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Mahindra & Mahindra  
Beats Expectations, 
Reiterate OW 
 

Quick Comment: Remain OW. M&M posted a good set 
of numbers with F4Q10 EBITDA of Rs8.5 bn, 14% 
above expectations. We remain positive on M&M as we 
believe that, aided by new launches, volumes and 
earnings growth will remain strong and valuations are 
supportive at 11x consolidated F11E earnings with an 
estimated 14% F10-12 earnings CAGR.  

F4Q10 results beats expectations: At the standalone 
level, revenue, EBITDA and adjusted net income were 
up 46%, 114% and 110% YoY, respectively. At the 
revenue level, numbers were in line with our estimates 
but M&M outperformed at the EBITDA level, recording 
strong margins of 15.9%, up 70 bps QoQ. The bottom- 
line came in at Rs5.7bn, up 34% QoQ and 15% ahead of 
consensus. 

Fall in staffing cost leads to positive surprise: Within 
operating expenses, while raw material and other 
expenses as a percentage of sales rose 60 bps QoQ, 
this was more than offset by 230 bps QoQ decline in 
staff costs as a percentage of sales, thus leading to 70 
bps QoQ EBITDA expansion. Staff expenses were down 
on lower gratuity provisioning. Even if we assume staff 
costs are in line with F3Q10 levels, results look 
impressive with EBITDA at Rs7.8 bn, 6% ahead of 
expectations.  

Interest costs fell as the company repaid debt and it 
ended the year with standalone and consolidated D/E of 
0.4x and of 0.4x and 1.3x respectively. 

At the consolidated level: Revenue was Rs73 bn. Net 
profit was Rs7.2bn, up 25% YoY and 54% QoQ.  

Morgan Stanley does and seeks to do business with 
companies covered in Morgan Stanley Research. As 
a result, investors should be aware that the firm may 
have a conflict of interest that could affect the 
objectivity of Morgan Stanley Research. Investors 
should consider Morgan Stanley Research as only a 
single factor in making their investment decision. 
For analyst certification and other important 
disclosures, refer to the Disclosure Section, 
located at the end of this report. 
+= Analysts employed by non-U.S. affiliates are not registered with FINRA, may not be 
associated persons of the member and may not be subject to NASD/NYSE restrictions on 
communications with a subject company, public appearances and trading securities held by a 
research analyst account. 
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Stock Rating 
Overweight 

Industry View 
Cautious Key Ratios and Statistics 

Reuters: MAHM.BO  Bloomberg: MM IN 
India Four-Wheelers: Commercial Vehicles 

Price target Rs610.00
Upside to price target (%) 12
Shr price, close (May 28, 2010) Rs545.05
52-Week Range Rs598.35-312.58
Sh out, dil, curr (mn) 574
Mkt cap, curr (mn) Rs312,877
EV, curr (mn) Rs306,929
Avg daily trading value (mn) Rs192
 
Fiscal Year ending 03/09 03/10e 03/11e 03/12e

ModelWare EPS (Rs) 23.90 41.08 49.14 55.15
Revenue, net (Rs mn) 130,937 183,708 217,403 247,012
EBITDA (Rs mn) 16,306 32,922 37,931 42,469
ModelWare net inc (Rs mn) 13,722 23,582 28,206 31,658
P/E 8.0 13.3 11.1 9.9
P/BV 1.9 3.7 2.9 2.3
RNOA (%) 17.7 36.7 34.3 32.1
ROE (%) 28.5 40.7 33.2 29.0
EV/EBITDA 6.4 8.9 7.6 6.4
Div yld (%) 10.4 2.1 2.2 2.2
FCF yld ratio (%) 9.5 5.8 7.3 9.0
Leverage (EOP) (%) (9.4) (21.0) (26.1) (32.8)
Unless otherwise noted, all metrics are based on Morgan Stanley ModelWare 
framework (please see explanation later in this note). 
e = Morgan Stanley Research estimates 
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New ventures: M&M’s entry into the US is scheduled to take 
place in December 2010, with the launch of a couple of 
compact diesel-driven, pick-up truck models. M&M also 
announced on May 28 that it had submitted a letter to the 
Korean Auto maker, Ssanyong Motors, which manufactures 
sports utility vehicles such as Rexton and Kyron and 
recreational vehicles. Given that M&M is in the process of 
launching its line in international markets, Ssangyong‘s 

technology and design expertise could offer synergies with 
M&M’s ambitions. Also, on May 26 the company announced 
its entry into the electrical vehicle (EV) segment, buying a 
majority stake in Reva, the largest EV car maker globally. 

More post the analyst meet: The company is holding the 
analyst meet on 31 May and we will revert with more details 
post that.

 

Exhibit 1 
M&M F4Q10 Standalone 
Rs Mn F4Q09 F3Q10 F4Q10 YoY QoQ  

Tractors 19,715 35,803 38,963 97.6% 8.8%  
MUVs 48,681 53,931 63,755 31.0% 18.2%  
3-W & Others 10,281 14,926 21,902 113.0% 46.7% New launches aid growth 
Total Standalone Volumes 88,061 112,660 132,620 50.6% 17.7%  
    
ASP (Rs/pu) 411,008 397,541 398,043 -3.2% 0.1% Flat QoQ 
    
Total Income 36,466 44,971 53,046 45.5% 18.0%  
Total Expenditure 32,516 38,116 44,591 37.1% 17.0%  
EBITDA 3,950 6,855 8,456 114.1% 23.3%  
Depreciation 932 984 947 1.7% -3.7%  
EBIT 3,018 5,872 7,508 148.8% 27.9%  
Other income 231 244 181 -21.4% -25.6%  
Net Interest 209 82 9 -95.7% -89.0% Interest bearing debentures converted
PBT and extraordinary items 3,039 6,033 7,681 152.7% 27.3%  
Extraordinary income 2,120 - 24  Forex gains in Q4 
Extraordinary expense 734 - -   
PBT 4,425 6,033 7,704 74.1% 27.7%  
Tax 323 1,791 1,978 512.2% 10.5%  
Reported PAT 4,102 4,137 5,726 39.6% 38.4%  
PAT before Extraordinary Items 2,716 4,243 5,703 110.0% 34.4%  
    
EBIDTA Margin (%) 10.8 15.2 15.9 5.1 0.7  
PBT Margin (%) 12.1 13.4 14.5 2.4 1.1  
Net Margin (%) 7.4 9.4 10.8 3.3 1.3  
Tax Rate (%) 10.6 29.7 25.8 15.1 -3.9 FY10 tax rate at 27% 
    
Raw Materials 70.0% 67.0% 67.6% -2.4% 0.6% Inching up 
Staff Cost 7.5% 7.3% 5.0% -2.5% -2.3% Cut in gratuity provisioning  
Other Expenses 11.7% 10.4% 11.5% -0.3% 1.1% Advertisement spend goes up 
Source: Company data, Morgan Stanley Research 
 
Exhibit 2 
M&M- Consolidated F410 Results 
Consolidated F4Q09 F3Q10 F4Q10 YoY QoQ

Revenues 51,037 81,568 72,871 42.8% -10.7%
PAT 5,835 4,737 7,294 25.0% 54.0%
% from standalone 70 87 79  
Source: Company data, Morgan Stanley Research 
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Exhibit 3 
Segmental Performance: FES contributes 51% to Standalone EBIT 
Segmental Breakdown F4Q09 F3Q10 F4Q10 YoY QoQ

Realization  per vehicle  
Automotive realization 371,358 371,322 363,535 -2.1% -2.1%
Tractors Realization 497,766 440,194 463,416 -6.9% 5.3%
Revenues Mix  
Automotive Segment (%) 60 57 59 -1.2 1.8
Farm Equipment Segment (%) 40 43 41 1.4 -1.8
EBIT Mix  
Automotive Segment (%) 51 45 48 -3.2 3.1
Farm Equipment Segment (%) 47 55 51 4.6 -3.6
PBIT Margin  
Automotive (%) 8.0 11.2 13.1 5.0 1.8
Farm (%) 11.1 18.3 20.0 8.9 1.8
Source: Company data, Morgan Stanley Research 
 

 

 

Exhibit 4 
Automotive EBIT Margins recover in 4Q  

0
10,000
20,000
30,000
40,000
50,000
60,000
70,000
80,000
90,000

F1
Q

07

F2
Q

07

F3
Q

07

F4
Q

07

F1
Q

08

F2
Q

08

F3
Q

08

F4
Q

08

F1
Q

09

F2
Q

09

F3
Q

09

F4
Q

09

F1
Q

10

F2
Q

10

F3
Q

10

F4
Q

10

-2%

4%

9%

14%

19%

24%
Automotive Volumes                                                                                 

Automotive Margins (RS)

 
Source: Company data, Morgan Stanley Research 
 

Exhibit 5 
FES EBIT Margins Improve  
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*FES is Farm Equipment Division.  
Source: Company data, Morgan Stanley Research 
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Exhibit 6 
Group Level: Sector wise performance snapshot, Margins and Mix 
 F4Q09 F3Q10 F4Q10 YOY (%) QoQ (%)

EBIT Margin (%)  

Automotive (%) 6 10 12 6.0 1.5
Farm Equipment (%) 10 16 16 6.7 0.4
Trade, Retail and Logistics (%) -30 14 16 46.2 1.9
Financial Services (%) 41 35 46 5.2 10.2
Infrastructure (%) 22 27 21 -0.9 -6.3
Hospitality (%) 33 25 35 2.0 9.3
IT Services (%) 24 20 25 0.7 4.7
Systech (%) -13 -6 -4 8.5 1.9
Others (%) -9 -12 -14 -5.0 -2.0
Revenues Contribution (%)  
Automotive (%) 35 35 36 1.6 1.7
Farm Equipment (%) 25 27 28 3.5 0.8
Trade, Retail and Logistics (%) -2 2 2 3.6 0.0
Financial Services (%) 6 5 5 -0.5 0.0
Infrastructure (%) 2 2 2 0.1 0.1
Hospitality (%) 2 2 2 0.0 -0.1
IT Services (%) 17 16 14 -2.9 -2.2
Systech (%) 10 8 8 -1.6 -0.1
Others (%) 8 3 3 -5.3 -0.3
EBIT Contribution(%)  
Automotive (%) 19 27 28 9.4 1.4
Farm Equipment (%) 23 33 30 7.5 -2.6
Trade, Retail and Logistics (%) 5 2 2 -2.8 0.0
Financial Services (%) 23 14 16 -6.6 1.8
Infrastructure (%) 3 3 2 -1.1 -0.9
Hospitality (%) 5 3 4 -1.5 0.5
IT Services (%) 39 25 23 -16.0 -1.9
Systech (%) -12 -4 -2 9.9 1.6
Others (%) -7 -3 -3 4.3 0.2
Source: Company data, Morgan Stanley Research 

 

Company Description 
Mahindra & Mahindra manufactures and markets general 
purpose utility vehicles, including medium and heavy 
commercial vehicles, jeeps, cars, agricultural tractors, and other 
related products. With revenue of nearly US$2.8bn in F2009, it 
is one of the top-five auto companies in India. It has several 
subsidiaries involved in businesses such as financing, telecom 
software, construction, steel, and auto components. 

India Four-Wheelers: Commercial Vehicles 
Industry View: Cautious 
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Morgan Stanley ModelWare is a proprietary analytic framework that helps clients 
uncover value, adjusting for distortions and ambiguities created by local accounting 
regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes operating 
leases (where their use is significant), and converts inventory from LIFO costing to a FIFO 
basis. ModelWare also emphasizes the separation of operating performance of a company 
from its financing for a more complete view of how a company generates earnings. 
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  Coverage Universe Investment Banking Clients (IBC)

Stock Rating Category Count 
% of 
Total Count

% of 
Total IBC

% of Rating 
Category

Overweight/Buy 1065 42% 328 42% 31%
Equal-weight/Hold 1118 44% 357 46% 32%
Not-Rated/Hold 14 1% 4 1% 29%
Underweight/Sell 366 14% 88 11% 24%
Total 2,563  777   
 
Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual 
circumstances (such as the investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan 
Stanley received investment banking compensation in the last 12 months. 
Analyst Stock Ratings 
Overweight (O or Over) - The stock's total return is expected to exceed the total return of the relevant country MSCI Index, on a risk-adjusted basis 
over the next 12-18 months. 
Equal-weight (E or Equal) - The stock's total return is expected to be in line with the total return of the relevant country MSCI Index, on a risk-adjusted 
basis over the next 12-18 months. 
Not-Rated (NR) - Currently the analyst does not have adequate conviction about the stock's total return relative to the relevant country MSCI Index on 
a risk-adjusted basis, over the next 12-18 months. 
Underweight (U or Under) - The stock's total return is expected to be below the total return of the relevant country MSCI Index, on a risk-adjusted basis, 
over the next 12-18 months. 
Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months. 
Analyst Industry Views 
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the 
relevant broad market benchmark, as indicated below. 
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant 
broad market benchmark, as indicated below. 
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant 
broad market benchmark, as indicated below. 
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; 
Europe - MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index. 
. 
Stock Price, Price Target and Rating History (See Rating Definitions) 
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Citi Investment Research & Analysis (CIRA) research reports may be available about the companies or topics that are the subject of Morgan Stanley Research.  Ask your 
Financial Advisor or use Research Center to view any available CIRA research reports in addition to Morgan Stanley research reports. 
Important disclosures regarding the relationship between the companies that are the subject of Morgan Stanley Research and Morgan Stanley Smith Barney LLC, Morgan 
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For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and 
https://www.citigroupgeo.com/geopublic/Disclosures/index_a.html. 
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same person who reviews the Equity Research report on behalf of Morgan Stanley.  This could create a conflict of interest. 
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all research available on a particular stock, please contact your sales representative or go to Client Link at www.morganstanley.com. 
For a discussion, if applicable, of the valuation methods and the risks related to any price targets, please refer to the latest relevant published research on these stocks. 
Morgan Stanley Research does not provide individually tailored investment advice. Morgan Stanley Research has been prepared without regard to the individual financial 
circumstances and objectives of persons who receive it. Morgan Stanley recommends that investors independently evaluate particular investments and strategies, and 
encourages investors to seek the advice of a financial adviser. The appropriateness of a particular investment or strategy will depend on an investor's individual 
circumstances and objectives. The securities, instruments, or strategies discussed in Morgan Stanley Research may not be suitable for all investors, and certain investors 
may not be eligible to purchase or participate in some or all of them. 
The fixed income research analysts or strategists principally responsible for the preparation of Morgan Stanley Research have received compensation based upon various 
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of less than 1% in securities/instruments or derivatives of securities/instruments of companies and may trade them in ways different from those discussed in Morgan Stanley 
Research. Employees of Morgan Stanley not involved in the preparation of Morgan Stanley Research may have investments in securities/instruments or derivatives of 
securities/instruments of companies mentioned and may trade them in ways different from those discussed in Morgan Stanley Research. Derivatives may be issued by 
Morgan Stanley or associated persons. 
With the exception of information regarding Morgan Stanley, Morgan Stanley Research is based on public information. Morgan Stanley makes every effort to use reliable, 
comprehensive information, but we make no representation that it is accurate or complete.  We have no obligation to tell you when opinions or information in Morgan Stanley 
Research change apart from when we intend to discontinue equity research coverage of a subject company. Facts and views presented in Morgan Stanley Research have 
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distributed only to Taiwan Securities Investment Trust Enterprises ("SITE"). The reader should independently evaluate the investment risks and is solely responsible for 
their investment decisions. Morgan Stanley Research may not be distributed to the public media or quoted or used by the public media without the express written consent 
of Morgan Stanley.  Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be construed as a recommendation or 
a solicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in these securities/instruments. 
To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated 
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of section 21 of the Financial Services and Markets Act 2000, research which has been prepared by any of its affiliates.  Morgan Stanley Private Wealth Management 
Limited, authorized and regulated by the Financial Services Authority, also disseminates Morgan Stanley Research in the UK.  Private U.K. investors should obtain the 
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Authority (the DFSA), and is directed at Professional Clients only, as defined by the DFSA. The financial products or financial services to which this research relates will only 
be made available to a customer who we are satisfied meets the regulatory criteria to be a Professional Client. 
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar Financial Centre 
Regulatory Authority (the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the 
QFCRA. 
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May 31, 2010 
Mahindra & Mahindra 

As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory 
activity. Investment advisory service is provided in accordance with a contract of engagement on investment advisory concluded between brokerage houses, portfolio 
management companies, non-deposit banks and clients. Comments and recommendations stated here rely on the individual opinions of the ones providing these 
comments and recommendations. These opinions may not fit to your financial status, risk and return preferences. For this reason, to make an investment decision by relying 
solely to this information stated here may not bring about outcomes that fit your expectations. 
The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warranties or 
representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to 
such data.  The Global Industry Classification Standard ("GICS") was developed by and is the exclusive property of MSCI and S&P. 
Morgan Stanley has based its projections, opinions, forecasts and trading strategies regarding the MSCI Country Index Series solely on publicly available information. MSCI 
has not reviewed, approved or endorsed the projections, opinions, forecasts and trading strategies contained herein. Morgan Stanley has no influence on or control over 
MSCI's index compilation decisions. 
Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley. 
Morgan Stanley Research is disseminated and available primarily electronically, and, in some cases, in printed form. 
Additional information on recommended securities/instruments is available on request. 
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Industry Coverage:India Four-Wheelers: 
Commercial Vehicles 

Company (Ticker) Rating (as of)Price* (05/28/2010)

Binay Singh 
Ashok Leyland Ltd. (ASOK.BO) O (11/03/2009) Rs60.35
Mahindra & Mahindra (MAHM.BO) O (05/18/2009) Rs545.05
Tata Motors (TAMO.BO) O (11/30/2009) Rs748

Stock Ratings are subject to change. Please see latest research for each company. 
* Historical prices are not split adjusted. 
 

The Americas 
1585 Broadway 
New York, NY 10036-8293 
United States 
Tel: +1 (1) 212 761 4000 

Europe 
20 Bank Street, Canary Wharf 
London E14 4AD 
United Kingdom 
Tel: +44 (0) 20 7 425 8000 

Japan 
4-20-3 Ebisu, Shibuya-ku 
Tokyo 150-6008 
Japan 
Tel: +81 (0) 3 5424 5000 

Asia/Pacific 
1 Austin Road West 
Kowloon 
Hong Kong 
Tel: +852 2848 5200 


	 

