,289) (105,747) (128,572) (158,580) (191,204) (241,143) 26.1 (276,194) 14.5 (315,213) 14.1
EBITDA (UBS) 16,510 18,895 22,607 26,677 19,804 34,927 76.4 44,440 27.2 50,112 12.8
Depreciation (4,771) (2,891) (2,755) (5,727) (7,165) (8,598) 20.0 (9,888) 15.0 (11,371) 15.0
Operating income (EBIT, UBS) 11,739 16,004 19,852 20,950 12,639 26,329 108.3 34,552 31.2 38,741 12.1
Other income & associates 2,019 2,125 3,715 5,957 4,928 5,500 11.6 6,000 9.1 6,500 8.3
Net interest (377) (223) (404) (625) (545) (960) 76.1 (1,100) 14.6 (1,100) 0.0
Abnormal items (pre-tax) 0 0 0 0 0 0 - 0 - 0 -
Profit before tax 13,381 17,906 23,163 26,282 17,022 30,869 81.4 39,452 27.8 44,141 11.9
Tax (4,580) (5,740) (7,280) (7,878) (4,737) (9,261) 95.5 (11,836) 27.8 (13,242) 11.9
Profit after tax  8,801 12,166 15,883 18,404 12,285 21,609 75.9 27,616 27.8 30,899 11.9
Abnormal items (post-tax) 0 0 0 0 0 0 - 0 - 0 -
Minorities / pref dividends 0 0 0 0 0 0 - 0 - 0 -
Net income (local GAAP) 8,801 12,166 15,883 18,404 12,285 21,609 75.9 27,616 27.8 30,899 11.9
Net Income (UBS) 8,801 12,166 15,883 18,404 12,285 21,609 75.9 27,616 27.8 30,899 11.9

Tax rate (%) 34 32 31 30 28 30 7.8 30 0.0 30 0.0
Pre-abnormal tax rate (%) 34 32 31 30 28 30 7.8 30 0.0 30 0.0

Per share (Rs) 03/05 03/06 03/07 03/08 03/09 03/10E % ch 03/11E % ch 03/12E % ch
EPS (local GAAP) 30.46 42.11 54.97 63.70 42.52 74.79 75.9 95.58 27.8 106.95 11.9
EPS (UBS) 30.46 42.11 54.97 63.70 42.52 74.79 75.9 95.58 27.8 106.95 11.9
Net DPS 2.00 3.50 4.50 5.00 3.50 8.97 156.5 11.47 27.8 12.83 11.9
Cash EPS 46.98 52.12 64.51 83.52 67.32 104.55 55.3 129.81 24.2 146.30 12.7
BVPS 155.26 193.23 242.51 299.97 333.16 401.56 20.5 484.07 20.5 576.39 19.1

Balance sheet (Rsm) 03/05 03/06 03/07 03/08 03/09 03/10E % ch 03/11E % ch 03/12E % ch
Net tangible fixed assets 19,539 20,491 29,412 41,139 50,837 60,239 18.5 68,351 13.5 74,980 9.7
Net intangible fixed assets 0 0 0 0 0 0 - 0 - 0 -
Net working capital (incl. other assets) 3,434 1,819 (450) (214) 1,362 9,929 629.0 9,858 -0.7 10,405 5.5
Other liabilities (1,123) (810) (1,712) (1,744) (1,598) (2,370) 48.3 (3,356) 41.6 (4,460) 32.9
Operating invested capital 21,850 21,500 27,250 39,181 50,601 67,798 34.0 74,853 10.4 80,925 8.1
Investments 15,833 21,147 35,146 52,649 32,772 32,772 0.0 32,772 0.0 32,772 0.0
Total capital employed 37,683 42,647 62,396 91,830 83,373 100,570 20.6 107,625 7.0 113,697 5.6
Shareholders' equity 44,857 55,825 70,065 86,665 96,253 116,015 20.5 139,853 20.5 166,525 19.1
Minority interests 0 0 0 0 0 0 - 0 - 0 -
Total equity 44,857 55,825 70,065 86,665 96,253 116,015 20.5 139,853 20.5 166,525 19.1
Net debt / (cash) (7,174) (13,178) (7,669) 5,165 (12,880) (15,445) 19.9 (32,228) 108.7 (52,827) 63.9
Debt deemed provisions 0 0 0 0 0 0 - 0 - 0 -
Total capital employed 37,683 42,647 62,396 91,830 83,373 100,570 20.6 107,625 7.0 113,697 5.6

Cash flow (Rsm) 03/05 03/06 03/07 03/08 03/09 03/10E % ch 03/11E % ch 03/12E % ch
Operating income (EBIT, UBS) 11,739 16,004 19,852 20,950 12,639 26,329 108.3 34,552 31.2 38,741 12.1
Depreciation 4,771 2,891 2,755 5,727 7,165 8,598 20.0 9,888 15.0 11,371 15.0
Net change in working capital (943) 1,615 2,269 (236) (1,576) (8,567) 443.6 71 - (547) -
Other (operating) (163) 0 0 0 0 0 - 0 - 0 -
Operating cash flow 15,404 20,510 24,876 26,441 18,228 26,361 44.6 44,510 68.9 49,565 11.4
Net interest received / (paid) (377) (223) (404) (625) (545) (960) 76.1 (1,100) 14.6 (1,100) 0.0
Dividends paid (660) (1,153) (1,519) (1,693) (1,183) (2,956) 149.9 (3,778) 27.8 (4,227) 11.9
Tax paid (5,263) (6,053) (6,377) (7,846) (4,851) (8,489) 75.0 (10,849) 27.8 (12,139) 11.9
Capital expenditure   (4,625) (1,790) (11,238) (16,789) (16,408) (18,000) 9.7 (18,000) 0.0 (18,000) 0.0
Net (acquisitions) / disposals 0 0 0 0 0 0 - 0 - 0 -
Other 1,389 (5,314) (13,999) (17,503) 19,877 0 - 0 - 0 -
Share issues 2 120 (124) 0 (1,720) 1,709 - 0 - 0 -
Cash flow (inc)/dec in net debt 8,039 8,222 (5,070) (12,058) 18,326 3,165 -82.7 16,783 430.4 20,600 22.7
FX / non cash items (180) (2,218) (439) (776) (281) (600) 113.5 0 - 0 0.0
Balance sheet (inc)/dec in net debt 7,859 6,004 (5,509) (12,834) 18,045 2,565 -85.8 16,783 554.4 20,600 22.7
Core EBITDA 16,510 18,895 22,607 26,677 19,804 34,927 76.4 44,440 27.2 50,112 12.8

Maintenance capital expenditure (4,771) (2,891) (2,755) (5,727) (7,165) (8,598) 20.0 (9,888) 15.0 (11,371) 15.0
Maintenance net working capital 0 0 0 0 0 0 - 0 - 0 -
Operating free cash flow, pre-tax 11,739 16,004 19,852 20,950 12,639 26,329 108.3 34,552 31.2 38,741 12.1

Source: Company accounts, UBS estimates. (UBS) valuations are stated before goodwill, exceptionals and other special items. Note: For some companies, the data represents an extract of the full company accounts. 
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Global Equity Research 
India 

Automobile Manufacturers 

12-month rating Buy 

12m price target Rs1,700.00   
 

Company profile 
Maruti Udyog Limited is the largest passenger car manufacturer in
India with a market share of over 50%. The company was formed in
1983 and commenced operations in 1984, as a joint venture between
the Government of India (GOI) and Suzuki Motor Corporation. In
2002, GOI ceded majority control to Suzuki by not subscribing to a
rights issue. GOI subsequently sold 27.5% of its stake to investors in
an IPO. Suzuki owns 54.6% of Maruti. Suzuki selected Maruti to be
its small car manufacturing hub for the European market and also as
an R&D centre. 

 

Value (EV/OpFCF & P/E) 
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Maruti Suzuki India 
 

Valuation (x) 5Yr Avg 03/08 03/10 03/10E 03/11E 03/12E
P/E (local GAAP) 14.9 13.8 15.2 19.2 15.0 13.4
P/E (UBS) 14.9 13.8 15.2 19.2 15.0 13.4
P/CEPS 10.5 10.5 9.6 13.7 11.1 9.8
Net dividend yield (%) 0.5 0.6 0.5 0.6 0.8 0.9
P/BV 3.0 2.9 1.9 3.6 3.0 2.5
EV/revenue (core) 1.1 1.1 0.7 1.3 1.1 0.9
EV/EBITDA (core) 7.5 7.5 7.6 10.5 8.1 6.8
EV/EBIT (core) 9.7 9.6 11.9 14.0 10.4 8.8
EV/OpFCF (core) 9.7 9.6 11.9 14.0 10.4 8.8
EV/op. invested capital 5.9 6.1 3.4 6.2 5.0 4.4

 
Enterprise value (Rsm) 03/08 03/09 03/10E 03/11E 03/12E
Average market cap 254,398 186,695 415,063 415,063 415,063
+ minority interests 0 0 0 0 0
+ average net debt (cash) (1,252) (3,858) (14,162) (23,836) (42,527)
+ pension obligations and other 0 0 0 0 0
- non-core asset value (51,780) (31,903) (32,772) (32,772) (32,772)
Core enterprise value 201,366 150,935 368,128 358,454 339,763 
Growth (%) 5Yr Avg 03/08 03/09 03/10E 03/11E 03/12E
Revenue 18.6 22.5 13.9 30.8 16.1 13.9
EBITDA (UBS) 21.2 18.0 -25.8 76.4 27.2 12.8
EBIT (UBS) 33.1 5.5 -39.7 108.3 31.2 12.1
EPS (UBS) 34.6 15.9 -33.2 75.9 27.8 11.9
Cash EPS 20.9 29.5 -19.4 55.3 24.2 12.7
Net DPS 35.2 11.2 -30.0 156.5 27.8 11.9
BVPS 23.9 23.7 11.1 20.5 20.5 19.1

 
Margins (%) 5Yr Avg 03/08 03/09 03/10E 03/11E 03/12E
EBITDA / revenue 14.5 14.4 9.4 12.7 13.9 13.7
EBIT / revenue 11.0 11.3 6.0 9.5 10.8 10.6
Net profit (UBS) / revenue 8.8 9.9 5.8 7.8 8.6 8.5

 
Return on capital (%) 5Yr Avg 03/08 03/09 03/10E 03/11E 03/12E
EBIT ROIC (UBS) 61.3 63.1 28.2 44.5 48.4 49.7
ROIC post tax - 44.2 20.3 31.1 33.9 34.8
Net ROE 22.2 23.5 13.4 20.4 21.6 20.2

 
Coverage ratios (x) 5Yr Avg 03/08 03/09 03/10E 03/11E 03/12E
EBIT / net interest NM NM NM NM NM NM
Dividend cover (UBS EPS) 13.0 12.7 12.2 8.3 8.3 8.3
Div. payout ratio (%, UBS EPS) 7.7 7.8 8.2 12.0 12.0 12.0
Net debt / EBITDA NM 0.2 NM NM NM NM

 
Efficiency ratios (x) 5Yr Avg 03/08 03/09 03/10E 03/11E 03/12E
Revenue / op. invested capital 5.4 5.6 4.7 4.7 4.5 4.7
Revenue / fixed assets 5.5 5.3 4.6 5.0 5.0 5.1
Revenue / net working capital 76.2 NM NM 48.9 32.4 36.1

 
Investment ratios (x) 5Yr Avg 03/08 03/09 03/10E 03/11E 03/12E
OpFCF / EBIT 1.0 1.0 1.0 1.0 1.0 1.0
Capex / revenue (%) 5.4 9.1 7.8 6.5 5.6 4.9
Capex / depreciation 1.7 2.9 2.3 2.1 1.8 1.6

 
Capital structure (%) 5Yr Avg 03/08 03/09 03/10E 03/11E 03/12E
Net debt / total equity (7.5) 6.0 (13.4) (13.3) (23.0) (31.7)
Net debt / (net debt + equity) (8.2) 5.6 (15.4) (15.4) (29.9) (46.5)
Net debt (core) / EV (3.8) (0.6) (2.6) (3.8) (6.6) (12.5)

Source: Company accounts, UBS estimates. (UBS) valuations are stated before goodwill, exceptionals and other special items. 
Valuations: based on an average share price that year, (E): based on a share price of Rs1,436.65 on 31 Aug 2009 23:39 EDT Market cap(E) may include 
forecast share issues/buybacks.  
  
Sonal Gupta 
Analyst 
sonal.gupta@ubs.com 
+91-22-6155 6063 
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 Maruti Suzuki India 

Maruti Udyog Limited is the largest passenger car manufacturer in India with a 
market share of over 50%. The company was formed in 1983 and commenced 
operations in 1984, as a joint venture between the Government of India (GOI) 
and Suzuki Motor Corporation. In 2002, GOI ceded majority control to Suzuki 
by not subscribing to a rights issue. GOI subsequently sold 27.5% of its stake to 
investors in an IPO. Suzuki owns 54.6% of Maruti. Suzuki selected Maruti to be 
its small car manufacturing hub for the European market and also as an R&D 
centre. 

 
 
 

 Statement of Risk 

Higher raw material costs and slowdown in demand remain the key risks to our 
estimates and price target for Maruti Suzuki India. 

 

 



 

 

 

 

UBS Investment Research 

First Read: Reliance Comm 
 

Re-rating likely on tower sharing deals   

 Media reports RCom likely to sign a deal with Aircel 
Media reports RCom is likely to sign a 10-year deal with Aircel for sharing of end-
to-end infrastructure, including towers, voice carriage and bulk bandwidth over the
next few days. The deal is estimated to generate Rs15bn of additional revenues
every year for Reliance Infratel (RITL) over the next ten years, covering all circles.
Aircel is currently present in 18 out of 23 circles and plans to roll out the remaining
in 2HFY10. 

 UBS view: The deal will be a positive  
This development is incrementally positive for RCom, in our view. RCom has
shown ability to secure external tenants in the past few weeks, such as Etisalat for
sharing 30,000 cell sites, S-Tel for sharing up to 10,000 cell sites and now
potentially Aircel for nationwide coverage. 

 Tower deals/spin offs likely to lead to re-rating 
We believe RCom is likely to re-rate as investors start ascribing a higher valuation
to Reliance Infratel given the tower sharing deals that RCom has signed in the last
few weeks. RCom could potentially unlock some value in RITL through possible
listing or a stake sale, which could be a significant catalyst for RCom re-rating 
from current levels. 

 Valuation: Maintain BUY with Rs360 PT 
Our PT is SoTP based, wherein we value RCOM’s stake in RITL at Rs111/share.
We believe there is further upside to our estimates and PT if the deal gets finalised.
  

Highlights (Rsm) 03/08 03/09 03/10E 03/11E 03/12E
Revenues 190,678 229,411 269,837 334,344 380,970
EBIT (UBS) 53,938 53,562 63,600 88,153 110,033
Net Income (UBS) 53,632 59,153 52,741 62,876 79,574
EPS (UBS, Rs) 25.98 28.45 25.18 30.02 37.99
Net DPS (UBS, Rs) 0.75 2.88 4.68 5.10 7.83 
Profitability & Valuation 5-yr hist av. 03/09 03/10E 03/11E 03/12E
EBIT margin % - 23.3 23.6 26.4 28.9
ROIC (EBIT) % - 10.5 10.2 13.5 16.5
EV/EBITDA (core) x - 10.2 7.0 5.3 4.2
PE (UBS) x - 11.9 10.3 8.7 6.9
Net dividend yield % - 0.9 1.8 2.0 3.0 
Source: Company accounts, Thomson Financial, UBS estimates. (UBS) valuations are stated before goodwill, exceptionals and other special items. 
Valuations: based on an average share price that year, (E): based on a share price of Rs260.50 on 31 Aug 2009 23:39 HKT   
 
Suresh A Mahadevan, CFA 
Analyst 
suresh.mahadevan@ubs.com 
+91-22-6155 6066 

Nupur Agarwal 
Associate Analyst 
nupur.agarwal@ubs.com 
+91-22-6155 6054 

 

  
Global Equity Research 
India 

Wireless Communications 

12-month rating Buy 
 Unchanged 
12m price target Rs360.00/US$7.54 
 Unchanged 

Price Rs260.50/US$5.45 
RIC: RLCM.BO BBG: RCOM IB  

1 September 2009
 
Trading data (local/US$) 
52-wk range Rs405.25-132.25/US$9.22-2.55
Market cap. Rs537bn/US$11.3bn
Shares o/s 2,063m (ORD)
Free float 33%
Avg. daily volume ('000) 3,041
Avg. daily value (Rsm) 885.4
 
Balance sheet data 03/10E 
Shareholders' equity Rs412bn
P/BV (UBS) 1.3x
Net Cash (debt) (Rs225bn)
 
Forecast returns 
Forecast price appreciation +38.2%
Forecast dividend yield 2.1%
Forecast stock return +40.3%
Market return assumption 11.8%
Forecast excess return +28.5%
 
EPS (UBS, Rs) 
  03/10E 03/09
 UBS Cons. Actual
Q1E 7.87 7.93 7.58
Q2E 5.03 - 7.67
Q3E 5.92 - 6.95
Q4E 6.36 - 6.24
03/10E 25.18 25.44
03/11E 30.02 29.27
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Reliance Communication Limited 
 

Income statement (Rsm) 03/05 03/06 03/07 03/08 03/09 03/10E % ch 03/11E % ch 03/12E % ch
Revenues - 112,884 144,683 190,678 229,411 269,837 17.6 334,344 23.9 380,970 13.9
Operating expenses (ex depn) - - - - - - - - - - -
EBITDA (UBS) - 24,786 57,206 81,991 92,875 110,762 19.3 142,006 28.2 169,483 19.3
Depreciation - (16,987) (24,653) (28,053) (39,313) (47,161) 20.0 (53,852) 14.2 (59,450) 10.4
Operating income (EBIT, UBS) - 7,799 32,553 53,938 53,562 63,600 18.7 88,153 38.6 110,033 24.8
Other income & associates - 0 0 0 0 0 - 0 - 0 -
Net interest - (2,649) (4) 3,997 7,867 (415) - (9,280) 2135.1 (10,273) 10.7
Abnormal items (pre-tax) - (374) (302) 12,828 (75) (111) 47.2 0 - 0 -
Profit before tax - 4,776 32,247 70,763 61,354 63,074 2.8 78,874 25.0 99,759 26.5
Tax - (327) (616) (2,836) 123 (6,178) - (9,468) 53.3 (16,698) 76.4
Profit after tax  - 4,449 31,632 67,927 61,477 56,896 -7.5 69,405 22.0 83,061 19.7
Abnormal items (post-tax) - 0 0 (12,448) 0 0 - 0 - 0 -
Minorities / pref dividends - 0 0 (1,467) (2,399) (4,266) 77.8 (6,530) 53.1 (3,487) -46.6
Net income (local GAAP) - 4,449 31,632 54,012 59,078 52,630 -10.9 62,876 19.5 79,574 26.6
Net Income (UBS) - 4,823 31,934 53,632 59,153 52,741 -10.8 62,876 19.2 79,574 26.6

Tax rate (%) - 7 2 4 0 10 - 12 22.6 17 39.4
Pre-abnormal tax rate (%) - 6 2 5 0 10 - 12 22.8 17 39.4

Per share (Rs) 03/05 03/06 03/07 03/08 03/09 03/10E % ch 03/11E % ch 03/12E % ch
EPS (local GAAP) - 2.18 15.47 26.17 28.41 25.13 -11.6 30.02 19.5 37.99 26.6
EPS (UBS) - 2.36 15.62 25.98 28.45 25.18 -11.5 30.02 19.2 37.99 26.6
Net DPS - 0.00 0.50 0.75 2.88 4.68 62.8 5.10 8.9 7.83 53.6
Cash EPS - 10.67 27.67 39.58 47.35 47.69 0.7 55.73 16.8 66.37 19.1
BVPS - 96.08 99.15 123.40 177.94 196.80 10.6 221.27 12.4 250.09 13.0

Balance sheet (Rsm) 03/05 03/06 03/07 03/08 03/09 03/10E % ch 03/11E % ch 03/12E % ch
Net tangible fixed assets - 214,263 330,422 523,126 729,476 789,207 8.2 815,772 3.4 827,570 1.4
Net intangible fixed assets - 0 0 0 0 0 - 0 - 0 -
Net working capital (incl. other assets) - (63,931) (102,358) (103,741) (128,159) (141,853) 10.7 (153,875) 8.5 (157,312) 2.2
Other liabilities - 0 (26) (1,028) 0 (936) - (936) 0.0 (936) 0.0
Operating invested capital - 150,333 228,038 418,357 601,317 646,418 7.5 660,961 2.2 669,322 1.3
Investments - 121 77,114 109,996 2,857 2,857 0.0 2,857 0.0 2,857 0.0
Total capital employed - 150,453 305,152 528,354 604,174 649,275 7.5 663,818 2.2 672,179 1.3
Shareholders' equity - 117,515 202,719 254,609 370,003 412,240 11.4 463,489 12.4 523,867 13.0
Minority interests - 0 56 24,309 8,228 12,494 51.9 19,024 52.3 22,511 18.3
Total equity - 117,515 202,775 278,918 378,231 424,735 12.3 482,514 13.6 546,378 13.2
Net debt / (cash) - 32,938 102,377 249,435 225,943 224,541 -0.6 181,305 -19.3 125,801 -30.6
Debt deemed provisions - 0 0 0 0 0 - 0 - 0 -
Total capital employed - 150,453 305,152 528,354 604,174 649,275 7.5 663,818 2.2 672,179 1.3

Cash flow (Rsm) 03/05 03/06 03/07 03/08 03/09 03/10E % ch 03/11E % ch 03/12E % ch
Operating income (EBIT, UBS) - 7,799 32,553 53,938 53,562 63,600 18.7 88,153 38.6 110,033 24.8
Depreciation - 16,987 24,653 28,053 39,313 47,161 20.0 53,852 14.2 59,450 10.4
Net change in working capital - 17,304 38,428 1,382 23,391 14,630 -37.5 12,022 -17.8 3,437 -71.4
Other (operating) - 3,615 33,852 (38,981) (2,399) 4,266 - 6,530 53.1 3,487 -46.6
Operating cash flow - 45,705 129,486 44,392 113,867 129,658 13.9 160,558 23.8 176,407 9.9
Net interest received / (paid) - (2,649) (4) 3,997 7,867 (415) - (9,280) 2135.1 (10,273) 10.7
Dividends paid - 0 (1,023) (1,183) (5,981) (10,393) 73.8 (11,627) 11.9 (19,196) 65.1
Tax paid - (327) (616) (2,836) 123 (6,178) - (9,468) 53.3 (16,698) 76.4
Capital expenditure   - (36,172) (52,488) (173,928) (191,763) (106,893) -44.3 (80,417) -24.8 (71,248) -11.4
Net (acquisitions) / disposals - 0 0 (29,791) 107,139 0 - 0 - 0 -
Other - - 6,550 7,764 35,243 0 - 0 - 0 -33.3
Share issues - 0 0 0 0 0 - 0 - 0 -
Cash flow (inc)/dec in net debt - 6,183 81,604 (138,757) 66,420 5,669 -91.5 49,766 777.9 58,991 18.5
FX / non cash items - - (151,043) (8,301) (42,928) (4,266) -90.1 (6,530) 53.1 (3,487) -46.6
Balance sheet (inc)/dec in net debt - - (69,439) (147,058) 23,492 1,402 -94.0 43,236 2983.4 55,504 28.4
Core EBITDA - 24,786 57,206 81,991 92,875 110,762 19.3 142,006 28.2 169,483 19.3

Maintenance capital expenditure - (36,172) (52,488) (173,928) (191,763) (106,893) -44.3 (80,417) -24.8 (71,248) -11.4
Maintenance net working capital - 17,304 38,428 1,382 23,391 14,630 -37.5 12,022 -17.8 3,437 -71.4
Operating free cash flow, pre-tax - 5,918 43,146 (90,555) (75,497) 18,499 - 73,611 297.9 101,671 38.1

Source: Company accounts, UBS estimates. (UBS) valuations are stated before goodwill, exceptionals and other special items. Note: For some companies, the data represents an extract of the full company accounts. 
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Global Equity Research 
India 

Wireless Communications 

12-month rating Buy 

12m price target Rs360.00   
 

Company profile 
Reliance Communications (RCOM) was formed in the wake of the
reorganisation of the Reliance group. RCOM's businesses have been
structured into three strategic business units (SBUs)-wireless, global 
and broadband. The mobile services group provides CDMA mobile
services across India in 23 telecom circles, and GSM mobile services
in eight circles. RCOM currently has a subscriber market share of
17%. The global business group provides national and international
long-distance calling services. The broadband group has a portfolio of
enterprise voice, data, video, internet and IT infrastructure services. 
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Reliance Communication Limited 
 

Valuation (x) 5Yr Avg 03/08 03/09 03/10E 03/11E 03/12E
P/E (local GAAP) - 22.6 11.9 10.4 8.7 6.9
P/E (UBS) - 22.7 11.9 10.3 8.7 6.9
P/CEPS - 14.9 7.1 5.5 4.7 3.9
Net dividend yield (%) - 0.1 0.9 1.8 2.0 3.0
P/BV - 4.8 1.9 1.3 1.2 1.0
EV/revenue (core) - 6.8 4.1 2.9 2.3 1.9
EV/EBITDA (core) - 15.7 10.2 7.0 5.3 4.2
EV/EBIT (core) - 23.9 17.7 12.1 8.5 6.4
EV/OpFCF (core) - NM NM NM 10.2 7.0
EV/op. invested capital - 4.0 1.9 1.2 1.2 1.1

 
Enterprise value (Rsm) 03/08 03/09 03/10E 03/11E 03/12E
Average market cap 1,209,850 696,712 537,488 537,488 537,488
+ minority interests 12,183 16,269 10,361 15,759 20,768
+ average net debt (cash) 175,906 237,689 225,242 202,923 153,553
+ pension obligations and other 0 0 0 0 0
- non-core asset value (109,996) (2,857) (2,857) (2,857) (2,857)
Core enterprise value 1,287,942 947,812 770,235 753,313 708,952 
Growth (%) 5Yr Avg 03/08 03/09 03/10E 03/11E 03/12E
Revenue - 31.8 20.3 17.6 23.9 13.9
EBITDA (UBS) - 43.3 13.3 19.3 28.2 19.3
EBIT (UBS) - 65.7 -0.7 18.7 38.6 24.8
EPS (UBS) - 66.4 9.5 -11.5 19.2 26.6
Cash EPS - 43.0 19.7 0.7 16.8 19.1
Net DPS - 50.0 NM 62.8 8.9 53.6
BVPS - 24.5 44.2 10.6 12.4 13.0

 
Margins (%) 5Yr Avg 03/08 03/09 03/10E 03/11E 03/12E
EBITDA / revenue - 43.0 40.5 41.0 42.5 44.5
EBIT / revenue - 28.3 23.3 23.6 26.4 28.9
Net profit (UBS) / revenue - 28.1 25.8 19.5 18.8 20.9

 
Return on capital (%) 5Yr Avg 03/08 03/09 03/10E 03/11E 03/12E
EBIT ROIC (UBS) - 16.7 10.5 10.2 13.5 16.5
ROIC post tax - 15.9 10.5 9.2 11.9 13.8
Net ROE - 23.5 18.9 13.5 14.4 16.1

 
Coverage ratios (x) 5Yr Avg 03/08 03/09 03/10E 03/11E 03/12E
EBIT / net interest - - - NM 9.5 10.7
Dividend cover (UBS EPS) - NM 9.9 5.4 5.9 4.9
Div. payout ratio (%, UBS EPS) - 2.9 10.1 18.6 17.0 20.6
Net debt / EBITDA - 3.0 2.4 2.0 1.3 0.7

 
Efficiency ratios (x) 5Yr Avg 03/08 03/09 03/10E 03/11E 03/12E
Revenue / op. invested capital - 0.6 0.4 0.4 0.5 0.6
Revenue / fixed assets - 0.4 0.4 0.4 0.4 0.5
Revenue / net working capital - NM NM NM NM NM

 
Investment ratios (x) 5Yr Avg 03/08 03/09 03/10E 03/11E 03/12E
OpFCF / EBIT - NM NM 0.3 0.8 0.9
Capex / revenue (%) - NM NM NM 24.1 18.7
Capex / depreciation - 6.2 4.9 2.3 1.5 1.2

 
Capital structure (%) 5Yr Avg 03/08 03/09 03/10E 03/11E 03/12E
Net debt / total equity - 98.0 61.1 54.5 39.1 24.0
Net debt / (net debt + equity) - 49.5 37.9 35.3 28.1 19.4
Net debt (core) / EV - 13.7 25.1 29.2 26.9 21.7

Source: Company accounts, UBS estimates. (UBS) valuations are stated before goodwill, exceptionals and other special items. 
Valuations: based on an average share price that year, (E): based on a share price of Rs260.50 on 31 Aug 2009 23:39 HKT Market cap(E) may include 
forecast share issues/buybacks.  
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 Reliance Communication Limited 

Reliance Communications (RCOM) was formed in the wake of the 
reorganisation of the Reliance group. RCOM's businesses have been structured 
into three strategic business units (SBUs)-wireless, global and broadband. The 
mobile services group provides CDMA mobile services across India in 23 
telecom circles, and GSM mobile services in eight circles. RCOM currently has 
a subscriber market share of 17%. The global business group provides national 
and international long-distance calling services. The broadband group has a 
portfolio of enterprise voice, data, video, internet and IT infrastructure services. 

 
 
 

 Statement of Risk 

We believe risks for RCOM include potential inefficiency related to operating 
two different networks (GSM and CDMA), the challenge of scaling up and 
executing well in light of the rapid growth in India's mobile penetration, and the 
risk that the company might not be allocated additional 2G and 3G spectrum. 
There is low visibility for capex associated with the GSM strategy, as it will 
depend on the amount of spectrum allocated as well as which circles can be 
allocated additional spectrum.  Intense competitive environment prevailing in 
India is also a risk. 
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Aug’09: Growth gets stronger   

 Maruti: Domestic sales growth robust; exports surprise on the upside  
Maruti sales grew 42% YoY driven by 29% YoY domestic growth and 156% YoY
growth in exports. Domestic growth was strong due to low base, recovery in urban
demand and strong demand from rural areas and government employees. Exports
grew sharply to 14,847 (+41% MoM) EU demand for A-Star/Nissan Pixo remained 
strong due to scrapping incentive schemes in various countries.   

 Strong growth for HH; M&M – UVs remain strong 
Hero Honda volumes grew 36% YoY (+13% MoM) in Aug’09. We believe
stocking for the festive season at dealers is partly driving the strong sales growth.
M&M’s auto division sales increased 15% YoY (-2% MoM) driven by UV sales 
growth of 42% YoY. M&M Tractor volumes grew 2% YoY (-18% MoM). We 
remain cautious on Tractor growth for FY10 given weaker monsoon. 

 Tata Motors: CVs continue to improve 
Tata Motors CV sales improved 28% YoY (+5% MoM) in Aug’09. LCV sales
were up 42% YoY (+5% MoM) and M&HCV sales increased 10% YoY (+4%
MoM). Cars volumes grew 21%YoY driven by 2,501 Nano sales. Indica sales 
grew 24% YoY (+12% MoM) while Indigo sales declined 40% YoY (-24% MoM). 
UV sales declined 22% YoY (-1% MoM). Fiat JV volumes grew +3% MoM.  

 Valuation: Maintain preference for PV players, Top Pick: Maruti (Buy) 
We continue to remain bullish on Maruti given recovery in domestic demand and
strong export volumes. We expect weak monsoons to be an overhang for M&M
and Hero Honda. 
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Table 1: Indian Auto Sector Valuations 

 Price 
(LC) Mcap P/E EV/EBITDA 

Company Rating  Price 
Target  

1-Sep-09 USDm 2008E/ 
FY09E

 2009E/ 
FY10E 

 2010E/ 
FY11E  

2008E/ 
FY09E 

 2009E/ 
FY10E 

 2010E/ 
FY11E 

 Bajaj Auto   Sell         830          1,225       3,617        31.2         23.5         18.8         15.7          12.7         11.5 

 Hero Honda Ltd.   Neutral      1,590          1,535       6,255        24.5         16.6         14.8         16.7          11.1           9.3 

 Maruti Suzuki India   Buy      1,700          1,546       9,115        36.4         20.7         16.2           7.6          11.4           8.8 

 Mahindra & Mahindra   Buy         861             847       4,128        18.8         13.9         11.3           9.1            7.5           6.7 

 Tata Motors Ltd.   Sell         140             518       4,280          7.5       129.2         44.9           4.1            6.1           5.4 

Source: UBS Estimates 
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Table 2: Maruti’s monthly sales volumes 

  Aug-08 Jul-09 Aug-09 YoY MoM YTD-10 YTD-09 YoY

A1 (M800) 3,717 2,796 2,734 -26% -2% 12,649 25,319 -50%

C -Omni, Versa 6,540 7,302 6,601 1% -10% 36,136 33,554 8%

A3 (SX4, Swift Dzire, Esteem) 5,427 9,101 7,821 44% -14% 36,869 27,376 35%

A2 (Alto, Wagon-R, Zen, Swift, A-Star, 
Ritz) 37,667 48,115 52,473 39% 9% 247,321 197,889 25%

MUV (Gypsy, Grand Vitara) 762 214 332 -56% 55% 1,929 2,979 -35%

Total Domestic 54,113 67,528 69,961 29% 4% 334,904 287,117 17%

Total Export 5,795 10,546 14,847 156% 41% 54,707 23,918 129%

Total Sales 59,908 78,074 84,808 42% 9% 389,611 311,035 25%

Source: Company Data 

 

Table 3: Hero Honda’s monthly sales volumes 

  Aug-08 Jul-09 Aug-09 YoY MoM YTD-10 YTD-09 YoY

Hero Honda     305,516      366,808     415,137 36% 13%      1,900,932    1,481,077 28%

Source: Company Data 

 

Table 4: Tata motors monthly sales volumes 

  Aug-08 Jul-09 Aug-09 YoY MoM YTD-10 YTD-09 YoY

CV          23,231           28,408          29,762 28% 5%        130,226         117,092  11%

M&HCV          10,143           10,658          11,118 10% 4%          48,402           56,075  -14%

LCV          13,088           17,750          18,644 42% 5%          81,824           61,017  34%

Passenger vehicles          15,573           17,191          17,364 12% 1%          80,392           81,319  -1%

Cars          12,216           14,537          14,755 21% 1%          67,064           62,956  7%

Sumo & Safari            3,357             2,638            2,609 -22% -1%          13,312           18,363  -28%

Domestic (TAMO Standalone)          38,804           45,599          47,126 21% 3%        210,618         198,411  6%

Export            4,772             2,455            2,684 -44% 9%          10,359           17,627  -41%

Total (TAMO Standalone)          43,576           48,054          49,810 14% 4%        220,977         216,038  2%

Fiat-JV (Domestic)              351             2,690            2,782 693% 3%          10,326             2,164  377%

Source: Company Data 
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Table 5: M&M’s monthly sales volumes 

  Aug-08 Jul-09 Aug-09 YoY MoM YTD-10 YTD-09 YoY

UVs (incl Scorpio) 11,731  16,688 16,631 42% 0% 82,039  60,322 36%

3-Wheelers 4,315  3,806 3,652 -15% -4% 16,490  19,791 -17%

Logan 1,464  444 469 -68% 6% 2,391  7,465 -68%

LCVs 811  1,019 658 -19% -35% 4,170  4,912 -15%

Total Auto - Domestic 18,321  21,957 21,410 17% -2% 105,090  92,490 14%

Exports - Auto 890  506 653 -27% 29% 2,304  5,182 -56%

Total Auto  19,211  22,463 22,063 15% -2% 107,394  97,672 10%

M&M Tractor - Domestic 9,781  12,128 10,110 3% -17% 64,201  44,236 45%

M&M Tractor - Exports 646  722 484 -25% -33% 2,295  3,789 -39%

Total M&M Tractor 10,427  12,850 10,594 2% -18% 66,496  48,025 38%

Total (Auto and tractors) 29,638  35,313 32,657 10% -8% 174,221  145,680 20%

Source: Company Data; *Note: M&M Tractor sales increased due to merger of Punjab Tractors with the company 
following court approval. 

 

 

 
 
 

 Statement of Risk 

Principal risk to our earnings estimates for auto companies are fluctuation in 
sales volumes and raw material prices. Demand is linked to various factors 
including the economic growth rate and interest rates in the economy. 
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Catalysts remain   

 Window of opportunity for commercial to recycle capital  
The BSE Realty Index (BSEREAL) has risen 183% and outperformed the broader 
market since the lows of March. We think two new catalysts will sustain the rally
1) the recycling of capital from commercial property, and 2) property price
inflation. Singapore REIT (S-REIT) stocks have risen 50% in the past three months
and trade at single-digit yields. We think select Indian office space owners could
recycle capital via S-REITs given the differences in borrowing costs.  

 Office leasing momentum improves; inventory overhang tempers rentals 
We expect a QoQ pick up in leasing to help the recycling. We estimate annual 
office space absorption will revert to 2007 levels only in 2012. In the near term, we
expect no pricing power (except Bangalore), due to inventory. However, recycling
could lower cap rates for commercial. We lower office cap rates 50-100bp.  

  We expect residential property prices to be greater near-term catalyst  
Volumes in Mumbai and Gurgaon have been rising, prompting developers to
increase launch prices. We now estimate a 15-25% increase in residential property 
prices in the next 18 months, compared with 10% previously. We expect a less
aggressive increase than in the last cycle (2x in three years) as the priority is debt
reduction. Within residential, we do not pick stocks based on business model
(mass, margins) but based on cashflows, and low land costs.  

 Valuations—maintain Buy on IBREL, Unitech; downgrade DLF to Sell 
We raise our price targets for DLF from Rs300.00 to Rs380.00 and Unitech from
Rs110.00 to Rs132.00 on 1) higher EPS estimates; 2) increasing the premium to
NAV from 10% to 20% (for Unitech); and 3) increasing the land premium from
1.5x to 2x for DLF, on expectations of higher prices. Indiabulls Real Estate
(IBREL) and Unitech are our top picks. We downgrade DLF from Neutral to Sell. 
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. 
Table 1: Key changes 

  NAV (FY10E) Price target EPS (FY10E) EPS (FY11E) EPS (FY12E) 

 New Old % Chg New Old New Old % Chg New Old % Chg New Old % Chg

DLF 310 254 22% 380 300 11.9 11.7 2% 21.02 16.61 27% 27.31 19.83 38%

Unitech 106 95 12% 132 110 3.4 3.2 6% 4.05 3.96 2% 5.27 4.77 10%

IBREL 340 340 0% 340 340 7.9 7.9 0% 12.8 12.8 0% 11.05 11.05 0%

Source: UBS estimates 
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S-REIT benefits for India 
S-REIT yields have compressed to single digits following the rally over the past 
three months. The S-REITS with Indian assets—Ascendas India Trust (a-iTrust) 
and Indiabulls Properties Investment Trust (IPIT)—have been two of the best 
performing S-REITS YTD. We believe the reasons for this are that investors no 
longer consider gearing a concern, and that the bond spreads have narrowed.  

Chart 1: S-REITs YTD performance  Chart 2:  S-REIT dividend yields 
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Source: Bloomberg, UBS  Source: Bloomberg, UBS 

As was the case in mid-2007, we believe there is a small window of opportunity 
opening for Indian commercial space developers to recycle capital. For all the 
India real estate companies listed on the London Stock Exchange’s Alternative 
Investment Market (AIM)—UCP, Ishaan, and DLF (DAL Office Trust)—when 
they were first set up, the exit strategy was essentially through a business trust. 
In addition, other developers had plans to recycle capital, but faced various 
constraints, including foreign direct investment (FDI) rules, a low leasing 
percentage, a low execution percentage and a sudden end to liquidity. The FDI 
rules might prevent companies that are not based in special economic zones 
(SEZ), or completed assets, from inclusion in a REIT. However, it is likely that 
some portfolios now look better on cash flows. 

The business case is still based on the difference of 100bp in borrowing costs 
between India (around 12-13%) and Singapore (10-12%) even after considering 
currency hedging costs. The borrowing capacities of some of the listed business 
trusts also imply additional headroom. The key risk to our view of being able to 
monetise assets is the local borrowing rate in Singapore dollars, and currency 
risks on India. We think the recycling could be aided by the improving leasing 
momentum in office in select markets. 

Rentals close to bottoming out in office 

We are seeing some tentative pick up in leasing momentum across the major 
markets in the New Delhi National Capital Region (NCR), Mumbai and 
Bangalore. There has been a QoQ pick up in new leases (see the following 
charts) in the NCR and Mumbai, and in Bangalore from Indian and multi-
national clients. Both the IT sector and the non-IT services sector led the pick up. 
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We think the share of the non-IT services sector could increase in certain 
markets but that IT will still make up a disproportionately large part (>65%) in 
most markets.  

Chart 3: Office vacancy versus actual lease (NCR)  Chart 4: Office vacancy versus actual lease (Mumbai) 
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We have tried to extend this QoQ momentum into annual demand and we 
estimate that the Indian office space market will return to the FY07/FY08 peak 
level of absorption in 2012. 

Chart 5: Office space demand 
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However, vacancy levels in certain markets could mean limited rental pricing 
power. We think Bangalore is likely to be the first market to recover, from a 
pricing standpoint, given pricing has remained flattish over the past three years, 
and where the vacancy rate is lower than the other markets. 
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Chart 6: Office absorption versus vacancy 
(NCR) 

 Chart 7: Office absorption versus vacancy 
(Mumbai) 

 Chart 8: Office absorption versus vacancy 
(Bangalore) 
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The strong correlation between vacancies and yields also suggests that as 
vacancies trend lower, yields will compress, leading to higher capital values. 

Chart 9: Office vacancy versus yield (NCR)  Chart 10: Office vacancy versus yield (Mumbai) 
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Based on our expectations, we lower the capitalisation rates for Indian property 
companies for the short-term by 100bp to reflect the improved office valuations.  

Table 2: Sensitivity to cap rate 

Impact on NAV 

  DLF Unitech

Cap rates up 10%  7% 3%

Source:  UBS estimates 

Residential pricing momentum likely in Q110 
Volume momentum has remained strong, as seen from the property registration 
data we collect and the field data on absorption collected by JLL REIS. 
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Chart 11: Absorption versus vacancy (Mumbai)  Chart 12: Absorption versus vacancy (NCR) 
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Residential pricing has remained firm in recent months. We expect a more 
robust pick up in pricing in Q409, around the festive season. We think 
consumers can absorb price increases of about 20% from current levels, as 
affordability levels are comfortably low, and overall confidence levels have 
increased. We now estimate prices will increase 15-25% YoY over the next 18 
months starting H2 FY10. However, price increases are likely to be more 
moderate compared with the previous cycle (2x over 2004-07 levels) and we 
expect a 75% increase only over six years, following the 30% drop in FY09.  
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Table 3: Pricing changes 

Rates per sqf (Rs) % change   

Sr. No. City Property/Developer Oct'08 Dec'08 Mar'09 May'09 June'09 July'09 Oct/Dec  Dec/Mar  Mar/May May/June June/July  Remarks  

1 Gurgaon Unitech Uniworld City 6500 5800 5,400 5,400 5,490 5,500 -11% -7% 0% 2% 0%  

2 Gurgaon Central Park - Part I 7000 7000 6,500 6,500 7,000 7,000 0% -7% 0% 8% 0%  

3 Gurgaon Vipul greens, Sohna Road 4500 4000 3,600 3,600 3,600 3,700 -11% -10% 0% 0% 3%  

4 Gurgaon Express Greens, DLF 2350 2350 2,000 2,000 2,000 2,000 0% -15% 0% 0% 0%  

5 Gurgaon Uniworld Gardens II 2,995 2,995 2,995 2,995 NA NA 0% 0% 0%  

6 Gurgaon The Residences, Unitech 3,295 3,345 3,345 NA NA NA 2% 0%  

7 Noida Mahagun, Maestro 5000 4500 4,300 4,300 4,530 4,776 -10% -4% 0% 5% 5%  

8 Noida Omaxe, Twin Towers 5500 5500 4,700 4,700 4,700 4,800 0% -15% 0% 0% 2%  

9 Noida Pearls Infrastructure 6500 6500 6,000 5,800 5,800 6,000 0% -8% -3% 0% 3%  

10 Noida Grandeur, Gaursons 4000 4000 3,100 3,100 3,300 3,300 0% -23% 0% 6% 0%  

11 Gr Noida Parsvnath Platinum 2800 2800 2,500 2,500 2,500 2,550 0% -11% 0% 0% 2%  

12 Gr Noida Eldeco Riveria 3200 3200 3,100 3,000 3,000 3,100 0% -3% -3% 0% 3%  

13 Mumbai Raheja Acropolis, Chembur 8500 8500 7,500 7,200 7,000 7,400 0% -12% -4% -3% 6%  

14 Mumbai Concrete, Chembur 10000 9800 7,500 7,200 7,200 7,391 -2% -23% -4% 0% 3%  

15 Mumbai Kalpataru, Sidhachal 5500 5500 4,400 4,400 4,750 4,900 0% -20% 0% 8% 3%  

16 Mumbai OM Sai Sarav, Yogi Nagar 7500 7000 6,700 6,500 6,500 6,500 -7% -4% -3% 0% 0%  

17 Mumbai Kanti Govani Projects, Chikuvwadi 6500 5700 5,500 5,500 5,500 5,500 -12% -4% 0% 0% 0% No open deal available in July 

18 Mumbai Phoenix Towers 30000 3000025,000 22,90028,000 30,000 0% -17% -8% 22% 7% Only one deal asking 30,000/sft 

19 Mumbai Sidhivinayak Apartments 20000 2000018,000 18,00018,000 18,000 0% -10% 0% 0% 0% No open deal available in June 

20 Mumbai Neelkanth Greens 5200 5200 4,000 4,000 4,041 4,441 0% -23% 0% 1% 10%  

21 Mumbai Dosti Vihar 5850 5750 4,000 4,000 4,000 4,591 -2% -30% 0% 0% 15%  

22 Mumbai Srishti, Kalpataru 4750 3800 3,800 3,800 3,800 3,800 -20% 0% 0% 0% 0%  

23 Chennai Arihant Escapade 4500 4500 4,150 4,150 4,150 4,150 0% -8% 0% 0% 0%  

24 Chennai DLF Garden City 3200 3200 2,650 2,450 2,650 2,650 0% -17% -8% 8% 0%  

25 Chennai Puravankara Swanlake 3590 3500 3,300 3,300 3,300 3,300 -3% -6% 0% 0% 0%  

26 Bangalore Raheja Residency 6000 5500 4,700 4,700 4,500 4,600 -8% -15% 0% -4% 2%  

27 Bangalore Sobha, Lavender 5000 4600 4,300 4,200 4,200 4,300 -8% -7% -2% 0% 2%  

28 Bangalore DLF, New Town 2775 2775 1,850 1,850 1,850 1,850 0% -33% 0% 0% 0%  

29 Bangalore Brigade, Metropolis 3450 3450 2,990 2,800 2,600 2,750 0% -13% -6% -7% 6%  

Source:  UBS 
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Developers are following different models to tap this market but we do not take 
into account business models, as we believe the business models over the next 
few years would be structured to pay down debt, with low focus on ROE. 

Chart 13: Net D/E 
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High margin or high volume—no focus on ROE as yet 

We carried out analysis to study the impact of different possible strategies: 1) 
high margin low volume business (luxury housing) or 2) high volume low 
margin business (mid-income housing). Our analysis suggests that a high margin 
(luxury) business will likely generate an IRR of 53%, while a mid-income 
business will likely generate 46%, not far below. 

Table 4:  IRR and basic assumptions 

Particulars High margin High volume

Internal Rate of Return 53% 46%

Assumptions 

Average selling price (Rs/sf) 5500 2800

Construction cost (Rs/sf) 1400 1200

Land cost (Rs m/acres) 35 15

Target consumer income level (Rs m/year) 1.9 0.8

Volumes (msf / yr) ~4-5 ~15

Price increase (YoY) 10% 10%

Const cost increase (YoY) 10% 10%

Rise Income levels 5% 5%

Note: assuming initial land holding equivalent to six years of construction 
Source: UBS estimates 
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Chart 14: ROIC  Chart 15: Invested capital and margin 
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construction  
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However, the results of the analysis suggests developers’ IRR is highly sensitive 
to land cost and property prices. As shown in the following table, a 10% 
reduction in land cost (Rs psf) may increase IRR. Hence, we think developers 
will follow strategies that maximise their return on land in the long term. 
However, given they are just emerging from the financial crisis with high 
gearing, we expect most to adopt strategies turnover assets to lower the debt.  

Table 5: IRR is highly sensitive to pricing assumptions 

IRR Land cost 

 +10% 0% -10%

High margin business 44% 53% 65%

High volume business 38% 46% 58%

Source: UBS estimates 

What is our lead indicator telling us? 
Interest rate levels and the affordability indicators suggest there is still room for 
growth in the residential sector. 

Key indicator 1: Affordability 

Historical data suggests property price correct when affordability increases 
beyond the long-term average. Affordability ratios in India are still comfortably 
below the long-term averages for various cities. We think the market can absorb 
a round of price increases comfortably, despite increases to interest rates, 
without impacting volumes significantly, as the following chart shows. 
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Chart 16: Affordability (assuming 25% price increase in FY10) 

EMI/MHI

-

0.10

0.20

0.30

0.40

0.50

0.60

0.70

0.80

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

Mumbai Delhi Bangalore Chennai Kolkata

Source: UBS estimates 

Changes to our estimates 
1) DLF 

We increase our EPS estimates and price target to reflect lower cap rates and 
potential price increases following higher volumes. We now assume 100% 
payment receipt from DAL (earlier we had assumed Rs15bn outstanding in 
FY10E) and nil non-core asset sales, except those already announced. We 
increase our FY10/11/12 estimates for revenue and PAT (recurring) by 
0%/10%/10% and 2%/26%/38%, respectively, on the following changes in our 
assumptions: 

1. 100bp lower cap rates for commercial/retail in FY11E. 

2. 15-25% increase in residential projects over 18 months. 

To reflect the impact of an increase in pricing in FY11E, we now take 2x P/BV 
for land cost (remaining after FY14) in our NAV calculations. After adjusting 
for these changes, our new NAV comes to Rs310 (up 24% from Rs251 
previously). 

Table 6: Changes to our estimates—DLF 

 Rs m FY10E FY11E FY12E 

  New Old % chg New Old % chg New Old % Chg

Sales    72,717     72,373  0%    98,403      89,841 10%   118,168     106,966 10%

EBITDA    34,833     34,941  0%    50,509      43,249 17%     57,839       46,107 25%

EBITDA Margin 47.9% 48.3% -38 bps 51.3% 48.1% 319 bps 49% 43.1% 584 bps

Recurring PAT    20,356     19,959  2%    35,577      28,326 26%     46,517       33,817 38%

EPS       11.9        11.7  2%     21.02        16.61 26%       27.31         19.83 38%

Source: UBS estimates 
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2) We also change our revenue and PAT (recurring) estimates for Unitech by 
3%/2%/8% and 4%/2%/11%, respectively, in FY10/11/12 to take into account a 
15% increase in prices over the next 18 months, compared with 10% previously, 
and lower cap rates by 100bp in the near term. 

Table 7: Changes in our estimates—Unitech 

 Rs m FY10E FY11E FY12E 

  New Old Chg New Old Chg New Old Chg

Revenue 29,276  28,402  3% 32,916  32,116 2% 36,812 34,007 8%

EBITDA 12,561  11,985  5% 13,036  12,480 4% 15,956 14,356 11%

EBITDA margin 43% 42% 71 bps 40% 39% 74 bps 43% 42% 113 bps

PAT 12,034  11,736  3% 13,677  13,449 2% 12,585 11,388 11%

EPS  5.04  4.92  3% 5.73  5.64 2% 5.27 4.77 11%

Recurring EPS  3.37  3.24  4% 4.05  3.96 2% 5.27 4.77 11%

Source: UBS estimates 

Valuation—downgrade rating on DLF to Sell 
Following the increases in our estimates, we raise our price target for DLF to 
Rs380. We base our price target on a 20% premium to the DCF-based NAV. We 
calculate our NAV (FY10E) as present value for the projects launched till FY14 
plus land cost remaining after that at P/BV of 2x. In our view, the stock 
commands a premium over its peers because of its better execution capability 
and quality land bank. However we believe its current valuations are difficult to 
justify, and downgrade our rating on the stock to Sell.  

The upside risks to our estimates include 1) a higher-than-expected increase in 
property prices; 2) a better-than-expected cap rate compression and 3) any 
liquidity event related to DLF Assets (DAL). 

We retain our Buy ratings on Unitech and IBREL. We base our price target for 
Unitech on a 20% premium to the DCF-based NAV. We calculate our NAV 
(FY10E) as present value for the projects launched till FY14 plus land cost 
remaining after that at P/BV of 1.2x. We base our price target for IBREL on a 
sum-of-the-parts NAV valuation. 
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Table 8: DLF NAV calculations 

 FY10E 

  Rs m Rs/share

Development properties          229,115            134 

Investment properties          159,321              93 

Value of land not launched till 2014          166,830              98 

Value of land at nil cost            11,250                7 

Value of LOR             3,535                2 

Value for hotels            33,000              19 

Value for power             6,000                4 

Gross Asset Value          609,050            357 

Gross Asset Value (+20% premium)          730,860            429 

Net debt           (81,074)             (48)

Net asset value          527,975            310 

Equity value          649,785            381 

# of shares             1,705  

Source: UBS estimates 

Table 9: Unitech NAV calculations 

  FY10E 

  Rs m Rs/sh

Development properties 100,858 42

Investment properties 60,137 25

Gross value 160,995 67

Mumbai land 11,361 5

Land not launched till FY14 55,590 23

Gross value of real estate business 227,946 96

Add: valuation of other businesses 

Hotels 7,652 3

Value of UCP 11,520 5

Fund management fees 4,982 2

Telecom investment 20,056 8

Other business 1,727 1

Gross asset value (GAV) 273,883 115

Less: Land cost to be paid (14,337) (6)

Less: Net debt (7,731) (3)

Net firm value 251,815 106

Premium of GAV (@20%) 54,777 25

Equity value 302,178 130

Source: UBS estimates 
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Table 10: IBREL NAV calculation 

  FY10E 

 Rs m Rs/Sh

Jupiter + Elphinstone  mills 14,198 35

Residential 20,879 51

IT Parks 7,792 19

Goa project 1,200 3

Total 44,069 108

Cost of land 17,973 44

Net cash in IBREL (Rs/sh) 28,281 70

Net cash in Raigad (Rs/sh) 10,990 27

Retail venture 4,907 12

Power 27,229 67

No. of shares (incl. warrants) 407

Value (Rs/sh) 

Before SEZ 328

Nashik SEZ value (Rs m) 5,000 12

Incl. Nashik SEZ 340 340

Source: UBS estimates 

India real estate developers continue to trade at higher multiples than other real 
estate companies in the region, either on a P/BV basis or a P/NAV that could be 
attributed to their lower land costs. 

Chart 17: ROE vs P/BV (FY10/2009)  Chart 18: ROE vs P/BV (FY11/2010) 
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 Note: Consensus estimates from Bloomberg 
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Table 11: Sensitivity analysis 

  NAV % change Revenue % change EPS % change

DLF     

Discount Rate down 100bp 1% 0% 0%

Volumes up 10% 3% 3% 3%

Current Prices increase by 10% 7% 9% 26%

Cap Rate down by 100bp 7% 4% 13%

Unitech  

Discount Rate down 100bp 2% 0% 0%

Volumes up 10% 5% 5% 6%

Current Prices increase by 10% 11% 3% 6%

Cap Rate down 100bp 3% 0% 0%

Indiabulls  

Discount rate down 100bps 1% 0% 0%

Volumes up 10% 1% 1% 2%

Current Prices up by 10% 4% 6% 16%

Source: UBS estimates 
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Table 12: Valuation table 

PE EPS Growth (%) 

Company Rating 
 Price 

Target  
 Price 

31-Aug-09
Mcap

USDm FY09 FY10E FY11E FY09 FY10E FY11E 

Premium 
(discount) 

to NAV

Land 
bank 
(msf)

Forward 
NAV 
(lcy)

 India              

DLF Universal  Sell  380   424.2 14,800 15.6  36.2 25.5 (41) (57)  42  36.8%  425 310 

 Unitech Limited   Buy (CBE)  132   106.8  5,213 14.5  20.8 19.4 (28) (31)  7  0.7%  621 106 
 Indiabulls Real Estate   Buy  340   274.1  2,250 68.2  34.8 21.4   96   62  -19.4%  199 340 

 Ansal Properties & Infra   Not Rated     80.5 190 29.8  27.3 16.2 (80)  9   69    150  NA 

 Peninsula Land Limited   Not Rated    89.1 509 18.8  6.6 2.5   186   162  -31.5%  5 130 
 Mahindra Gesco   Not Rated     371.2 147 23.5  19.1 12.3  493  23   56    17  NA 

 Anant Raj Ind   Not Rated    147.0 888 13.6  17.7 15.0 (21) (23)  19  -46.5%  20 275 

 Sobha Developers   Not Rated     247.1 496 16.7  21.2 15.8  5 (21)  34    220  NA 
 Parsvnath   Not Rated    124.4 470 20.4  21.2 19.0  (4)  11   108  NA 

 HDIL  Not Rated     317.4  2,246 11.1  18.6 14.6  (40)  28  -20.7%  135 400 

 Brigade  Not Rated    126.7 291 16.4  20.7 10.4  (21)  99   30  NA 
 China              

 Guangzhou R&F   Buy  24.7   12.7  5,263 20.2      -14.2%  253 14.75

 Greentown China Holdings   Buy  21.1   9.3  1,817 7.7  7.7 6.2  98 -   25  -54.8%  108 20.45
 Hopson Development Holding   Buy  21.4   11.4  1,890 9.3  6.0 4.9 (32)  55   23  -69.9%  161 37.87

 Hong Kong              

 Property Investors              
 HK Land   Buy  5.1   4.1  9,155 24.8  14.3 12.1 (65)  73   18  -51.5%  7 8 

Wharf Holdings  Buy  45.2   34.8 12,347 20.9  18.7 17.8 (16)  12   5  -48.0%  20 67 

The Link Real Estate Investment Trust   Buy  19.9   17.1  4,775 20.1  20.3 19.2  13 (1)  6  -15.8% - 20 
 Other Asian Players              

Ciputra  Buy  970.0   760.0 574 24.6    20        

Summarecon  Buy    500.0 343 34.2  25.2 22.7 (41)  36   11    
Central Pattana  Buy  25.0   20.9  1,339 20.9  19.3 16.7  22  8   16     

Land & houses  Buy  7.7   6.0  1,769 17.4  15.9 15.4 (5)  9   4    

S.P. Setia  Buy  5.5   4.5  1,293 21.3  24.4 19.8 (19) (13)  23     
IGB Corp  Neutral  1.9   1.8 766 18.1  18.5 17.2  8 (2)  7    

KLCC Prop  Buy  4.0   3.3 875 5.8  12.3 11.4  21 (53)  7     

Note: Consensus estimates from Bloomberg. 
Source: Bloomberg UBS estimates 
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 Statement of Risk 

The main risks to investing in Indian property are 1) macro interest rate related; 
2) property prices; 3) execution-related risks, including obtaining approvals; and 
4) relatively higher levels of gearing compared with companies elsewhere in the 
region  
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 Industrial recovery - Real GDP growth bottomed out in June. 
Industrial & manufacturing output rebounded strongly (Charts 6 & 11). 
A very significant rebound in quarterly seasonally-adjusted-annualised 
terms - Charts 7-12). On an expenditure basis, consumption and 
investment were both weaker (Charts 10 & 12) – improved net exports, 
not domestic demand were the booster in June (Chart 4). 

 Looking ahead - Industrial recovery set to continue through 2009-10, 
little affected by the rainfall shortage. But from an overall GDP 
perspective the main thing is how much the drop in agricultural output  
drags down overall GDP in Dec-Mar quarters (as happened in 2002-03). 
2001-2 and 2004-5 also saw deficient rainfall, but less serious than 
2002-3 experience (ringed in Charts 8-13). In H2 consumption & 
investment should rebound to c.6%. 
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Table 1: Real GDP growth by component (output & expenditure basis) 

%y/y in real terms Mar-09 Jun-09   Mar-09 Jun-09 

GDP (expend) 4.1% 6.0% GDP (output) 5.8 6.1 

        

Consumption 2.7% 1.6% Agriculture 2.7 2.4 

Government  21.5% 10.2% Industry -0.5 4.2 

Investment 6.4% 4.2%  Mining 1.6 7.9 

     Manufacturing -1.4 3.4 

Exports -0.8% -10.9%  Electricity 3.6 6.2 

Imports -5.7% -21.2% Services 8.4 7.7 

Source: CEIC, Bloomberg 

 
Chart 1: India recovery in an EM context 
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Chart 2: GDP by expenditure contribution  Chart 3: GDP by output contribution 
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Chart 4: Domestic demand yet to recover  Chart 5: A non-agri-recovery 
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Chart 6: GDP by industry  Chart 7: Services breakdown 
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Chart 8: Real GDP recovery y/y versus q/q seasonally adjusted  Chart 9: Real agri-output – we expect 2-3% drop in 2009-10 
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Chart 10: Real consumption still sags however measured  Chart 11: Manufacturing output q/q huge rebound 
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Chart 12: Real capex yet to turnaround  Chart 13: Main services recover – NB not sensitive to drought 
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Required Disclosures

This package has been prepared by UBS Securities India Private Ltd, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and
affiliates are referred to herein as UBS.

This package contains summaries of UBS research content. For a complete copy of the non-summarized version, please contact your UBS
sales representative.

For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical performance
information; and certain additional disclosures concerning UBS research recommendations, please visit www.ubs.com/disclosures. The
figures contained in performance charts refer to the past; past performance is not a reliable indicator of future results. Additional
information will be made available upon request.

UBS Investment Research: Global Equity Rating Allocations

UBS 12-Month Rating Rating category Coverage[1] IB services[2]
Buy Buy 44% 38%
Neutral Hold/Neutral 39% 36%
Sell Sell 17% 25%

UBS Short-Term rating Rating category Coverage[3] IB services[4]
Buy Buy less than 1% 33%
Sell Sell less than 1% 33%

1: Percentage of companies under coverage globally within the 12-month rating category.
2: Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided within the past 12 months.
3: Percentage of companies under coverage globally within the Short-Term rating category.
4: Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided within the past 12
months.
Source: UBS. Rating allocations are as of 30 June 2009.
UBS Investment Research: Global Equity Rating Definitions

UBS 12-Month Rating Definition
Buy FSR is > 6% above the MRA.
Neutral FSR is between -6% and 6% of the MRA.
Sell FSR is > 6% below the MRA.

UBS Short-Term rating Definition

Buy
Buy: Stock price expected to rise within three months from
the time the rating was assigned because of a specific
catalyst or event.

Sell
Sell: Stock price expected to fall within three months from
the time the rating was assigned because of a specific
catalyst or event.

KEY DEFINITIONS

Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12 months.
Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a forecast of, the
equity risk premium).
Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are subject to
possible change in the near term, usually in response to an event that may affect the investment case or valuation.
Short-Term Ratings reflect the expected near-term (up to three months) performance of the stock and do not reflect any change in the
fundamental view or investment case.

EXCEPTIONS AND SPECIAL CASES

UK and European Investment Fund ratings and definitions are: Buy: Positive on factors such as structure, management, performance
record, discount; Neutral: Neutral on factors such as structure, management, performance record, discount; Sell: Negative on factors such
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as structure, management, performance record, discount.
Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the Investment Review Committee (IRC).
Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's debt. As a result, stocks
deemed to be very high or low risk may be subject to higher or lower bands as they relate to the rating. When such exceptions apply, they
will be identified in the Company Disclosures table in the relevant research piece.

Company Disclosures
Company Name Reuters 12-mo rating Short-term

rating
Price Price date

Bajaj Auto BAJA.BO Sell N/A Rs1,224.80 01 Sep 2009
DLF Limited DLF.BO Suspended N/A Rs424.20 31 Aug 2009
Hero Honda Ltd. HROH.BO Neutral N/A Rs1,534.75 01 Sep 2009
Indiabulls Real Estate13 INRL.BO Buy N/A Rs274.10 31 Aug 2009
Mahindra & Mahindra MAHM.BO Buy N/A Rs847.30 01 Sep 2009
Maruti Suzuki India MRTI.BO Buy N/A Rs1,545.95 01 Sep 2009
Reliance Communication Limited2,4 RLCM.BO Buy N/A Rs260.50 31 Aug 2009
Tata Motors Ltd.16,22 TAMO.BO Sell N/A Rs517.85 01 Sep 2009
Unitech2,4,5,6,13,20 UNTE.BO Buy (CBE) N/A Rs106.75 31 Aug 2009

Source: UBS. All prices as of local market close.
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock
pricing date

2. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of securities of this
company/entity or one of its affiliates within the past 12 months.

4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking services from
this company/entity.

5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking services from this
company/entity within the next three months.

6. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and investment banking services
are being, or have been, provided.

13. UBS AG, its affiliates or subsidiaries beneficially owned 1% or more of a class of this company`s common equity securities as of
last month`s end (or the prior month`s end if this report is dated less than 10 days after the most recent month`s end).

16. UBS Securities LLC makes a market in the securities and/or ADRs of this company.

20. Because UBS believes this security presents significantly higher-than-normal risk, its rating is deemed Buy if the FSR exceeds the
MRA by 10% (compared with 6% under the normal rating system).

22. UBS AG, its affiliates or subsidiaries held other significant financial interests in this company/entity as of last month`s end (or the
prior month`s end if this report is dated less than 10 working days after the most recent month`s end).

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.

ANALYST CERTIFICATION

Each research analyst primarily responsible for the content of this research report, in whole or in part, certifies that with respect to each
security or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about
those securities or issuers; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific
recommendations or views expressed by that research analyst in the research report.

For a complete set of disclosure statements associated with the companies discussed in this report, including information on valuation and risk,
please contact UBS Securities LLC, 1285 Avenue of Americas, New York, NY 10019, USA, Attention: Publishing Administration.
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Global Disclaimer

This package has been prepared by UBS Securities India Private Ltd, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. In certain countries UBS AG is
referred to as UBS SA.

This report is for distribution only under such circumstances as may be permitted by applicable law. Nothing in this report constitutes a representation that any investment strategy or recommendation contained herein is
suitable or appropriate to a recipient’s individual circumstances or otherwise constitutes a personal recommendation. It is published solely for information purposes, it does not constitute an advertisement and is not to be
construed as a solicitation or an offer to buy or sell any securities or related financial instruments in any jurisdiction. No representation or warranty, either express or implied, is provided in relation to the accuracy,
completeness or reliability of the information contained herein, except with respect to information concerning UBS AG, its subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the
securities, markets or developments referred to in the report. UBS does not undertake that investors will obtain profits, nor will it share with investors any investment profits nor accept any liability for any investment losses.
Investments involve risks and investors should exercise prudence in making their investment decisions. The report should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions
expressed in this report are subject to change without notice and may differ or be contrary to opinions expressed by other business areas or groups of UBS as a result of using different assumptions and criteria. Research
will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained herein is based on numerous assumptions. Different assumptions could result in
materially different results. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and other constituencies for the purpose of gathering, synthesizing and
interpreting market information. UBS is under no obligation to update or keep current the information contained herein. UBS relies on information barriers to control the flow of information contained in one or more areas
within UBS, into other areas, units, groups or affiliates of UBS. The compensation of the analyst who prepared this report is determined exclusively by research management and senior management (not including
investment banking). Analyst compensation is not based on investment banking revenues, however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which investment banking, sales and
trading are a part.

The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Options, derivative products and futures are not suitable for all investors, and trading in these instruments is
considered risky. Mortgage and asset-backed securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates and other market conditions. Past performance is not
necessarily indicative of future results. Foreign currency rates of exchange may adversely affect the value, price or income of any security or related instrument mentioned in this report. For investment advice, trade
execution or other enquiries, clients should contact their local sales representative. Neither UBS nor any of its affiliates, nor any of UBS' or any of its affiliates, directors, employees or agents accepts any liability for any loss
or damage arising out of the use of all or any part of this report. For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC and/or UBS
Capital Markets LP) acts as a market maker or liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity provider is
carried out in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in this research report. UBS and its affiliates and employees may
have long or short positions, trade as principal and buy and sell in instruments or derivatives identified herein.

Any prices stated in this report are for information purposes only and do not represent valuations for individual securities or other instruments. There is no representation that any transaction can or could have been effected
at those prices and any prices do not necessarily reflect UBS's internal books and records or theoretical model-based valuations and may be based on certain assumptions. Different assumptions, by UBS or any other
source, may yield substantially different results.

United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is communicated by UBS Limited, a subsidiary of UBS AG, to persons who are eligible counterparties or professional clients and
is only available to such persons. The information contained herein does not apply to, and should not be relied upon by, retail clients. UBS Limited is authorised and regulated by the Financial Services Authority (FSA). UBS
research complies with all the FSA requirements and laws concerning disclosures and these are indicated on the research where applicable. France: Prepared by UBS Limited and distributed by UBS Limited and UBS
Securities France SA. UBS Securities France S.A. is regulated by the Autorité des Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this report, the report is also deemed to
have been prepared by UBS Securities France S.A. Germany: Prepared by UBS Limited and distributed by UBS Limited and UBS Deutschland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur
Finanzdienstleistungsaufsicht (BaFin). Spain: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities España SV, SA. UBS Securities España SV, SA is regulated by the Comisión Nacional del
Mercado de Valores (CNMV). Turkey: Prepared by UBS Menkul Degerler AS on behalf of and distributed by UBS Limited. Russia: Prepared and distributed by UBS Securities CJSC. Switzerland: Distributed by UBS AG to
persons who are institutional investors only. Italy: Prepared by UBS Limited and distributed by UBS Limited and UBS Italia Sim S.p.A.. UBS Italia Sim S.p.A. is regulated by the Bank of Italy and by the Commissione
Nazionale per le Società e la Borsa (CONSOB). Where an analyst of UBS Italia Sim S.p.A. has contributed to this report, the report is also deemed to have been prepared by UBS Italia Sim S.p.A.. South Africa: UBS South
Africa (Pty) Limited (Registration No. 1995/011140/07) is a member of the JSE Limited, the South African Futures Exchange and the Bond Exchange of South Africa. UBS South Africa (Pty) Limited is an authorised
Financial Services Provider. Details of its postal and physical address and a list of its directors are available on request or may be accessed at http:www.ubs.co.za. United States: Distributed to US persons by either UBS
Securities LLC or by UBS Financial Services Inc., subsidiaries of UBS AG; or by a group, subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a 'non-US affiliate'), to major US institutional investors
only. UBS Securities LLC or UBS Financial Services Inc. accepts responsibility for the content of a report prepared by another non-US affiliate when distributed to US persons by UBS Securities LLC or UBS Financial
Services Inc. All transactions by a US person in the securities mentioned in this report must be effected through UBS Securities LLC or UBS Financial Services Inc., and not through a non-US affiliate. Canada: Distributed
by UBS Securities Canada Inc., a subsidiary of UBS AG and a member of the principal Canadian stock exchanges & CIPF. A statement of its financial condition and a list of its directors and senior officers will be provided
upon request. Hong Kong: Distributed by UBS Securities Asia Limited. Singapore: Distributed by UBS Securities Pte. Ltd or UBS AG, Singapore Branch. Japan: Distributed by UBS Securities Japan Ltd to institutional
investors only. Where this report has been prepared by UBS Securities Japan Ltd, UBS Securities Japan Ltd is the author, publisher and distributor of the report. Australia: Distributed by UBS AG (Holder of Australian
Financial Services License No. 231087) and UBS Securities Australia Ltd (Holder of Australian Financial Services License No. 231098) only to 'Wholesale' clients as defined by s761G of the Corporations Act 2001. New
Zealand: Distributed by UBS New Zealand Ltd. An investment adviser and investment broker disclosure statement is available on request and free of charge by writing to PO Box 45, Auckland, NZ. China: Distributed by
UBS Securities Co. Limited. Dubai: The research prepared and distributed by UBS AG Dubai Branch, is intended for Professional Clients only and is not for further distribution within the United Arab Emirates.

The disclosures contained in research reports produced by UBS Limited shall be governed by and construed in accordance with English law.

UBS specifically prohibits the redistribution of this material in whole or in part without the written permission of UBS and UBS accepts no liability whatsoever for the actions of third parties in this respect. © UBS 2009. The
key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.

ab


	Package Index
	Estimate/Price Target Revisions
	Maruti Suzuki India: Strong growth outlook (Gupta)

	Company Update
	Reliance Comm: Re-rating likely on tower sharing deals (Mahadevan)

	Industry Update
	India Auto Sector: Aug’09: Growth gets stronger (Gupta)
	India Real Estate: Catalysts remain (Harinarayanan)

	UBS Attachment (001)
	Asian Economic Comment:  (Wyatt)

	Disclosures
	Package Disclosures


