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Maruti Suzuki India (MSIL)

OW (V): The Swift shift

» Near-term trigger: capacity constraint alleviation next month,
when the production of Swift is shifted

» Robust demand trends are supported by increased bank
financing (now 71% of Maruti’s cars sold vs. 60% last year)

» OW(V), with potential total return of 21% and TP of INR1880

Stock underperformed over production constraints. Since September 2009, Maruti’s
stock price underperformed BSE Auto Index and Sensex by 12% and 7% respectively
(Fig 2 and 3), as production constraints affected the ability to meet demand (Fig 4).

Solutions to release constraint — rejig production and expand capacity. The Manesar
plant (where Swift and Dzire are produced) is operating at peak capacity, while the
Gurgaon plant offers scope for expansion. Next month, the company is likely to shift
production of Swift petrol to Gurgaon, with the option of shifting Dzire petrol. This is
likely to release 5-6% of total capacity to meet demand in the near term. With increased
output, we expect monthly sales to be strong from December 2009 onwards and this could
be a stock catalyst. Addition to the Manesar plant is a long-term solution. At the AGM in
January 2010, Maruti expects make an official decision about potential capacity expansion
at the Manesar plant, which could add 100-300k units (9-27%) to capacity, which should

meet demand for the next three years.

Our FY11e EPS is 10% above consensus. Our estimates are unchanged, and our FY1le
EPS of INR101 is 10% above consensus (Fig 9). There could be an upside risk to our

estimates if consumer confidence surprises on the upside.

OW(V) with 21% return potential. We reiterate our Overweight (V) rating and target
price of INR1880 as we believe that the company should be a key beneficiary of urban
demand recovery. Our TP implies a target PE of 19x FY11e EPS of INR101. The key
downside risks include more intense competition than anticipated, adverse currency

movement and higher-than-estimated input cost.

1. Key financial data

03/2009a 03/2010e 03/2011e 03/2012¢
Revenue (INRm) 210,982 282,490 316,317 356,571
HSBC EPS (INR) 44.06 85.58 100.96 117.65
ROE (%) 14 23 22 209
PE (x) 35.4 18.2 15.4 13.3
EV/EBITDA (x) 226 10.4 8.8 7.2

Source: Company, HSBC
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Financial statements

Valuation data

Year to 03/2009a  03/2010e  03/2011e  03/2012e Year to 03/2009a 03/2010e 03/2011e 03/2012e
Profit & loss summary (INRm) EV/sales 1.9 1.3 1.1 0.9

EV/EBITDA 22.6 10.4 8.8 7.2
Revenue 210,982 282,490 316,317 356,571 EV/IC 6.7 7.9 6.9 6.0
EBITDA 17,934 36,337 40,387 44,907 PE* 35.4 18.2 15.4 13.3
Depreciation & amortisation -6,710 -8,168 -9,477 -10,641 P/Book value 4.7 3.8 3.1 25
Operating profit/EBIT 11,224 28,169 30,910 34,266 FCF yieId (%) 0.3 6.4 57 7.0
Net interest 6,242 7,252 10,511 13,727 Dividend erId (%) 0.2 0.3 0.4 0.4
PBT 17,466 35,421 41,422 47,993
HSBC PBT 17,466 35,421 41,422 47,993 Note: * = Based on HSBC EPS (fully diluted)
Taxation -4,737 -10,697 -12,253 -14,004
Net profit 12,729 24,724 29,168 33,989 - -
HSBC net profit 12,729 24,724 29,168 33,989 Price relative
Cash flow summary (INRm) 1704 1704

1504 1504
Cash flow from operations 17,863 41,220 38,613 45,513 1304 1304
Capex -16,408 -12,326 -13,000 -14,000 1108 1108
Cash flow from investment 3,469 -46,805 -37,010 -43,590
Dividends 1,122 -1,283 -1,603 -1,924 904 904
Change in net debt 2,663 -30,316 -24,010 -29,590 704 704
FCF equity 1,455 28,894 25,613 31,513 504 504
Balance sheet summary (INRm) 304 T T 304
2007 2008 2009 2010

Intangible fixed assets 0 0 0 0 —— Maruti Suzuki India Ltd — Relto BOMBAY SE SENSITIVE INDEX
Tangible fixed assets 59,511 54,995 58,518 61,877
Current assets 84,783 115,901 145,226 180,220 Source: HSBC
Cash & others 48,435 78,751 102,762 132,352
Total assets 148,499 172,396 205,244 243,597 -
Operating liabilities 34,986 44,115 49,397 55,684 Note: price at close of 19 Nov 2009
Gross debt 7,588 7,588 7,588 7,588
Net debt -40,847 -71,163 -95,174 -124,764
Shareholders funds 95,653 119,095 146,661 178,727
Invested capital 60,873 48,030 51,585 54,062
Ratio, growth and per share analysis
Year to 03/2009a  03/2010e  03/2011e  03/2012e
Y-0-y % change
Revenue 13.4 33.9 12.0 12.7
EBITDA -33.6 102.6 1.1 1.2
Operating profit -47.3 151.0 9.7 10.9
PBT 322 102.8 16.9 15.9
HSBC EPS -28.9 94.2 18.0 16.5
Ratios (%)
Revenue/IC (x) 4.1 5.2 6.4 6.8
ROIC 16.1 36.1 43.7 45.9
ROE 14.0 23.0 22.0 20.9
ROA 9.6 15.6 15.6 15.3
EBITDA margin 8.5 12.9 12.8 12.6
Operating profit margin 5.3 10.0 9.8 9.6
EBITDA/net interest (x)
Net debt/equity -42.7 -59.8 -64.9 -69.8
Net debt/EBITDA (x) 2.3 2.0 2.4 2.8
CF from operations/net debt
Per share data(INR)
EPS reported (fully diluted) 44.06 85.58 100.96 117.65
HSBC EPS (fully diluted) 44.06 85.58 100.96 117.65
DPS 3.88 4.44 5.55 6.66
Book value 331.08 412.22 507.64 618.63
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Stock has underperformed

Since September 2009, Maruti has underperformed both BSE Auto Index and Sensex by 12% and 7%
respectively. A key reason has been its ability to meet demand, given the production constraints at the

Manesar plant. We believe concerns are overdone, given the flexibility Maruti has in production.

2. Performance: Maruti Suzuki relative to BSE Auto Index 3. Performance: Maruti Suzuki relative to Sensex

Source: Bloomberg Source: Bloomberg

Capacity constraints at Manesar leading to waiting period

Due to capacity constraints at Manesar, Maruti is unable to match the strong demand for Swift and Dzire
(key models produced from that facility). Hence, there is a waiting period of up to three months on both.

4. Production constraints leading to waiting period in the key models produced from Manesar

Rated capacity Peak capacity % total sales contribution Key models Waiting period
Manesar Plant 300,000 350,000 42% Swift, Dzire, A-Star and SX4 0-3 Months
Gurgaon Plant 700,000 750,000 58%  Alto, Wagon R, Ritz, Omni 0

Source: Company, HSBC

Shifting production to Gurgaon a near-term remedy

While the Manesar plant is operating at a peak capacity of 350k units p.a., there is scope for capacity
ramp-up in the Gurgaon plant. The company plans to shift production of Swift petrol from Manesar to
Gurgaon in December and also has the option of shifting Dzire petrol to Gurgaon. This should release 5-

6% capacity (50-70k units). The shift requires minimal capex and can be done in just a couple of months.

5. Capacity utilisation to improve once production shifts to 6. Maruti has a history of operating at peak capacity level
Gurgaon and managing demand through productivity improvement
W Current I Post Swit shift M Post Dzire shift I Production Capacity (in mn)
100% - 12 - % Capecity Uilizaton (RHS) 4450,
95% - | F 110%
10 - 105%
90% - 0.8 + 100%
o + 95%
85% 0.6 - L 90%
80% - 0.4 - + 85%
+ 80%
75% - 02 + L 75%
70% - _ T 70%
N n ny N ny n n
Manesar Gurgaon Total S 8 8 8 8 8 =
& 8 * & 8 & =
Source: Company, HSBC estimates Source: Company, HSBC estimates
Note: 1. Capacity utilisation shown above is at peak capacity
Note 2. The plan is to shift Swift (petrol), and consider shifting Dzire (petrol)
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Addition to Manesar plant is a long-term solution

During its AGM in January 2010, the company plans to make a decision on increasing capacity at
Manesar — a feasibility study is on. The incremental capacity could be in the range of 100k-300k units
p-a. which we expect to be operational in FY 12 — this should be a long-term solution. The quantum of

capex will also indicate management outlook on demand.

Expect sales to ramp up after capacity is rejigged

Car demand continues to be strong against a backdrop of economic recovery. Bank financing continues to
improve; Maruti’s cars sold on credit reached 71% now from 60% last year. The prospects of car
financing through private banks have improved, with ICICI Bank announcing its intention become
aggressive in the field again. Freeing up capacity should help Maruti meet demand. We expect strong car

sales growth to continue in H2FY10e, and act as a potential trigger for the stock price.

7. Domestic car sales to pick up post capacity ramp-up 8. Exports: increased contribution from ROW to compensate
for loss of Europe sales
80,000 -
FY1te
75,000 -
FY10
70,000 -
65,000 R FY09
60,000 T T T T T T T T T T 0% 20% 40% 60% 80% 100%
z = § EzZPQz9s5 I E M Europe ™ Rest of the World
ST 2892 T LT 2T E
e85 8°383383g8383 33
Source: Company, HSBC estimates Source: Company, HSBC estimates

Our numbers are 10% above consensus

The Street is still conservative, in our view, on sales and margin prospects. Going into Q3, the company
does not see any major cost escalation. Given the strong demand outlook, we believe Maruti should be

able to hike prices to protect margins. Our numbers are 10% above consensus for FY11e.

9. We are ahead of consensus (INR)

HSBCe EPS Consensus EPS % Deviation
FY10e 86 79 8%
FY1le 101 92 10%

Source: HSBC estimates, Thomson Datastream

Overweight (V), target price INR1,880
Our DCF-based one-year target price is INR1,880. We have assumed the cost of equity to be 13.5% and

have explicit estimates until FY10. In our semi-explicit forecast period of 10 years, starting from FY11,
we assume 15% NOPLAT CAGR (equity risk premium: 5.5%, beta: 1.1, risk-free rate: 7.5%). We have
assumed the fade period will start in FY21 and last for 17 years. During the fade period, we have assumed

that the ROIC will decline to the level of cost of capital.

HSBC <»
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10. One-year forward PE multiple 11. One-year forward EV/EBITDA

2500 Price (INR) —— 10 14 ——18 ——22 2,500 - Price (NR) ——3 6 ——9 12

' 2,000

2,000 1,500

1,500 1,000 S

1,000 500 A

500 0 T T T T T T T
g 5 % & ¥ § 3 5 = & 8 & & 3
5] R ] 3 S| ] 8

Source: Company, HSBC Source: Company, HSBC

In our research model, for India stocks with a volatility indicator, the Neutral band is 10 percentage points
above and below the hurdle rate of 10.5%. This translates into a Neutral band of 0.5-20.5% around the
current share price. Our target price, unchanged at INR1,880, implies ¢21% total potential return from

current levels; we therefore reiterate our Overweight (V) rating.

In relative valuation terms, we value Maruti at high-EPS growth phase multiples. On reaching our one-
year target price of INR1,880, we expect the stock to trade at 19x our FY11e EPS of INR101 and at 10.5x
FY1le EV/EBITDA. Historically during its EPS growth phase, the company had traded in a one-year
forward PE range of 18-21x and EV/EBITDA of 9-12x.

Key risks

The key potential downside risks include appreciating yen (c12% of raw materials are imported from
Japan), sales collapse in export markets after scrappage schemes run out, stronger-than-expected
competition, any increase in excise duty which could increase acquisition cost of cars for customers and

hurt demand, any increase in interest rates, and higher-than-estimated increase in raw material prices.
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» View the latest research and access archived reports
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Disclosure appendix

Analyst certification

The following analyst(s), who is(are) primarily responsible for this report, certifies(y) that the opinion(s) on the subject
security(ies) or issuer(s) and any other views or forecasts expressed herein accurately reflect their personal view(s) and that no
part of their compensation was, is or will be directly or indirectly related to the specific recommendation(s) or views contained
in this research report: Sachin Gupta

Important disclosures

Stock ratings and basis for financial analysis

HSBC believes that investors utilise various disciplines and investment horizons when making investment decisions, which
depend largely on individual circumstances such as the investor's existing holdings, risk tolerance and other considerations.
Given these differences, HSBC has two principal aims in its equity research: 1) to identify long-term investment opportunities
based on particular themes or ideas that may affect the future earnings or cash flows of companies on a 12 month time horizon;
and 2) from time to time to identify short-term investment opportunities that are derived from fundamental, quantitative,
technical or event-driven techniques on a 0-3 month time horizon and which may differ from our long-term investment rating.
HSBC has assigned ratings for its long-term investment opportunities as described below.

This report addresses only the long-term investment opportunities of the companies referred to in the report. As and when
HSBC publishes a short-term trading idea the stocks to which these relate are identified on the website at
www.hsbenet.com/research. Details of these short-term investment opportunities can be found under the Reports section of this
website.

HSBC believes 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. Different securities firms use a variety of ratings terms as well as different rating
systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each research
report. In addition, because research reports contain more complete information concerning the analysts' views, investors
should carefully read the entire research report and should not infer its contents from the rating. In any case, ratings should not
be used or relied on in isolation as investment advice.

Rating definitions for long-term investment opportunities

Stock ratings
HSBC assigns ratings to its stocks in this sector on the following basis:

For each stock we set a required rate of return calculated from the risk free rate for that stock's domestic, or as appropriate,
regional market and the relevant equity risk premium established by our strategy team. The price target for a stock represents
the value the analyst expects the stock to reach over our performance horizon. The performance horizon is 12 months. For a
stock to be classified as Overweight, the implied return must exceed the required return by at least 5 percentage points over the
next 12 months (or 10 percentage points for a stock classified as Volatile*). For a stock to be classified as Underweight, the
stock must be expected to underperform its required return by at least 5 percentage points over the next 12 months (or 10
percentage points for a stock classified as Volatile*). Stocks between these bands are classified as Neutral.

Our ratings are re-calibrated against these bands at the time of any 'material change' (initiation of coverage, change of volatility
status or change in price target). Notwithstanding this, and although ratings are subject to ongoing management review,
expected returns will be permitted to move outside the bands as a result of normal share price fluctuations without necessarily
triggering a rating change.

*A stock will be classified as volatile if its historical volatility has exceeded 40%, if the stock has been listed for less than 12
months (unless it is in an industry or sector where volatility is low) or if the analyst expects significant volatility. However,
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stocks which we do not consider volatile may in fact also behave in such a way. Historical volatility is defined as the past
month's average of the daily 365-day moving average volatilities. In order to avoid misleadingly frequent changes in rating,
however, volatility has to move 2.5 percentage points past the 40% benchmark in either direction for a stock's status to change.

Prior to this, from 7 June 2005 HSBC applied a ratings structure which ranked the stocks according to their notional target
price vs current market price and then categorised (approximately) the top 40% as Overweight, the next 40% as Neutral and
the last 20% as Underweight. The performance horizon is 2 years. The notional target price was defined as the mid-point of the
analysts' valuation for a stock.

From 15 November 2004 to 7 June 2005, HSBC carried no ratings and concentrated on long-term thematic reports which

identified themes and trends in industries, but did not make a conclusion as to the investment action that potential investors
should take.

Prior to 15 November 2004, HSBC's ratings system was based upon a two-stage recommendation structure: a combination of
the analysts' view on the stock relative to its sector and the sector call relative to the market, together giving a view on the
stock relative to the market. The sector call was the responsibility of the strategy team, set in co-operation with the analysts.
For other companies, HSBC showed a recommendation relative to the market. The performance horizon was 6-12 months. The
target price was the level the stock should have traded at if the market accepted the analysts' view of the stock.

Rating distribution for long-term investment opportunities

As of 20 November 2009, the distribution of all ratings published is as follows:

Overweight (Buy) 41% (18% of these provided with Investment Banking Services)
Neutral (Hold) 38% (17% of these provided with Investment Banking Services)
Underweight (Sell) 21% (15% of these provided with Investment Banking Services)

Share price and rating changes for long-term investment opportunities

Maruti Suzuki India Ltd (MRTI.BO) Share Price performance INR Vs HSBC Recommendation & price target history
rating history From To Date
Underweight Neutral 23 January 2007
Neutral Overweight 21 March 2007
Overweight Underweight 30 October 2007
1625 - Underweight Overweight 05 December 2007
Overweight Neutral 22 July 2008
1125 | ¢ Neutral Neutral (V) 27 October 2008
00 ¢ Neutral (V) Underweight (V) 24 November 2008
R Underweight (V) Neutral (V) 24 July 2009
625 AM Neutral (V) Overweight (V) 24 September 2009
Target Price Value Date
125 A Price 1 925.00 05 December 2006
T 8 88 8 5 5 8 838 3 3 Price 2 1080.00 23 January 2007
<23 T 8 ® 8 = B &® B8 = 3 Price 3 990.00 21 March 2007
= =2 = =2 = =2 = =z = = Price 4 980.00 27 July 2007
Price 5 1250.00 30 October 2007
Price 6 1225.00 29 January 2008
Source: HSBC Price 7 695.00 22 JUly 2008
Price 8 600.00 27 October 2008
Price 9 481.00 24 November 2008
Price 10 468.00 29 January 2009
Price 11 682.00 17 April 2009
Price 12 1343.00 24 July 2009
Price 13 1880.00 24 September 2009

Source: HSBC
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Company Ticker Recent price Price Date Disclosure

MARUTI SUZUKI INDIA LTD MRTINS 1550.55 20-Nov-2009 4,7

Source: HSBC

1 HSBC* has managed or co-managed a public offering of securities for this company within the past 12 months.

2 HSBC expects to receive or intends to seek compensation for investment banking services from this company in the next
3 months.

3 At the time of publication of this report, HSBC Securities (USA) Inc. is a Market Maker in securities issued by this
company.

As of 31 October 2009 HSBC beneficially owned 1% or more of a class of common equity securities of this company.

As of 30 September 2009, this company was a client of HSBC or had during the preceding 12 month period been a client

of and/or paid compensation to HSBC in respect of investment banking services.

6 As of 30 September 2009, this company was a client of HSBC or had during the preceding 12 month period been a client
of and/or paid compensation to HSBC in respect of non-investment banking-securities related services.

7 As of 30 September 2009, this company was a client of HSBC or had during the preceding 12 month period been a client

of and/or paid compensation to HSBC in respect of non-securities services.

A covering analyst/s has received compensation from this company in the past 12 months.

9 A covering analyst/s or a member of his/her household has a financial interest in the securities of this company, as
detailed below.

10 A covering analyst/s or a member of his/her household is an officer, director or supervisory board member of this
company, as detailed below.

11 At the time of publication of this report, HSBC is a non-US Market Maker in securities issued by this company and/or in

securities in respect of this company
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Analysts are paid in part by reference to the profitability of HSBC which includes investment banking revenues.

For disclosures in respect of any company, please see the most recently published report on that company available at
www.hsbcnet.com/research.

* HSBC Legal Entities are listed in the Disclaimer below.

Additional disclosures

1 Thisreport is dated as at 20 November 2009.

2 All market data included in this report are dated as at close 19 November 2009, unless otherwise indicated in the report.

3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its
Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of Research
operate and have a management reporting line independent of HSBC's Investment Banking business. Chinese Wall
procedures are in place between the Investment Banking and Research businesses to ensure that any confidential and/or
price sensitive information is handled in an appropriate manner.

4 As of 31 October 2009, HSBC and/or its affiliates (including the funds, portfolios and investment clubs in securities
managed by such entities) either, directly or indirectly, own or are involved in the acquisition, sale or intermediation of,
1% or more of the total capital of the subject companies securities in the market for the following Company(ies)
MARUTI SUZUKI INDIA LTD
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