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What event has happened? 
Mahindra & Mahindra’s (M&M) Q4 FY3/18 earnings of Rs10.2bn beat our estimate of 
Rs9.3bn, mainly due to better operating performance than we expected in the auto 
segment. 

Why is it significant? 
The Q4 EBITDA margin rose by 330bp YoY (from a low base) and 30bp QoQ to 13.2%. We 
see this as commendable given that the volume contribution from high-margin tractors 
fell by 9ppt QoQ to 30%. The key surprise for us was the auto segment, where the 
margin rose by 220bp QoQ, driven by the commercial vehicle (CV) business breaking 
even at the EBIDTA level amid strong volume growth. We think that the Indian 
government’s recent budgetary focus on boosting the rural economy bodes well for 
M&M’s tractor segment. We expect M&M to record 10% volume growth in tractors in 
FY3/19. Once the rural segment recovers, we expect demand for its Bolero and Scorpio 
models to pick up too as these are largely rural products. In addition, M&M plans to 
launch three new utility vehicle (UV) models in FY3/19: a large sport-utility vehicle (SUV, 
the U321); a compact SUV (the S201); and a model based on the Rexton platform. We 
believe that these new launches and a rural revival should help M&M recover some of its 
lost market share in UVs. Steady volume growth in these segments should help offset 
rising input costs, in our view. Overall, we project a 17% adjusted earnings CAGR over 
FY3/19–20. Excluding its subsidiaries, the standalone entity trades at 12.9x our FY3/20 
EPS forecast, which we see as attractive versus its peers. We maintain our BUY rating. 

Implications for our earnings forecast? 
We revise up our EPS forecasts by 4% for FY3/19 and 5% for FY3/20. 

How do valuations look now? 
We raise our target price from Rs890 to Rs1,000, still based on our sum-of-the-parts 
model, to factor in our earnings-forecast revisions and the recent rise in valuations for 
other listed Mahindra Group entities such as Tech Mahindra (TECHM IN) and Mahindra 
& Mahindra Financial Services (MMFS IN). We value M&M’s core business at 16x our 
one-year forward core EPS forecast and its stakes in listed entities at the current market 
prices. Our valuation multiple for the core business is a 10% premium over M&M’s long-
term median of 15x and in line with the BSE Sensex’s current premium over its long-term 
average. The main risks to our rating and the attainment of our target price are a slower 
recovery in tractor volumes than we expect and a sharp rise in input costs. 

What is distinctive about our stock view? 
We see M&M’s tractor and UV segments as among the main beneficiaries of a rural 
recovery in India. 

 
Source: Company data, Bloomberg, HTI estimates  Click here to download the working model 

 
 
 

Mar-16A Mar-17A Mar-18A Mar-19E Mar-20E Trend

Total turnover (Rsm) 408,751 437,854 486,855 579,616 666,940

Operating profit (Rsm) 35,518 36,131 47,446 59,110 68,149

Pre-tax profit (Rsm) 42,845 51,875 61,024 69,703 80,169

Net income to ord equity (Rsm) 32,046 39,556 43,560 48,792 56,118

Adjusted net profit (Rsm) 31,599 35,782 40,742 48,792 56,118

Net profit growth (3.5%) 23.4% 10.1% 12.0% 15.0%

P/E (x) 32.45 26.29 23.87 21.31 18.53

Adj P/E (x) 32.91 29.06 25.53 21.31 18.53

Adj EV/EBITDA (x) 8.81 6.58 5.35 4.72 4.33

P/B (x) 4.64 4.05 3.43 3.06 2.72

ROE 15.4% 16.5% 15.6% 15.2% 15.6%

Dividend yield 0.7% 0.8% 0.9% 1.0% 1.1%

EPS HTI old (Rs) 26.82 33.10 34.09 39.32 44.83

EPS HTI New (Rs) 26.82 33.10 36.45 40.83 46.96

Adj EPS (Rs) 26.44 29.94 34.09 40.83 46.96

Consensus EPS (Rs) 27.87 29.14 35.08 40.44 45.61

HTI EPS vs Consensus (3.8%) 13.6% 3.9% 1.0% 3.0%
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Basic Share Information 

Market cap Rs1,082b / US$15.94b 

Daily traded value (3mth) US$26.41m 

Shares outstanding 1,195m 

Free float 74% 

Net debt-to-equity -0.1% 

1 yr high Rs885.6 

1 yr low Rs615.3 

Foreign shareholding 33.6% 

Note: Share price and market data as of 29 May 2018 

  

  

 

Price/Volume 

 
Source: Bloomberg 

 

 1mth 3mth 12mth 

Absolute 0.9% 19.5% 28% 

Absolute USD -0.9% 14.7% 21.6% 

Relative to SENSEX 0.3% 16.6% 15% 
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 M&M  Quarterly Performance 

 
   Source: Company data 

 

 Segment EBIT Margin Trend 

 
   Source: Company data 

 
 
 
 
 
 
 

Mn INR 3Q 4Q 1Q 2Q 3Q 4Q

Total volumes (nos) 197,457 188,496 201,717 218,437 210,223 235,887

yoy change (%) 2.1 2.5 2.9 16.3 6.5 25.1

ASP (INR per unit) 557,607 594,381 580,998 557,693 550,738 564,163

yoy change (%) (2.0) 1.5 3.2 (0.3) (1.2) (5.1)

Total income 110,103 112,039 117,197 121,821 115,778 133,079

yoy change (%) 0.1 4.1 6.1 15.9 5.2 18.8

(Inc.)/ dec in fin. goods 4,513 -710 433 -1,969 3,874 -233

Net raw materials 75,073 82,882 83,770 86,056 76,432 92,597

RM / sales (%) 72.3 73.3 71.8 69.0 69.4 69.4

Staff cost 6,855 6,017 6,938 7,052 7,228 7,063

Staff cost / sales (%) 6.2 5.4 5.9 5.8 6.2 5.3

Other expenditure 10,669 12,756 11,951 13,389 13,291 16,110

Oth. exp. / sales (%) 9.7 11.4 10.2 11.0 11.5 12.1

Total cost 97,110 100,944 103,092 104,528 100,825 115,537

EBITDA 12,994 11,095 14,106 17,293 14,953 17,542

EBITDA margin (%) 11.8 9.9 12.0 14.2 12.9 13.2

yoy change (%) 1.5 3.9 9.7 52.6 15.1 58.1

Non-operating income 1,101 3,081 2,046 5,620 966 1,715

Extraordinary income 3,638 937 0 0 3,858 479

Extraordinary expense 0 1,710 1,440 0 0 0

Interest 381 445 308 229 246 330

Gross profit 17,351 12,957 14,404 22,684 19,530 19,405

Less: depreciation 3,389.0 3,425.0 3,438.7 3,632.7 3,692.8 3,993.2

PBT 13,962 9,532 10,966 19,051 15,838 15,412

Tax 2,840 2,281 3,306 5,736 3,678 4,821

Effective tax rate (%) 20.3 23.9 30.1 30.1 23.2 31.3

PAT 11,123 7,252 7,660 13,316 12,159 10,591

yoy change (%) 33.3 19.9 (19.8) 14.5 9.3 46.0

Adj PAT 8,358 7,839 8,600 13,316 9,227 10,227

yoy change (%) 6.1 30.6 (2.9) 22.5 10.4 30.5

FY18FY17

%

3Q 4Q 1Q 2Q 3Q 4Q

Automotive 4.5 5.1 3.9 8.6 6.2 8.4

Farm Equipment 17.6 15.5 17.2 21.3 20.5 19.5

Others 4.1 6.2 5.6 1.4 (2.3) 4.3

Total 9.0 7.7 8.6 12.4 10.9 11.3

FY17 FY18

Strong volume growth was 
supported by high demand for 
tractors and pickups 

Margins were ahead of expectations, 
led by a turnaround in the CV 
business 

The auto segment margin improved 
due to a turnaround in the CV 
business 
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APPENDIX 

IMPORTANT DISCLOSURES 
This research report is distributed by Haitong International, a global brand name for the equity research teams of Haitong In ternational Research Limited (“HTIRL”), Haitong Securities India Private 
Limited (“HSIPL”), Haitong International Japaninvest KK (“HTIJIKK”), Haitong International Securities Company Limited (“HTISCL”), Haitong International Investment Services Limited (“HTIIS”), and 
any other members within the Haitong International Securities Group of Companies (“HTISG”), each authorized to engage in securities activities in its respective jurisdiction.   

Analyst Certification:  We, Aniket Mhatre and Anish Rankawat, certify that (i) the views expressed in this research report accurately reflect our personal views about any or all of the subject 
companies or issuers referred to in this research and (ii) no part of our compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this 
research report; and that we (including members of our household) have no financial interest in the security or securities of the subject companies discussed. 

Conflict of Interest Disclosures 
If no disclosures are included, it means that at the time of publication there is no conflict of interest pursuant to applicable regulations. 
 

Ratings Definitions: Haitong International (sometimes referred to as “HTI”) has 
three ratings, which are defined below. The percentage of BUY, SELL or NEUTRAL 
ratings out of the total number of rated notes appears in the Ratings Distribution 
chart.  ALL rated stocks have a target price which represents the analyst’s best 
estimate of the fundamental value of the stock on a 12 month forward basis. 
 
BUY ≥ 15% absolute upside performance expected within the next 12 months 
 
SELL ≥ 15% absolute downside performance expected within the next 12 months 
 
NEUTRAL: A stock under coverage with insufficient upside or downside to justify a 
BUY or SELL rating. For purposes only of FINRA/NYSE ratings distribution rules, 
our Neutral rating falls into a hold rating category. 

Rating Distribution 

  
Haitong International Equity Research Ratings Distribution, as of March 31, 2018  
 BUY Neutral  SELL 
  (hold)   
 
HTI Equity Research Coverage   71% 21%  8% 
IB clients*    6%   3%  4% 

*Percentage of investment banking clients in each rating category. 
For purposes only of FINRA/NYSE ratings distribution rules, our Neutral rating falls into a hold rating category. Please note that stocks with an NR designation are not included in the table above. 
 

Haitong International Non-Rated Research:  Haitong International publishes quantitative, screening or short reports which may rank stocks according to valuation and other metrics or may suggest 
prices based on possible valuation multiples. Such rankings or suggested prices do not purport to be stock ratings or target prices or fundamental values and are for information only. 

HTI Equity-Style Portfolios: Stocks are selected for Haitong International’s equity-style portfolio products based on six different strategies: Value, Quality, Growth, Risk, Momentum and US 
Exposure. Each quarter, HTI’s rated coverage is screened based on the selection criterion for each strategy and using a scoring methodology, the top 20 stocks for each strategy are identified and 
assigned to the portfolios.  Note that the quantitative screening used to rank stocks for the HTI equity-style portfolios is separate from the fundamental analysis employed by HTI sector analysts, so 
there may be differences in the assessments of individual stocks. 

HTI Themes: The Haitong International research department periodically identifies a select number of themes that it believes have longevity and identifies stocks from among its rated coverage 
that are relevant for these themes. These themes and the relevant stocks are reviewed on a quarterly basis. Note that the strategic attractiveness of a general theme may be different from the 
fundamental assessments of individual stocks within that theme. 

Related SCNet Visits: The designation of a related SCNet visit means that the specified Haitong International non-rated company visit reports may provide additional perspective with regard to 
HTI’s rated coverage. The research department selects these related SCNet visit reports on a quarterly basis. The process of compiling and publishing unrated SCNet notes is separate from the 
fundamental assessment and publication of individual rated stocks. 

Haitong International Coverage of A-Shares:  Haitong International may cover and rate A-Shares that are subject to the Hong Kong Stock Connect scheme with Shanghai and Shenzhen. Haitong 
Securities (HS; 600837 CH), the ultimate parent company of HTISG  based in Shanghai, covers and publishes research on these same A-Shares for distribution in mainland China. However, the rating 
system employed by HS differs from that used by HTI and as a result there may be a difference in the HTI and HS ratings for the same A-share stocks. 

Haitong International Quality 100 A-share (Q100) Index:  HTI’s Q100 Index is a quant product that consists of 100 of the highest-quality A-shares under coverage at HS in Shanghai. These stocks 
are carefully selected through a quality-based screening process in combination with a review of the HS A-share team’s bottom-up research. The Q100 constituent companies are reviewed 
quarterly. 
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IMPORTANT DISCLAIMER 

For research reports on non-Indian securities: The research report is issued by Haitong International Research Limited (“HTIRL”), a wholly owned subsidiary of Haitong International Securities 
Group Limited (“HTISGL”) and a licensed corporation to carry on Type 4 regulated activity (advising on securities) for the purpose of the Securities and Futures Ordinance (Cap. 571) of Hong Kong, 
with the assistance of Haitong International Japaninvest KK (“HTIJIKK”), a wholly owned subsidiary of HTISGL and which is regulated as an Investment Adviser by the Kanto Finance Bureau of Japan. 

For research reports on Indian securities: The research report is issued by Haitong Securities India Private Limited (“HSIPL”), an Indian company and a Securities and Exchange Board of India 
(“SEBI”) registered Stock Broker, Merchant Banker and Research Analyst that, inter alia, produces and distributes research reports covering listed entities on the BSE Limited (“BSE”) and the 
National Stock Exchange of India Limited (“NSE”) (collectively referred to as “Indian Exchanges”). HSIPL was acquired and became part of the Haitong International Securities Group of Companies 
(“HTISG”) on 22 December 2016.  

All the research reports are globally branded under the name Haitong International and approved for distribution by Haitong International Securities Company Limited (“HTISCL”) and/or Haitong 
International Investment Services Limited (“HTIIS”), and/or any other members within HTISG in their respective jurisdictions. 

The information and opinions contained in this research report have been compiled or arrived at from sources believed to be reliable and in good faith but no representation or warranty, express 
or implied, is made by HTIRL, HTISCL, HTIIS, HSIPL, HTIJIKK or any other members within HTISG from which this research report may be received, as to their accuracy, completeness or correctness. 
All opinions expressed herein are as of the date of this research report and are subject to change without notice. This research report is for information purpose only. Descriptions of any companies 
or their securities mentioned herein are not intended to be complete and this research report is not, and should not be construed expressly or impliedly as, an offer to buy or sell securities. The 
securities referred to in this research report may not be eligible for purchase or sale in some jurisdictions. If an investment product is denominated in a currency other than an investor's home 
currency, a change in exchange rates may adversely affect the investment. Past performance is not necessarily indicative of future results. Certain transactions, including those involving derivatives, 
give rise to substantial risk and are not suitable for all investors. You should also bear in mind that recommendations in this research report are not tailor-made for you. The analyst has not taken 
into account your unique financial circumstances, such as your financial situation and risk appetite. You must, therefore, analyze and should, where applicable, consult your own legal, tax, 
accounting, financial and other professional advisers to evaluate whether the recommendations suits you before investment. Neither HTISG nor any of its directors, employees or agents accepts 
any liability whatsoever for any direct or consequential loss arising from any use of the materials contained in this research report.  

HTISG and our affiliates, officers, directors, and employees, excluding the analysts responsible for the content of this document, will from time to time have long or short positions in, act as 
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research report. Sales, traders, and other professionals of HTISG may provide oral or written market commentary 
or trading strategies to the relevant clients and the companies within HTISG that reflect opinions that are contrary to the opinions expressed in this research report. HTISG may make investment 
decisions that are inconsistent with the recommendations or views expressed in this research report. HTI is under no obligation to ensure that such other trading decisions, ideas or 
recommendations are brought to the attention of any recipient of this research report. 

Please refer to HTI’s website www.equities.htisec.com for further information on HTI’s organisational and administrative arrangements set up for the prevention and avoidance of conflicts of 
interest with respect to Research. 

Non U.S. Analyst Disclosure:  The HTI analyst(s) listed on the cover of this Research is (are) not registered or qualified as a  research analyst with FINRA and are not subject to U.S. FINRA Rule 2241 
restrictions on communications with companies that are the subject of the Research; public appearances; and trading securities by a research analyst.  

DISTRIBUTION AND REGIONAL NOTICES 

Except as otherwise indicated below, any Recipient wishing to discuss this research report or effect any transaction in any security discussed in HTI’s research should contact the Haitong 
International salesperson in their own country or region.   

Notice to Hong Kong investors: The research report is distributed by Haitong International Securities Company Limited (“HTISCL”) and/or Haitong Internationa l Investment Services Limited 
(“HTIIS”), both licensed corporations to carry on Type 1 regulated activity (dealing in securities) in Hong Kong. This research report does not constitute a solicitation or an offer of securities or an 
invitation to the public within the meaning of the SFO. This research report is only to be circulated to "Professional Investors" as defined in the SFO. This research report has not been reviewed by 
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People’s Republic of China (PRC): In the PRC, the research report is directed for the sole use of those who receive the research report in accordance with the applicable PRC laws and regulations. 
Further, the information on the research report does not constitute "production and business activities in the PRC" under relevant PRC laws. This research report does not constitute a public offer 
of the security, whether by sale or subscription, in the PRC. Further, no legal or natural persons of the PRC may directly or indirectly purchase any of the security or any beneficial interest therein 
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Prospectus Exemptions or, in Ontario, in section 73.3(1) of the Securities Act (Ontario), as applicable, and a “permitted client” as such term is defined in section 1.1 of NI 31-103, respectively. 

Notice to Singapore investors: This research report is provided in Singapore by or through Haitong International Securities (Singapore) Pte Ltd (“HTISSPL”) [Co Reg No 201306644N], which is an 
Exempt Financial Adviser as defined in the Financial Advisers Act (“FAA”) and regulated by the Monetary Authority of Singapore, and is only provided to accredited investors, expert  investors and 
institutional investors, as defined in Section 4A of the Securities and Futures Act, Cap. 289.  Recipients of this research report are to contact HTISSPL in respect of any matters arising from, or in 
connection with, the research report.  If you are an accredited investor or expert investor, please be informed that in our dealings with you, we are relying on certain exemptions to the Financial 
Advisers Act. Cap. 110 (“FAA”) - (1) the exemption in Regulation 33 of the Financial Advisers Regulations (“FAR”), which exempts us from complying with Section 25 of the FAA on disclosure of 
product information to clients; (2) the exemption set out in Regulation 34 of the FAR, which exempts us from complying with Section 27 of the FAA on recommendations;  and (3) the exemption set 
out in Regulation 35 of the FAR, which exempts us from complying with Section 36 of the FAA on disclosure of certain interests in securities. 

Notice to Japanese investors: This research report is distributed by Haitong International Japaninvest KK (“HTIJIKK”), which is regulated as an Investment Adviser by the Kanto Finance Bureau of 
Japan. This research report is solely and exclusively directed at, and made available only to “Qualified Institutional Investors” as defined in the F inancial Instruments and Exchange Law of Japan. 

Notice to UK investors: This research report is distributed by Haitong International Securities (UK) Limited, which is authorised and regulated by the UK Financial Conduct Authority. The research 
report (and any advice contained therein) is directed only at, and made available only to, professional clients and eligible counterparties (as defined in the Financial Conduct Authority’s rules) who 
are clients of Haitong International Securities (UK) Limited. 

Notice to Australian investors: The research report is distributed in Australia by Haitong International Securities (Singapore) Pte Ltd, Haitong International Securities Company Limited, and Haitong 
International Securities (UK) Limited in reliance on ASIC Class Order 03/1102, 03/1103 or 03/1099, respectively, which exempts those HTISG entities from the requirement to hold an Australian 
financial services license under the Corporations Act 2001 in respect of the financial services it provides to wholesale clients in Australia.  A copy of the ASIC Class Orders may be obtained at the 
following website, www.legislation.gov.au.  Financial services provided by Haitong International Securities (Singapore) Pte Ltd, Haitong International Securities Company Limited, and Haitong 
International Securities (UK) Limited are regulated under foreign laws and regulatory requirements, which are different from the laws applying in Australia. 

Notice to Indian investors: The research report is distributed by Haitong Securities India Private Limited (“HSIPL”), an Indian company and a Securities and Exchange Board of India (“SEBI”) 
registered Stock Broker, Merchant Banker and Research Analyst that, inter alia, produces and distributes research reports covering listed entities on the BSE L imited (“BSE”) and the National Stock 
Exchange of India Limited (“NSE”) (collectively referred to as “Indian Exchanges”).   

This research report is intended for the recipients only and may not be reproduced or redistributed without the written consent of an authorized signatory of HTISG. 
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Source: Company data Bloomberg, HTI estimates 

Definitions for Key Investment Metrics 

Business Growth 

This is the metric which matches the top line in our 
report. 
Business profit 

This is the metric which best represents operating profit 
in our report 
Shareholder Returns 

Return on Equity 
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 Recommendations & Target Price

Buy Neutral Sell Not rated

Date Recommendation Target (Rs) Price (Rs)

2018-02-12 Buy 890.0 746.0

2017-11-14 Buy 836.5 714.8

2017-08-07 Buy 831.5 700.4

2017-02-01 Buy 782.0 651.2

2016-10-04 Buy 835.3 707.7


