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Estimate change 1 CMP: INR509 TP: INR585 (+15%) Buy
;Ztci::';f:‘nge : Above est.; 25% beat on EBITDA; focus on capital allocation

B Mahindra & Mahindra (MM)’s 4QFY20 performance beat was led by a
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BER <iamoney Brokers Poll 2020i(01 better mix and lower RM cost. While MM'’s core business would recover
India Research, Sales and Trading faster, the focus on tightening capital allocation could act as a rerating
team. We request your ballot.
- catalyst.
POLL m  We upgrade FY21/FY22E EPS by 8%/2% to reflect an improving mix. An

improving core business and possible course correction on capital allocation
would drive stock performance as valuations are still cheap. Buy, with TP of

BIo?mberg MM IN ~INR585.
Equity Shares (m) 1,209
M.Cap.(INRb)/(USDb) 632.4/7.8 . . .
52-Week Range (INR) 675/ 246 Strong operating performance; High tax, one-offs distort PAT
1,6, 12 Rel. Per (%) 22/16/-5 ® MM (incl. MVML)’s revenue / EBITDA / adj. PAT declined by 5%/34%/69% in
12M Avg Val (INR M) 2273 4QFY20 and 15%/15%/30.3% in FY20.

m Net realizations grew 1.3% YoY (+6.2% QoQ) to INR593.5k (est.: INR567.5k).
Financials & Valuations (INR b) B Gross margins improved ~400bp YoY (+300bp QoQ) to 35.7% (est.: 32.6%),
Y/IE March FY20 FY21E FY22E driven by lower commodity prices and a favorable mix.
Sales 455 415 481 . . ) o ~ o
EBITDA 50 282 635 ™ EBITDA margins came in flat YoY (-120bp QoQ) at 13.6% (est.: ~11.4%).
Adj. PAT (inc MVML) 358 281 383 EBITDA margins were driven by a better mix (higher Tractors contribution at
Adj. EPS (incl MVML)  30.0 23.5 32.1 34% of sales v/s 23% in 4QFY19) and lower employee cost, the benefit of
EPS Gr. (%) -30.3 -21.6 36.5 which was diluted by higher other expenses.
BV/'Sh- (INR) 289 304 325 m EBIT margins for Tractors improved 140bp YoY to 17.6% (-180bp QoQ),
:a;“()j) ” 93 while it declined 470bp YoY (-320bp QoQ) to ~4.1% for Auto.

oE (% . . . . . . ~ e~

RoCE (%) 59 67 s ™ Higher other income boosted recurring PBT to ~INR8.9b (est.: “INR6b),
Payout (%) 24 27 30 implying decline of 41% YoY (-36% QoQ). Adj. PAT at ~INR3.23b (est.:
Valuations ~INR4.1b) declined 69% YoY (-67% QoQ), impacted by higher tax. It
P/E (x) 170 216 158 provided for impairment of investments at ~INR35.8b due to the potential
P/BV (x) 18 17 16 impact of COVID-19.
Div. Yield (%) 0.5 1.0 1.5
FCF Yield (incl Highlights from management commentary
MVML) 0.3 40 7.2

® Path to create value: Dr Shah (designated CEO) has laid out a path to create

Shareholding pattern (%)

value through: a) tough actions on loss-making subs, b) tightening capital

As On Mar-20 Dec-19 Mar-19 norms, c) differentiating core SUV positioning, and d) realizing the potential
Promoter 18.9 18.9 20.4 of nine businesses identified as billion-dollar candidates.
o 269 232 225 m Tightening of capital allocation: Dr Shah has laid out a clear game plan for
Fil 413 414 39.2 capital allocation for the past and future. For loss-making subsidiaries, excl.
Others 12.9 16.6 17.9 . .. . . .
- - businesses of strategic importance, it would exit businesses (explore
FIl Includes depository receipts
partnership or shutdown) where there is no clear path to profitability.
B Status of operations: The Tractors business is nearing normalcy, with over
90% of dealers operational, 85% plant utilization, and good demand on the
ground. On the other hand, the Auto business has 80% of dealers
operational and capacity utilization is at ~¥30% currently.
® Since operations resumed, demand for Tractors has been good thus far in

the business season. It is seeing an upside on the rural side as there are
many enablers for the rural economy.
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B The Auto business outlook is unclear, and the company would wait until Jul’20
to give an outlook. However, given very low dealer inventory, it would fill up its
inventory as production ramps up.

B Capex: The company sees scope to reduce FY21 planned capex by only 15% due
to the on-going product development cycle. However, the FY22—-24 cycle would
see significant reduction in capex to INR90b over three years v/s INR120b
earlier.

Valuation and view

B Despite MM's recent outperformance, valuations are still at a substantial
discount to its five-year average (which captures both pain points of
deterioration in the UV market share and the subsidiaries' performances).

® Implied Core P/E for MM is ~16x/11.7x FY21/FY22E Core EPS and 1.3x/1.2x Core
P/BV; this implies a ~26% discount to the five-year average P/E and ~38%
discount to the five-year average P/B. Maintain Buy.

Quarterly Performance (MM + MVML) (INRm)
Y/E March FY19 FY20 FY19 FY20 FY20
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 4QE

Total Volumes (nos) 240,884 228,590 234,001 235,557 218,039 191,390 216,816 151,713 939,032 777,958 151,713
Growth YoY (%) 19.1 3.7 10.9 -2.2 -9.5 -16.3 -7.3 -35.6 8.1 -17.2 -35.6
Net Realization 554,527 559,524 550,959 586,180 587,302 571,349 559,012 593,536 562,795 576,833 567,540
Growth YoY (%) 3.1 2.6 1.2 5.7 5.9 2.1 1.5 1.3 2.8 2.5 -3.2
Net Op. Income 133,577 127,902 128,925 138,079 128,055 109,351 121,203 90,047 528,482 448,751 86,103
Growth YoY (%) 22.8 6.4 12.2 3.4 -4.1 -14.5 -6.0 -34.8 11.1 -15.1 -37.6
RM Cost (% of sales) 67.4 67.6 69.2 68.3 67.9 66.0 67.3 64.3 68.1 66.7 67.4
Staff (% of sales) 6.3 6.5 6.6 5.5 6.8 7.4 6.8 7.9 6.2 7.1 8.6
Oth. Exp. (% of Sales) 10.5 11.4 11.0 12.7 11.3 12.4 11.1 14.2 11.4 12.0 12.6
EBITDA 21,101 18,493 17,029 18,678 17,936 15,408 17,888 12,275 75,301 63,839 9,847
EBITDA Margins (%) 15.8 14.5 13.2 13.5 14.0 14.1 14.8 13.6 14.2 14.2 11.4
Interest 1,930 8,478 3,423 2,473 1,919 8,225 2,092 3,155 16,303 15,678 2,497
Depreciation 431 379 353 304 302 331 254 359 1,467 1,252 350
EBIT 4,295 4,986 5,054 5,696 5,839 5,721 5,900 6,172 20,030 23,676 6,038
EO Income/(Exp) 245 1,375 3,150 -1,047 13,671 0 -6,006 -35,776 3,723 -28,112 0
PBT after EO 18,550 22,981 18,195 14,103 27,384 17,582 7,821 -26,877 73,829 26,477 5,957
Effective Tax Rate (%) 32.2 22.6 23.3 31.3 17.5 22.9 51.4 -21.1 26.8 70.6 31.1
Reported PAT 12,572 17,788 13,960 9,692 22,597 13,548 3,802 -32,550 54,012 7,793 4,104
Adj PAT 12,393 16,782 11,655 10,459 9,180 13,548 9,810 3,230 51,288 35,770 4,104
Change (%) 64.9 19.1 12.5 -15.6 -25.9 -19.3 -15.8 -69.1 18.7 -30.3 -60.8

Segmental (MM + MVML) 1QFY19 2QFY19 3QFY19 4QFY19 1QFY20 2QFY20 3QFY20 4QFY20 FY19 FY20E 3QFY20
Realizations (INR ‘000/ unit)

Auto 573 561 552 585 606 576 561 596 569 584 569
Farm Equipment 497 516 511 527 507 506 507 525 511 510 508
Blended 555 560 551 586 587 571 559 594 563 577 568
Seg. PBIT Margins (%)

Auto - PBIT Margins (%) 9.4 7.9 5.8 8.8 6.5 5.8 7.3 4.1 8.0 6.1 2.0
FES - PBIT Margins (%) 20.9 20.2 19.2 16.2 19.3 19.3 19.4 17.6 19.3 19.0 16.5
Others 3.3 3.9 3.2 1.6 5.5 3.8 3.5 2.0 2.9 3.7 -6
Total 13.5 11.6 10.5 10.3 10.8 10.1 114 8.6 11.5 10.4 7
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FY19 FY20 FY19 FY20 FY20
Y/E March 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 4QE
Tractors (incl Exports) 100,784 78,045 90,729 60,878 86,350 71,820 84,455 59,290 330,436 301,915 59,290
Change (%) 18.6 -4.1 10.6 -14.5 -14.3 -8.0 -6.9 -2.6 3.4 -8.6 -2.6
Total UV ('000 units) 112,162 118,542 112,569 140,780 106,868 91,398 103,392 73,179 466,703 367,264 73,179
Change (%) 13.3 3.9 9.2 5.1 -4.7 -22.9 -8.2 -48.0 7.3 -21.3 -48.0
Other Autos ('000 units) 27,938 32,003 30,703 33,899 24,821 28,172 28,969 19,244 141,893 101,206 19,244
Change (%) 53.7 27.9 18.8 8.0 -11.2 -12.0 -5.6  -43.2 22.8 -28.7 -43.2
Cost Break-up
RM Cost (% of sales) 67.4 67.6 69.2 68.3 67.9 66.0 67.3 64.3 68.1 66.7 67.4
Staff Cost (% of sales) 6.3 6.5 6.6 5.5 6.8 7.4 6.8 7.9 6.2 7.1 8.6
Other Cost (% of sales) 10.6 11.4 11.0 12.7 11.3 12.4 11.1 14.2 11.4 12.0 12.6
Gross Margins (%) 15.7 19.7 13.4 12.5 25.4 19.8 10.0 -149 15.3 11.7 12.1
EBITDA Margins (%) 15.8 14.5 13.2 13.5 14.0 14.1 14.8 13.6 14.2 14.2 11.4
EBIT Margins (%) 12.6 10.6 9.3 9.4 9.4 8.9 9.9 6.8 10.5 8.9 4.4

E:MOFSL Estimates

Earnings call highlights

Dr Shah (designated CEO) has laid out the path to create value and offered
clarity on tighter capital allocation. This process was initiated with the decision
to further invest in SsangYong and the closure of the E-Scooter business in the
US (running into loss of ~INR1.3b).

Operations are nearing normalcy in the Tractors business, with good demand
and capacity utilization reaching 85%. The outlook is also positive owing to
various enablers in place for the rural market.

The Auto business’ near-term outlook is uncertain; however, the medium-term
focus is on differentiating the SUV positioning and optimizing capex.

FY22-24 capex could reduce to ~INR9Ob over three years v/s the earlier three
years’ rolling budget of ~INR120b.

Path to create value: Dr Shah (designated CEO) has laid out the path to create
value through: a) tough actions on loss-making subs, b) tightening capital norms,
c) a differentiating core SUV positioning, and d) realizing the potential of nine
businesses identified as billion-dollar candidates.

Tightening capital allocation norms and action on loss-making subs: Dr Shah
has laid out a clear game plan on capital allocation for the past and future. For
loss-making subsidiaries, excl. businesses of strategic importance, it would exit
businesses (explore partnership or shutdown) where there is no clear path to
profitability. While it has decided against injecting further funds in SsangYong,
the company has closed the GenZe (E-Scooter) business in the US. Although it
would tighten capital allocation norms, the company is not scaling back its
growth ambition and would continue to invest in growth with a hurdle rate of
18% RoE.

Status of operations: The Tractors business is nearing normalcy with over 90%
of dealers operational, 85% plant utilization, and good demand on the ground.
On the other hand, the Auto business has 80% of dealers operational and
capacity utilization is at ~30% currently.

4QFY20 PBIT was impacted by COVID-19, with loss of PBIT of “INR6.67b due to
volume loss in both Tractors (~14.7k units lost volumes) and Auto (~45.7k units
lost volumes).
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Tractors — big upside in rural: Since the resumption of operations, demand for
Tractors has thus far been good in the business season. It sees good momentum
on the ground. This is reflected in its internal index for rural spend, which has
been at the highest levels for many quarters. It sees a big upside in rural as there
are many enablers for the rural economy.

US Tractors business: The business is expected to achieve breakeven in FY22
through the correction of: a) the price-value proposition and b) cost structure
(manpower, inventory, and financing cost).

Project K2 (Tractors): The focus is on developing lightweight compact tractors in
alliance with Mitsubishi. The company is working on four platforms (in the 13—
70HP range) with 38 models. Work on this project commenced 18 months back
and the launch is expected in another 18 months.

The Auto business outlook is unclear and the company would wait until Jul’20 to
give the outlook. However, given very low dealer inventory, it would fill up
inventory as production ramps up.

Medium-term (FY22 onward) priorities for the Auto business comprise: a)
building a distinctive SUV brand, b) leveraging upcoming new products, c)
optimizing capex as investments in platform and powertrain are largely
complete, and d) driving global subs to profitability.

Capex + investment: The company sees scope to reduce FY21 planned capex by
only 15% due to the on-going product development cycle. However, the FY22—
24 cycle would see significant reduction in capex to INR90b over three years v/s
INR120b earlier, driven by leveraging platforms/powertrain and the Ford JV.
Investment would be minimal and have a rigorous allocation policy. However,
the company would continue to invest as its growth aspirations are not
dampened.

Agri reforms: As per Mr Mahindra and Dr Goenka, recent agri reforms on the
APMC Act dilution are major reforms as they address the core problem of
farmers not getting the right price for their produce. Based on Dr Goenka’s
interaction with policymakers, the intent to convert this to reality is very high at
the government level, although it would take time. This would transform the
agricultural landscape in India through disintermediation and digitalization.
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Exhibit 1: Dr Shah’s plan for tightening capital allocation

ACTION ON LOSS-MAKING SUBS

Tighter Capital Allocation Norms

Loss-making businesses/entities 1o be closely scrufinized & put under 3 categories, viz. A, Band C

Delayed or unclear
Entities with clear path to profitability Unclear path fo
Logic path to 18% RoE but quantifiable profitability
strategic impact

Exit (Explore
Action Continuve Continue partnership,
alliance or shut-
down)

Source: Company

Exhibit 2: Realizing potential of nine businesses identified as billion-dollar candidates a strategy to create value

VUSSRV F S (oM N el 12\ IVARBILLION $ CANDIDATES

M
Aftermarket e +
: Mahindra Rural
Housing Finance
Make in India

Supply to the World —
2 e
o
Mahindra
¥ - Mabhindra: A gateway to
the largest and fastest
Electric growing themes in India

Source: Company

Mobility

Legends
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Exhibit 3: Focus areas for near, medium, and long terms for both Auto and FES businesses

AUTOMOTIVE AND FARM SECTORS

April - August Sept - March F22 & beyond...
PROTECT THE BUSINESS TODAY RAMP UP WITH FOCUS DIFFERENTIATED & PROFITABLE
GROWTH
* Manage Cash = Focus on Domestic Core = SUV Core brand differentiation
* Manage Margin = Capex and Investment prioritization * |aunch New Yuvo Star and K2
* Manage Safety = Build a Moat through Krish-e(Faas) = Digital fransformation

= Simplifying the business ® |everage Platform synergy fo

opfimise capex

Turnaround Global Businesses,
New Auto Launches

Turnaround Global Businesses,

Conserve today for a

secure fomorrow Manage cash

Source: Company

Exhibit 4: Project K2 for developing lightweight compact tractors in alliance with Mitsubishi

PROJECT K2

4 Geographies, 4 Plafforms, 38 Models
Light Weight Compact Global Tractor Project

Large Utility - 11 Models
41 - 70 HP

Small Utility - 11 Models
25 — 40 HP

ﬁ Compact - 10 Models
18 — 35 HP

£ Sub Compact - 6 Models
13 - 26 HP | Japan ‘

Source: Company
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Exhibit 6: Trend in passenger UV market share

Exhibit 5: Trend in passenger UV volumes

Market Share (%)

UV Volumes Domestic (Units)
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Exhibit 8: Trend in tractor market share

Exhibit 7: Trend in tractor volumes

Market Share (%)

Tractors Volumes (Units)
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Exhibit 10: Trend in FES realization

Exhibit 9: Trend in Auto realization

FES Realization (INR '000)

Auto Realization (INR '000)
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Exhibit 12: Trend in S/A and MM (incl. MVML) margins

Exhibit 11: Trend in EBITDA margin

—O— M&M EBITDA (%) ==0== M&M+MVML EBITDA (%)

—O— M&M+MVML EBITDA (%)
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Exhibit 13: Trend in Auto PBIT margins

Mahindra and Mahindra

Exhibit 14: Trend in FES PBIT margins

AUTO PBIT margins (%)

FES PBIT margins (%)
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Valuation and view

Management change — a generational shift underway: After a gap of almost 24
years, MM would see a leadership change, with both the Executive Chairman
(Mr Anand Mahindra) and MD & CEO (Dr Pawan Goenka) retiring in 2021. Dr
Anish Shah would take over as MD & CEO from 2" Apr'21, in turn becoming the
5" MD of MM over the last 40 years. Dr Shah’s priorities seem to be clearly set
out for the next few years. This includes: a) revisiting capital allocation in
subsidiaries (over the next 12 months), b) funding other group businesses, and
c) evaluating the segregation of the Auto and FES businesses (over the next
three to five years). We believe there are several low-hanging fruits in the form
of loss-making, non-core businesses (Aerospace, Global 2Ws, Retail, etc.) that
could be divested or closed.

Best rural proxy, with two of three core businesses on strong footing: MM has
one of the highest exposures to the rural markets (~65% of volumes), which are
expected to be less impacted by the on-going impact of COVID-19. According to
our estimates, rural markets should contribute ~62% to revenues, 81% to core
PAT, and ~70% to SOTP in FY22E. We have slotted MM's core business into
three buckets: Tractors, Pick-up UVs, and Passenger UVs. Tractors and Pick-up
UVs are on a strong footing in terms of outlook, MM's competitive positioning,
and industry-level consolidation. However, MM's SUVs business is severely
challenged, and we do not see any respite for MM in this category in the
foreseeable future.

Tractors primed for fastest recovery in Auto; reforms to potentially drive next
phase of farm mechanization: The Tractors segment has been seeing volume
recovery since Dec’19, driven by improvement in farm-level indicators such as
output prices, lower input prices, higher government spend in rural areas, and
unusually strong water reservoir levels. Furthermore, a good rabi crop and
expected normal monsoons have further improved the outlook for farm income.
The supply side is getting back in shape post the lifting of restrictions (expect
normalized production by Aug’20). This also augurs well for the Tractors
segment’s volume recovery from Sep’20. We estimate Tractors industry
volumes to be flat in FY21E (due to supply-side constraints) and grow 12-14% in
FY22E, with MM also growing in-line.

MM’s positioning in LCVs to further strengthen under BS6: Looking beyond the
cyclical downturn, we believe the fundamentals of the LCV segment are strong.
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Also, LCVs should continue to benefit from the increasing emergence of the
'Hub and Spoke' model. We estimate the LCV industry to deliver an 8-10% CAGR
over the next five years. MM enjoys market share of ~42.5% in the overall LCV
segment and ~65% in the 2—3.5 ton LCV segment. Under BS6, MM's Pick-up
business' competitive positioning should improve v/s SCVs/LCVs due to lower
price inflation. While near-term volumes would be impacted due to COVID-19
and the BS6 transition, we estimate a volume CAGR of 7.5% over FY20-22E.
Competitive intensity in fast-growing SUV segment to remain high; MM
remains vulnerable: While MM is trying to catch up with competition on the
products side, we see limited visibility for MM to make a comeback. Over the
next 12—18 months, the company has several upgrades and new launches lined-
up : a) e-KUV100 (1HFY21), b) new Thar (1HFY21), c) new XUV500 (4QFY21), d)
new Scorpio (1QFY22), and e) e-XUV300 (mid-CY21). We have not built-in
benefits from any imminent launches or material benefit on product
development from MM's recent JV with Ford India. We estimate Passenger UVs
volumes to decline at a ~1% CAGR over FY20-23E.
Valuation and view: We upgrade FY21/FY22 S/A EPS by ~8%/2% to factor the
benefit of the mix. Despite MM's recent outperformance, valuations are still at
a substantial discount to its five-year average (which captures both pain points
of deterioration in the UV market share and the subsidiaries' performance).
Implied Core P/E for MM is ~16x/11.7x FY21/FY22E Core EPS and 1.3x/1.2x Core
P/BV. This implies a ~26% discount to the five-year average P/E and ~38%
discount to the five-year average P/B. Our Jun'22E-based SOTP TP is
~INR585/share, implying core P/E of ~13.5x (v/s five-year average core P/E of
~15.9x and 10-year average of ~14.3x). Maintain Buy.

Exhibit 15: Revised estimates

FY21E FY22E
Rev Old Chg (%) Rev Old Chg (%)
Volumes ('000 units) 683 683 0.0 776 776 0.0
Net Sales 415 416 -0.1 481 482 -0.1
EBITDA (%, incl MVML) 13.3 12.4 90bp 14.9 14.3 60bp
Net Profit 25 24 6.4 35 35 -0.1
EPS (INR) 21 20 6.2 29 29 -0.2
EPS (INR, incl MVML) 23.5 21.7 8.2 32.1 31.5 1.8

Source: MOFSL

Exhibit 16: MM: Sum-of-the-parts (INR/share)

INR/sh Target P/E (x) FY21E FY22E FY23E
Tractors 15 265 313 349
Autos 12 13 66 82
Others 10 47 56 80
Value of Core Business 324 435 510
Value of subs post hold-co 40% Hold-Co 132 132 132
- Tech Mahindra 70 70 70
- MMFSL 26 26 26
- Mah. Lifespaces 3 3 3

- Mah. Holidays 7 7 7
-SYMC 7 7 7

- Mah. Logistics 9 9 9

- Others 9 9 9
Fair Value (INR/sh) 456 567 642

Source: MOFSL
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Exhibit 17: MM: Core P/E trend

Mahindra and Mahindra

Exhibit 18: MM: Core P/B trend
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Operating metrics

Mahindra and Mahindra

Exhibit 19: Snapshot of Revenue model

000 units FY16 FY17 FY18 FY19 FY20 FY21E FY22E
Tractors 214 263 320 330 302 302 338
Growth (%) -8.7 23.1 21.5 3.4 -8.6 0.0 12.0
% of total volumes 30.3 34.3 36.8 35.2 38.8 44.2 43.6
Autos
Pick-up/LCVs (<3.5t) 156 168 200 229 188 150 183
Growth (%) 6.7 7.7 19.1 14.9 -18.1 -20.0 22.0
SUVs 233 223 235 237 179 150 165
Growth (%) -41.4 -4.4 5.7 0.9 -24.4 -16.6 10.1
3-Ws 55 52 55 67 62 52 56
Growth (%) -3.2 -4.9 4.4 22.1 -6.8 -17.0 8.0
LCVs (>3.5t) 6 8 8 8 6 4 5
Growth (%) 20.6 18.7 1.6 8.6 -26.5 -35.0 20.0
M&HCVs (MTBL) 6 7 9 11 5 3 4
Growth (%) 63.1 17.7 41.2 14.3 -53.0 -35.0 20.0
Others & Exports 36 47 42 56 35 22 26
Growth (%) 0.1 0.0 0.0 0.0 0.0 0.0 0.0
Total Autos 492 504 549 609 476 381 438
Growth (%) 6.1 2.5 8.9 10.8 -21.8 -20.0 15.0
% of total volumes 69.7 65.7 63.2 64.8 61.2 55.8 56.4
Total volumes ('000 units) 705 767 869 939 778 683 776
Growth (%) 1.3 8.8 12.9 8.1 -17.2 -12.2 13.7
ASP (INR '000/Unit) 571 572 560 571 580 608 620
Growth (%) 5.2 0.3 -2.1 1.9 1.5 4.0 2.0
Net Sales (INR b) 404 441 487 536 451 415 481
Growth (%) 6.6 9.1 10.5 10.1 -15.9 -8.7 15.9

Source: Company, MOFSL

13 June 2020
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Story in charts

Exhibit 20: Trend in Tractors volumes Exhibit 21: New product launches to drive UV sales
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Exhibit 22: Realization trend Exhibit 23: Trend in EBITDA margins
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Exhibit 24: Trend in return profile Exhibit 25: FCF to improve despite high capex plans
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Financials and valuations

Mahindra and Mahindra

Income Statement (INRm)
Y/E March 2016 2017 2018 2019 2020 2021E 2022E
Net Op. Income 408,751 440,535 486,856 536,140 454,878 415,283 481,493
Change (%) 6.3 7.8 10.5 10.1 -15.2 -8.7 15.9
Total Expenditure 362,551 395,388 424,615 469,744 396,897 367,062 418,016
EBITDA 46,199 45,147 62,240 66,396 57,981 48,221 63,477
Margins (%) 11.3 10.2 12.8 12.4 12.7 11.6 13.2
Margins (%, incl MVML) 13.5 13.1 14.8 14.2 14.2 13.3 14.9
Depreciation 10,681 15,264 14,794 18,604 22,226 26,181 30,092
EBIT 35,518 29,883 47,446 47,792 35,754 22,039 33,385
Deferred Revenue Exp. 0 0 0 0 0 0 0
Int. & Finance Charges 1,861 1,596 1,122 1,134 1,132 1,319 1,189
Other Income 8,499 13,455 10,364 16,890 16,678 13,203 14,408
Non-recurring Income 687 5,485 4,336 -297 -20,140 0 0
Profit before Tax 42,845 47,226 61,024 63,250 31,160 33,923 46,604
Tax 10,799 10,792 17,464 15,290 17,855 8,481 11,651
Eff. Tax Rate (%) 25.2 22.9 28.6 24.2 57.3 25.0 25.0
Adj. Profit after Tax 31,532 32,203 40,465 48,186 21,905 25,442 34,953
Change (%) (1.2) 2.1 25.7 19.1 (54.5) 16.1 37.4
Adj. PAT (incl MVML) 33,394 35,133 43,202 51,288 35,770 28,059 38,311
Balance Sheet (INRm)
Y/E March 2016 2017 2018 2019 2020 2021E 2022E
Share Capital 2,963 2,968 5,950 5,958 5,965 5,965 5,965
Reserves 221,269 264,888 296,991 336,135 338,713 357,224 381,780
Net Worth 224,232 267,856 302,941 342,093 344,679 363,189 387,745
Deferred tax -54 2,548 2,772 6,341 14,082 14,082 14,082
Loans 18,436 27,729 28,644 24,803 29,320 29,320 27,320
Capital Employed 242,614 298,134 334,357 373,237 388,081 406,591 429,147
Application of Funds
Gross Fixed Assets 139,386 154,778 182,295 223,122 248,477 308,571 338,571
Less: Depreciation 63,426 77,068 103,700 122,304 144,531 170,712 200,804
Net Fixed Assets 75,960 77,710 78,594 100,818 103,946 137,859 137,767
Capital WIP 15,622 20,404 31,287 24,198 40,095 15,000 15,000
Investments 135,474 179,084 205,830 220,160 199,381 207,029 219,029
Curr.Assets, L & Adv. 123,286 125,034 158,457 181,795 161,599 160,243 183,588
Inventory 26,879 27,580 27,017 38,393 34,009 29,738 34,479
Sundry Debtors 25,116 29,388 31,730 39,463 29,990 27,306 31,660
Cash & Bank Bal. 22,870 16,875 28,937 37,317 42,365 45,939 58,829
Loans & Advances 17,103 5,406 10,182 7,110 6,509 8,533 9,894
Others 31,317 45,784 60,591 59,513 48,726 48,726 48,726
Current Liab. & Prov. 107,728 104,098 139,811 153,734 116,940 113,540 126,238
Sundry Creditors 66,780 68,811 86,034 96,782 67,858 68,266 79,150
Other Liabilities 30,300 21,388 38,485 41,236 33,897 33,897 33,897
Provisions 10,648 13,899 15,292 15,716 15,185 11,378 13,192
Net Current Assets 15,558 20,935 18,646 28,061 44,659 46,703 57,351
Application of Funds 242,614 298,134 334,357 373,237 388,080 406,591 429,147
E: MOFSL Estimates
13 June 2020 13
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Financials and valuations

Ratios

Y/E March 2016 2017 2018 2019 2020 2021E 2022E
Basic (INR)

Fully diluted EPS 26.6 27.1 34.0 40.4 18.4 21.3 29.3
FD EPS (incl MVML) 28.2 29.6 36.3 43.0 30.0 23.5 32.1
Cash EPS 35.6 40.0 46.4 56.1 37.0 43.3 54.5
Book Value per Share 189.2 225.6 254.6 287.1 288.9 304.4 325.0
DPS 6.0 6.5 7.5 8.5 10.0 5.0 7.5
Payout (Incl. Div. Tax) % 26.3 12.3 23.8 24.5 104.2 27.2 29.7
Valuation (x)

P/E 18.1 17.2 14.0 11.8 17.0 21.6 15.8
Cash P/E 14.3 12.7 11.0 9.1 13.8 11.8 9.3
EV/EBITDA 5.9 6.1 9.1 8.5 10.2 11.7 8.7
EV/Sales 0.7 0.6 1.2 1.1 13 1.4 1.1
Price to Book Value 2.7 2.3 2.0 1.8 1.8 1.7 1.6
Dividend Yield (%) 1.2 13 1.5 1.7 2.0 1.0 1.5
Profitability Ratios (%)

RoE 15.1 13.1 14.2 14.9 6.4 7.2 9.3
RoCE 13.4 12.4 13.0 13.9 5.9 6.7 8.6
ROIC 37.0 30.7 45.1 45.3 15.4 13.5 18.2
Turnover Ratios

Debtors (Days) 23 24 24 27 24 24 24
Inventory (Days) 24 23 20 26 27 26 26
Creditors (Days) 60 57 65 66 54 60 60
Working Capital (Days) 14 17 14 19 36 41 43
Asset Turnover (x) 1.7 1.5 1.5 1.4 1.2 1.0 1.1
Leverage Ratio

Net Debt/Equity (x) -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1
Cash Flow Statement (INRm)
Y/E March 2016 2017 2018 2019 2020 2021E 2022E
OP/(Loss) before Tax 41,612 41,742 56,688 63,547 51,300 22,039 33,385
Int./Dividends Received -3,027 -9,800 -8,084 -13,184 -14,327 13,203 14,408
Depreciation & Amort. 11,086 15,264 14,794 18,604 22,226 26,181 30,092
Direct Taxes Paid -9,279 -9,929 -12,887 -14,341 -10,823 -8,481 -11,651
(Inc)/Dec in Wkg. Capital 14,393 -508 17,803 -5,060 -13,260 1,530 2,243
Other Items 332 1,957 -327 1,662

CF from Oper.Activity 54,785 37,100 70,271 49,239 36,778 54,473 68,477
(Inc)/Dec in FA+CWIP -21,597 -20,743 -26,688 -30,316 -39,437 -35,000 -30,000
Free Cash Flow 33,189 16,358 43,583 18,923 -2,658 19,473 38,477
(Pur)/Sale of Invest. -13,865 -7,076 -24,416 4,826 13,672 -7,648 -12,000
CF from Inv. Activity -35,461 -27,818 -51,104 -25,490 -25,764 -42,648 -42,000
Change in Net Worth 0 0 0 0 0 0 0
Inc/(Dec) in Debt -9,500 -1,742 592 -3,725 3,289 0 -2,000
Interest Paid -2,110 -1,482 -1,695 -1,710 -1,570 -1,319 -1,189
Dividends Paid -8,461 -8,391 -9,230 -10,117 -11,874 -6,133 -9,116
CF from Fin. Activity -20,071 -11,615 -10,333 -15,552 -10,155 -7,453 -12,305
Inc/(Dec) in Cash -747 -2,333 8,834 8,196 859 4,372 14,172
Add: Beginning Balance 20,648 22,870 16,875 14,180 22,376 42,365 45,939
Closing Balance 20,069 20,705 25,876 22,376 23,235 46,737 60,111

E: MOFSL Estimates
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