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Good performance, but challenges persist
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Revenues trailed our estimates by 6%. FES realisations dropped 9% due to weak market
conditions leading to a 6% revenue miss.

EBITDA margin (adjusted for one-offs of Rslbn) was strong at 14.5% (PC: 14.3%,
consensus 13%). Adjusted EBITDA missed our estimates by 5% but was 6% ahead of
consensus.

Adjusted PAT grew by 38% yoy to Rs9.2bn, missed estimates by 9%.

Key highlights: Strong operating performance with M&M+MVML reporting stellar margin of
14.5%. While we expect FY17 to be a better year with new launches in the market driving
overall UV volumes and M&M'’s tractor business bottoming out due to a low base, we don’t
see a sharp tractor recovery and expect UVs to face immense competition. We are worried
that M&M doesn’t have any new launches in the pipeline, as almost all OEMs have new
offerings in UVs (Maruti’s Vitara Brezza is the most awaited one).

Conference call takeaways

Quarter included Rs 1bn worth of total one-time expenses — bonus provisions Rs
220mn, exchange provision for loan revaluation Rs320mn, and other one-offs like
diminution of assets

Reduced inventory by 19,000 tractors in Q3 — over a month’s sale. This led to a
production decline and pressure on FES margins

Total 18,000 bookings for KUV100—-in terms of production capacity, booked until April
KUV100's current capacity (200 units/day, 5,000 a month) will expand to 300 units/day
or 7,500/month by August; 45% sales are for the petrol variant, 55% diesel

Took a 1.7% price hike in the automotive segment (from Q3 till date)

Management is very happy with its current product line up. Believes it is the most
refreshed and strongest among competition. No major launches in the pipeline for now.
Still debating if XUV500 coupe should be actually produced and launched. If it decides to
do so, it will still take atleast three years to launch

Rural slowdown and improved road conditions in rural areas are impacting Bolero
volumes — customers are open to other non-rugged options as well

Outlook and valuation: Near-term could look good due to tractor growth (on low base) and
UV growth (on new launches). However, long-term pressures are evident with the tractor
segment seeing cut-throat competition and no new launches in UVs. We tweak our
estimates and downgrade to Neutral with a SOTP-based target price of Rs 1,320 (Rs1,452
earlier). We value the standalone business at Rs990 (15x FY17 earnings) and subsidiaries at
Rs330 (20% discount to current valuations).
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Key Financials
Rsmn FY16E FY17E FY18E
Net Sales 383,840 426,543 479,632
EBIDTA 52,586 59,716 67,148
Net Profit 33,776 39,069 44,298
EPS, Rs 57.1 66.0 74.9
PER, x 21.5 18.6 16.4
EV/EBIDTA, x 14.0 12.1 10.5
PBV, x 3.3 2.9 2.6
ROE, % 15.2 15.6 15.8
Debt/Equity (%) 9.6 7.2 5.5
CHANGE IN ESTIMATES

__Revised Est.__ __% Revision__
Rsmn FY16E FY17E FY16E FY17E
Revenue 383,840 426,543 -1.6% -3.8%
EBITDA 52,586 59,716 12.8% 7.8%
Core PAT 33,776 39,069 -2.4% -6.4%
EPS (Rs) 57.1 66.0 -2.4% -6.4%
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(RsMn) Q3FY16 Q3FY15 yoy Q2FY16 qoq vs. expectations Comments
growth % growth % %
Net sales 104,656 92,603 13% 87,937 19% -6% Revenues trails estimates due to lower FES realisations
EBITDA (Adj.) 15,138 10,797 40% 11,626 30% -5% EBITDA 5% below our estimate but 6% ahead of street
EBITDA Margin 14.5% 11.7% 281 bps 13.2% 124 bps 18 bps EBITDA margins beats consensus by 150bp5
Net Profit (Adj) 9,205 6,674 38% 9,781 -6% -9%
Net Margin 8.8% 7.2% 159 bps 11.1%  -233 bps -23 bps
Segmental Analysis
Auto Revenues 69,173 58,176 19% 59,893 15%
Auto EBIT 7,054 4,830 46% 5,864 20%
Auto Margins 10.2% 8.3% 190 bps 9.8% 41 bps
FES Revenues 35,823 34,722 3% 28,442 26%
FES EBIT 5,483 4,947 11% 4,651 18%
FES Margins 15.3% 14.2% 106 bps 16.4%  -105 bps
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Financials
Income Statement Cash Flow
Y/E Mar, Rsmn FY15 FYl6e FY17e FY18e Y/E Mar, Rsmn FY15 FY16e FY17e FY18e
Net sales 374,683 383,840 426,543 479,632 Pre-tax profit 40,215 45,643 52,796 59,863
Growth, % (3) 2 11 12 Depreciation 10,980 12,606 13,666 14,441
Other Operating income 0 0 0 0 Chg in working capital 6,960 -178 3,467 4,548
Total income 374,683 383,840 426,543 479,632 Total tax paid -8,342 -11,867 -13,727 -15,564
Raw material expenses -257,269 -261,011 -287,916 -323,752 Other operating activities -1,805 -5,663 -6,746 -7,155
Employee expenses -24,936 -26,869 -29,858 -33,574 Cash flow from operating activities 48,008 40,541 49,456 56,132
Other Operating expenses -46,445 -43,374 -49,052 -55,158 Capital expenditure -21,232 -30,000 -25,000 -25,000
EBITDA (Core) 46,033 52,586 59,716 67,148 Other investing activities -11,718 1,518 2,041 2,035
Growth, % (12.3) 14.2 13.6 12.4 Cash flow from investing activities -32,950 -28,482 -22,959 -22,965
Margin, % 12.3 13.7 14.0 14.0 Free cash flow 15,058 12,059 26,497 33,167
Depreciation (10,980) (12,606) (13,666) (14,441) Debt raised/(repaid) -12,696 -9,115 -3,190 -2,712
EBIT 35,053 39,980 46,050 52,708 Other financing activities -11,726 -12,260 -13,544 -14,962
Growth, % (20.1) 14.1 15.2 14.5 Cash flow from financing activities -24,422 -21,375 -16,735 -17,673
Margin, % 9.4 10.4 10.8 11.0 Net chg in cash -9,363 -9,315 9,762 15,494
Other Non-Operating Income 8,201 7,791 8,570 8,827
Pre-tax profit 43,572 45,643 52,796 59,863
Tax provided -9,339 -11,867 -13,727 -15,564 Valuation Ratios
Profit after tax 34,233 33,776 39,069 44,298 EY15 FYl6e FY17e FYiSe
Others (Minorities, Associates) 0 0 0 0
X Per Share data
" wim e e e a2 o wo s
- . Growth, % (25.2) 9.4 15.7 13.4
Net P.roflt (adjusted) 30,876 33,776 39,069 44,298 Book NAV/share (INR) 3360 3760 4222 4747
Unadj. shares (m) 592 592 592 592 FDEPS (INR) 522 571 660 749
Wtdavg shares (m) 592 592 592 592 CEPS (INR) 65.1 78.4 89.2 99.3
CFPS (INR) 78.1 66.0 81.7 93.3
DPS (INR) (17.4) (17.1) (19.8) (22.5)
Balance Sheet Return ratios
Y/E Mar, Rsmn FY15 FY16e FY17e FY18e Return on assets (%) 10.0 9.4 10.1 10.3
Cash & bank 21,053 11,738 21,500 36,994 Return on equity (%) 15.5 15.2 15.6 15.8
Debtors 24,241 24,833 27,596 31,031 Return on capital employed (%) 13.9 12.9 13.8 14.2
Inventory 28,152 28,840 32,048 36,037 Turnover ratios
Loans & advances 0 0 0 0 Asset turnover (x) 6.5 5.7 5.4 5.6
Total current assets 88,503 81,973 99,363 124,102 Sales/Total assets (x) 1.1 1.1 1.1 1.1
Investments 161,159 169,216 177,677 186,561 Sales/Net FA (x) 3.9 3.5 34 3.6
Gross fixed assets 165,414 195,414 220,414 245,414 Working capital/Sales (x) (0.1) (0.1) (0.1) (0.1)
Less: Depreciation -64,607 -77,214 -90,879 -105,320 Fixed capital/Sales (x) 0.4 0.5 0.5 0.5
Net fixed assets 100,807 118,200 129,534 140,094 Receivable days 23.6 23.6 23.6 23.6
Total assets 350,468 369,390 406,575 450,757 Inventory days 27.4 27.4 27.4 27.4
Current liabilities 97,117 99,725 110,819 124,613 Payable days 64.8 65.9 66.1 66.1
Non-current liabilities 54,581 47,252 45,994 45,374 Working capital days (28.9) (28.0) (28.2) (285)
Total liabilities 151,698 146,977 156,813 169,987 Liquidity ratios
Paid-up capital 2,958 2,958 2,958 2,958 Current ratio (x) 0.9 0.8 0.9 1.0
Reserves & surplus 195,812 219,455 246,804 277,813 Quick ratio (x) 0.6 0.5 0.6 0.7
Shareholders’ equity 198,770 222,413 249,762 280,770 Interest cover (x) 115 18.8 253 315
Total equity & liabilities 350,468 369,390 406,575 450,757 Total debt/Equity (%) 15.3 9.6 7.2 5.5
Net debt/Equity (%) 4.7 43  (14) (7.7
Source: Company, PhillipCapital India Research Estimates Valuation
PER (x) 235 215 186  16.4
PEG (x) - y-o-y growth (0.9) 2.3 1.2 1.2
Price/Book (x) 3.7 3.3 2.9 2.6
Yield (%) (1.4)  (1.4) (1.6) (1.8)
EV/Net sales (x) 2.0 1.9 1.7 1.5
EV/EBITDA (x) 16.0 14.0 12.1 10.5
EV/EBIT (x) 21.0 18.4 15.7 13.4
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Stock Price, Price Target and Rating History
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Rating Methodology

13 13

14 15

We rate stock on absolute return basis. Our target price for the stocks has an investment horizon of one

year.
Rating Criteria Definition

BUY >=+15% Target price is equal to or more than 15% of current market price
NEUTRAL -15% > to < +15% Target price is less than +15% but more than -15%

SELL <=-15% Target price is less than or equal to -15%.
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and past performance is not necessarily an indication of future performance.

This report does not regard the specific investment objectives, financial situation, and the particular needs of any specific person who may receive this report.
Investors must undertake independent analysis with their own legal, tax, and financial advisors and reach their own conclusions regarding the appropriateness
of investing in any securities or investment strategies discussed or recommended in this report and should understand that statements regarding future
prospects may not be realised. Under no circumstances can it be used or considered as an offer to sell or as a solicitation of any offer to buy or sell the
securities mentioned within it. The information contained in the research reports may have been taken from trade and statistical services and other sources,
which PCIL believe is reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that such information is accurate
or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice.

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research
report is subject to all aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is
available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the
research analyst’s personal views about all of the subject issuers and/or securities, that the analyst(s) have no known conflict of interest and no part of the
research analyst’s compensation was, is, or will be, directly or indirectly, related to the specific views or recommendations contained in this research report.

Additional Disclosures of Interest:

Unless specifically mentioned in Point No. 9 below:

1. The Research Analyst(s), PCIL, or its associates or relatives of the Research Analyst does not have any financial interest in the company(ies) covered in
this report.

2.  The Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively do not hold more than 1% of the securities of the
company (ies)covered in this report as of the end of the month immediately preceding the distribution of the research report.

3. The Research Analyst, his/her associate, his/her relative, and PCIL, do not have any other material conflict of interest at the time of publication of this
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4.  The Research Analyst, PCIL, and its associates have not received compensation for investment banking or merchant banking or brokerage services or for
any other products or services from the company(ies) covered in this report, in the past twelve months.

5.  The Research Analyst, PCIL or its associates have not managed or co-managed in the previous twelve months, a private or public offering of securities for
the company (ies) covered in this report.

6.  PCIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party, in
connection with the research report.

7.  The Research Analyst has not served as an Officer, Director, or employee of the company (ies) covered in the Research report.

8.  The Research Analyst and PCIL has not been engaged in market making activity for the company(ies) covered in the Research report.
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Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or
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