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Maruti's 3QFY11 performance was below our expectations, with EBITDA margin of 9.5% (v/s our estimate of 10.3%),

impacted by higher discounts, and higher raw material (RM) and staff costs. Adjusting for 55bp of full-year provisioning for

increments, EBITDA margin would have been 10%.

Key highlights

 Volumes grew 28% YoY (5.4% QoQ) to 330,687 units. Realizations declined 1.5% QoQ (~1.3% YoY), impacted by

higher discounts (~60bp QoQ impact) and lower export realizations (~1.2% YoY impact).

 Net revenues grew 26% YoY to Rs94.9b (v/s our estimate of Rs95.4b). EBITDA margin declined by 100bp QoQ

(~560bp YoY) to 9.5% (v/s our estimate of 10.3%), impacted by 100bp QoQ (~390bp YoY) increase in RM cost (due

to higher discounts and forex impact on vendor imports) and 70bp QoQ (~60bp YoY) increase in staff cost (with

~55bp QoQ impact of 9MFY11 provisioning for increments in 3QFY11). Reported PAT at Rs5.65b (v/s our estimate of

Rs6.15b) declined by 18% YoY (~5.5% QoQ).

 Maruti is preparing for 15-20% volume growth for FY12, with further debottlenecking taking total capacity to 1.4m

units by April 2011 and likely commissioning of phase-I of 0.25m capacity at Manesar by 2HFY12. It is witnessing

cost inflation on RM, which would be only partly offset by 0.8-1% average price increase taken in January 2011.

Valuation and view: We are downgrading our consolidated EPS estimates by 3% to Rs88.2 for FY11, by ~2.6% to

Rs104.6 for FY12 and by ~2.6% to Rs124.4 for FY13. The stock trades at 11.8x FY12E and 9.9x FY13E consolidated

EPS, and 8.9x FY12E and 7.5x FY13E CEPS. Maintain Buy with price target of Rs1,655 (~10x FY13E CEPS).
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Robust volumes boost revenues despite drop in realizations; gains lost
market share driven by enhanced capacity

Net revenues grew 3.8% QoQ (~26% YoY) to Rs94.9b (v/s our estimate of Rs95.4b),
driven by 5.4% QoQ (~28.2% YoY) growth in volumes. Volume growth was driven by
7.8% QoQ (~3.6% YoY) growth in domestic volumes, whereas exports declined 12.8%
QoQ (~20.3% YoY). While European exports were under pressure, this was offset by
growth in non-EU exports (~70% of exports). Higher discounts (at Rs10,700/unit v/s
Rs8,500/unit in 2QFY11 and Rs9,970/unit in 3QFY10) and lower export realizations (due
to EUR depreciation and increasing non-EU share) resulted in 1.5% QoQ (~1.3% YoY)
decline in realizations.

Product mix has stabilized with higher share of A2 & A3 segment (to 84.5% v/s 86.9% in
2QFY10 and 84.8% in 2QFY11). The share of the MPV segment increased (to 13.2% v/
s 9.5% in 2QFY10 and 13.3% in 2QFY11) led by robust demand for Eeco. With de-
bottlenecking of capacity from October 2010, it has recovered lost market share. In 3QFY11,
it had 47.7% share of the domestic PV market.

Trend in volumes (units)
3QFY11 3QFY10 YoY (%) 2QFY11 QoQ (%)

A1 6,869 8,738 -21.4 5,207 31.9

% of total 2.1 3.4 1.7

MPV 43,639 24,426 78.7 41,596 4.9

% of total 13.2 9.5 13.3

A2 216,057 159,678 35.3 198,953 8.6

% of total 65.3 61.9 63.4

A3 32,098 25,388 26.4 31,362 2.3

% of total 9.7 9.8 10.0

UV 891 680 31.0 818 8.9

% of total 0.3 0.3 0.3

Exports 31,160 39,116 -20.3 35,718 -12.8

% of total 9.4 15.2 11.4

Total Sales 330,714 258,026 28.2 313,654 5.4

Total PV (Incl Exports) MS (%) 44.7 42.8 190 43.0 180

Total Dom. Cars MS (%) 51.7 50.8 100 48.2 350

Total Dom. Car (ex-Nano) MS (%) 52.7 52.2 60 50.5 220

Source: Company/SIAM/MOSL

Trend in domestic PV market share (%) Trend in realizations (Rs '000)

Source: Company/SIAM/MOSL
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Lower realizations, higher RM and staff costs hurt profitability

EBITDA margin declined by 100bp QoQ (~560bp YoY) to 9.5% (v/s our estimate of
10.3%), impacted by 100bp QoQ (~390bp YoY) increase in RM cost and 70bp QoQ
(~60bp YoY) increase in staff cost. RM cost increase was due to higher discounts (~60bp
QoQ impact) and forex impact on vendor imports (~25bp QoQ impact), rather than any
meaningful increase in commodity cost. The management indicated that it is still negotiating
steel and other commodity prices, which would impact 4QFY11 numbers. Also, higher
staff cost was on account of 9MFY11 provisioning of increments being accounted for in
3QFY11 (~55bp impact). Other expenses declined by 80bp QoQ (~up 100bp YoY), as
royalty declined by ~30bp QoQ (but increased 150bp YoY) due to lower export contribution
and change in export product mix (lower A-Star sales) and reduction in selling & distribution
expenses (due to reduction in lead distance in export markets). EBITDA grew 6% QoQ
(~20.5% YoY) to Rs9b (v/s our estimate of Rs9.8b) translating into PAT decline of 5.5%
QoQ (~17.8% YoY) to Rs5.65b (v/s our estimate of Rs6.15b).
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Demand remains robust; enhancing manufacturing and distribution capacity

The management indicated that retail level demand remains very strong, despite increase
in petrol prices and interest rates. As a result, discounts are likely to normalize in 4QY11.
Maruti is preparing for 15-20% industry growth by de-bottlenecking its capacity to 1.4m
units (from 1.3m) from April 2011 and preponing phase-I of brownfield expansion at
Manesar of 0.25m units to 2HFY12. Also, it is further strengthening its distribution network
with the objective of deepening its reach. In 9MFY11, it has added 87 sales outlets in 76
new cities (to 889 outlets covering 631 cities) and added 139 service workshops in 38 new
cities (to 2,879 workshops covering 1,373 cities). This is driving increasing share of rural
markets, which now stands at ~22% of domestic volumes.

Maruti is strengthening its distribution network…

…driving increasing contribution from rural markets (% of domestic volumes)

Source: Company/ MOSL

Other highlights of results / conference call with management

 Financing (% of volumes) has reduced to 66% in 3QFY11 from 70% in 2QFY11
(65% in 3QFY10) and is a reflection of increasing share of rural markets.

 The company indicated that the share of first-time buyers has gradually reduced to
45% currently as against 52% four years ago.

 Their recently-launched CNG variants are getting encouraging response, which is
reflected in ~20% penetration in markets with CNG availability.

 Despite increasing difference between diesel and petrol prices, the company is not
planning to offer diesel options beyond the existing models (Ritz, Swift and DZire).

 The price increase of 0.8-1% in January 2011 only partly covers cost inflation. While
it would focus on cost savings to offset cost inflation, it would take price increases if
cost inflation is beyond its control.
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 In exports, it is focusing on non-EU markets to offset decline in EU exports. The
share of non-EU in exports has increased to 70% in 3QFY11 as against 60% in 2QFY11
and 20% in 3QFY10.

 It has hedged its EUR exposure till 1HFY12. However, it has not hedged its JPY and
USD coverage. While it expects JPY to depreciate, USD is partly naturally hedged
against imports.

Valuation and view

We are downgrading FY11 consol EPS by 3% to Rs88.2 and FY12 & FY13 by ~2.6% to
Rs104.6 and Rs124.4 respectively. We model in volume growth of 16.6% in FY12 and
15% in FY13 (unchanged) and EBITDA margins of 10.2% and 10.7%  respectively
(reduced by 50bp).

Maruti has underperformed the Sensex by 24% over the last 12 months, as it lost market
share and margins were under pressure on account of RM cost push and adverse forex
movement. With easing of capacity constraint, we expect Maruti to recover and defend
its market share despite competitive pressure. We estimate gradual improvement in EBITDA
margin from 10.1% in FY11 to 10.2% in FY12 and 10.7% in FY13, driven by higher
operating leverage, reduction in imports and stability in forex. However, adverse forex
movement remains a concern, especially for FY12, as majority of exposure remains
unhedged. The stock trades at 11.8x FY12E and 9.9x FY13E consolidated EPS, and 8.9x
FY12E and 7.5x FY13E CEPS. Maintain Buy with price target of Rs1,655 (~10x FY13E
CEPS).
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Company description

Maruti Suzuki is the largest passenger vehicle manufacturer
in India, with 1.2m units. It dominates the cars segment
with ~50% market share (ex-Nano). It is also emerging as
the global export hub of small cars for Suzuki, with world
strategic model A-Star exclusively produced in India.

Key investment arguments

 Strong volume momentum to continue in FY11, driven
by estimated 30% growth in domestic volumes.

 Volume growth in domestic market driven by focus on
tier-II cities and rural market.

 Improving product mix with increasing share of A2 &
A3 segment, driven by newer products.

Key investments risks

 Increasing competition in the key A2 segment.
 Adverse forex movement may impact margins

negatively.
 Higher royalty and strengthening of commodity prices

could impact margins.

Recent developments

 Increased selling prices of cars by 0.81-1% from
January 2011 across all models.

Valuation and view

 The stock trades at 11.8x FY12E and 9.9x FY13E
consolidated EPS, and 8.9x FY12E and 7.5x FY13E
CEPS.

 Maintain Buy with price target of Rs1,655 (~10x FY13E
CEPS).

Sector view

 Passenger vehicle segment is expected to continue its
growth momentum.

 With low car penetration levels in India, the upside
potential for growth is tremendous.

 However, increasing competition poses threat in long
term.

Comparative valuations
Maruti M&M Tata Motors

P/E (x) FY11E 14.0 16.1 9.0

FY12E 11.8 14.4 7.8

EPS Gr (%) FY11E -2.9 25.3 423.1

FY12E 18.7 11.6 15.2

RoE (%) FY11E 16.4 24.0 45.0

FY12E 17.0 22.4 36.0

EV/EBITDA (x) FY11E 7.8 10.1 5.2

FY12E 6.2 8.4 4.5

Shareholding pattern (%)
Dec-10 Sep-10 Dec-09

Promoter 54.2 54.2 54.2

Domestic Inst 17.0 17.0 16.3

Foreign 21.1 20.2 22.9

Others 7.7 8.6 6.6

Maruti Suzuki: an investment profile

Stock performance (1 year)

EPS: MOSL Standalone forecast v/s consensus (Rs)
MOSL Consensus Variation

Forecast Forecast (%)

FY11 80.3 82.9 -3.2

FY12 96.8 97.1 -0.3

Target price and recommendation
Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

1,234 1,655 34.1 Buy
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Financials and Valuation
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