Mahindra & Mahindra vanman)

g ICICI

Research
CMP: % 732 Target: X 870 (19%) Target Period: 12 months BUY
January 4, 2021
Mahindra

Capital calls taken under broader 18% RoE framework
We attended the virtual analyst meet hosted by M&M wherein the company

provided a business update on notably three domains: (i) Update on m I
potential investor coming on board of SsangYong Motors and potential Particular Amount g
financial implication for M&M (equity & debt exposure) (ii) amicable calling Market Capitalization (Z crore) 91,002.2 o
off of JV with Ford Motors (announced in October 2019) and (iii) supply side Total Debt (FY20,  crore) 3,068.0 =
constraints (semi-conductor chips) impacting volumes in the near term. Cash and Inv (FY20, ¥ crore) 6,426.1 é
EV (FY20, Z crore) 87,644.2 =
SsangYong Motors: potential investor likely to materialise 52 week H/L () 764/ 246 S
o ) ] ] o Equity capital (% crore) (FY20) 596.5 8

M&M shared that it is in advanced discussions with a potential investor Face value (%) g5

coming on board in its ailing South Korean automobile arm SsangYong
Motors, thereby owning majority stake in the company. Consequent to the

Rise.

Price Performance

transaction, M&M expects its stake to reduce to ~30% with the deal 1583} - 16,000
expected to close in about two month. As far as financial implications for 800 L A" 12,000

M&M is concerned, M&M'’s equity investment as on date in SsangYong
Motors is at ~% 980 crore with direct debt advances at ~3 250 crore and ~%
680 crore as guarantor for debt raised by SsangYong Motors. Hence, in total,
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equity exposure in SsangYong is pegged at ~% 980 crore while total debt % % E % § %
exposure is at ~% 950 crore. Actual amount of write downs i.e. equity or debt S 3833833

will depend upon the deal contours as and when they materialise. As far as —— M&M (LHS) Nifty (RHS)
cash implication is concerned, total fresh cash outflow in worst case is -

limited to ~% 680 crore i.e. debt guaranteed by M&M. Given that SsangYong
Motors’ labour union is on board the restructuring exercise, the M&M ® Capital efficiency to its core,

management is confident that the write-down or cash outflow will be limited
in nature. Going forward, from FY22E onwards, since M&M intends to be a
minority shareholder in SsangYong, it will not have to consolidate
SsangYong numbers leading a positive rub off in its own consolidated PAT.
SsangYong clocked sales of ~X 20,000 crore in FY20 with corresponding
(PAT) loss at ~% 3,000 crore with loss attributable to M&M at ~% 2,300 crore

Increase in capital outflow- chief reason for JV call off with Ford

M&M announced a JV with Ford in October 2019 and we were quite
enthused by M&M'’s access to Ford’s automobile capacity in India. M&M,
however, has notified that it is amicably calling off the JV with ford amid
increase in capital requirement for the proposed JV (initially envisaged at
~% 1,400 crore). M&M has not made any meaningful investments on this
front nor has it deployed any major resources for the proposed JV.

Valuation & Outlook

M&M is a conglomerate with varied business interest. However, the
company has now commenced its path on RoE accretion as it realises that
healthy capital efficiency is paramount for long term self-sustenance of its
business model as well as to create wealth for its shareholders. In the recent
past, M&M has taken the hard calls and we remain constructive on it. We
continue to maintain BUY rating on M&M with an unchanged target price of
¥ 870 valuing it using SOTP valuation methodology (Exhibit 1).

Key Financial Summary

management taking all hard calls to
walk the path of ~18% RoE (consol)

Remain constructive, retain BUY with
unchanged target price of ¥ 870/share

Risks to our call
[ J

Elongation of intermediate supply
side constrains resulting in more than
anticipated loss of sales volume

Inability to pass on rise in input costs
to customers leading to suppressed
gross and operating margins

Research Analyst

Shashank Kanodia, CFA
shashank.kanodia@icicisecurities.com

Jaimin Desai
jaimin.desail@icicisecurities.com

e
(&S]
S
o
D
(%}
[<b]

oc
>

=
=
o

L

‘©

+—
<5}

oc
I
(%}
(<b]
=
=
=
(&]
(<b]
wn
=]
O

Key Financials FY19 FY20 FY21E FY22E FY23E CAGR (FY20 -23E)
Net Sales 53,614.0 45,487.8 42,765.8 51,585.1 57,662.5 8.2%
EBITDA 6,639.6 5,798.0 5,879.4 7,201.1 8,194.3 12.2%
EBITDA Margins (%) 12.4 12.7 13.7 14.0 14.2
Net Profit 4,796.1 1,330.4 2,558.1 4,614.8 5,279.6 58.3%
Adjusted Net Profit 4,818.6 2,190.4 3,295.9 4,614.8 5,279.6 34.1%
EPS () 40.2 1.2 21.4 38.7 44.3
P/E 18.2 65.6 34.1 18.9 16.5
RoNW (%) 14.1 6.4 9.1 11.6 12.1
RoCE (%) 12.3 8.8 8.5 10.6 11.7

Source: Company, ICICI Direct Research
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Other analyst meet highlights

e The company is well focused on its core SUV portfolio with recent
launch new Thar receiving encouraging customer response. Total
bookings for new Thar as on date were at ~32,000 units

e ME&M is working on electric SUVs both fresh complete electric SUVs
as well as ICE convert electric SUVs

e M&M intends to incur a capex of ~X 9,000 crore over the next three
years (vs. ~% 12,000 incurred in last three years) largely on projects
& product development and not on any major capacity expansions

e ltis currently working on two SUV platforms i.e. Z-101 & W-601

e For all major powertrains, the engine I.P. is owned by M&M and is
not dependent on either SsangYong Motors or Ford for its captive
requirements

e The company is witnessing supply side constraints due to
unavailability of semi-conductor chips, a key component of
electronic control units (ECU). The situation is currently fluid and is
improving MoM

Exhibit 1: SoTP valuation

Valuation Matrix (SOTP)

Automotive Business (UV+PV+CV+Tractors) Zcrore Z/share Remark
Standalone business
FY23E EBITDA 8,194
Assigning EV/EBITDA Multiple of 7.25x 7.25
Enterprise Value 59,409 498

Net Debt (FY23E) (7,544) -63

Value of Standalone Business (A) 66,952 561

Mahindra Vehicle Manufacturers Ltd

Investment made by M&M (wholly owned subsidiary) 4,065

Assigning 0.5x P/B on investment value 0.5

Value of MVNMIL attributable to M&M (B) 2,033 17

Total value of automobile business (C= A+B) 580

. . M&M Estimated Contribution to
Value of Investments (listed companies) e value M&M Remark
(%) Z crore Zcrore I/share

Tech Mahindra 26 89,374 23,290.73 195 Current market cap
Mé&M Financial Services 51 21,623 11,071 93 Current market cap
Mahindra Life space 52 1,796 925 8 Current market cap
Mabhindra CIE 1 6,443 737.1 6 Current market cap
Mabhindra Holidays & Resorts 67 2,843 1913.3 16 Current market cap
Other subsidiaries & investments 8,571 72

Total Value of subsidiaries & associates (D) 46,508.2 390

Value of investments post 25% holding company discount (E = 0.75*D) 290

M&M Target Price (value of equity per share , C+E) 870

Source: ICICI Direct Research

Exhibit 2: Valuation summary

Sales Growth EPS Growth PE EV/EBITDA RoNW RoCE

Zer) (%) ®) (%) (x) (x) (%) (%)
FY19 53,614 10.1 40.2 14.7 18.1 13.1 14.1 12.3
FY20 45,488 (15.2) 11.2 (72.3) 39.9 15.1 6.4 8.8
FY21E 42,766 (6.00 21.4 92.3 26.5 14.8 9.1 8.5
FY22E 51,585 20.6 38.7 80.4 18.9 11.9 11.6 10.6
FY23E 57,662 11.8 44.3 14.4 16.5 10.2 12.1 11.7

Source: Company, ICICI Direct Research
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Financial summary (Standalone)

Exhibit 3: Profit and loss statement Z crore Exhibit 4: Cash flow statement g crore

(Year-end March) FY20 FY21E FY22E FY23E (Year-end March) FY20 FY21E FY22E FY23E
Total operating Income 45,487.8 42,765.8 51,585.1 57,662.5 Profit after Tax 3,3444  2,558.1 4,614.8  5,279.6
Growth (%) -15.2 -6.0 20.6 11.8 Add: Depreciation 2,222.6 2,245.2 2,321.3 2,450.7
Raw Material Expenses 31,632.6 29,7285 35,898.7 40,035.1 (Inc)/dec in Current Assets 2,621.7 1,235.7 -2,144.7 -1,074.2
Employee Expenses 2,880.1 2,888.9 3,094.9 3,272.1 Inc/(dec) in CL and Provisions ~ -3,857.5 200.7 1,893.3 1,312.5
Other Expenses 51771 4,269.0 5,390.3 6,160.9 CF from operating activities 4,331.2  6,239.6 6,684.7 7,968.5
Total Operating Expenditure 39,689.8 36,886.4 44,383.9 49,468.1 (Inc)/dec in Investments 82.3 -3,250.0 -1,500.0 -2,000.0
EBITDA 5798.0 58794 7,201.1 8,194.3 (Inc)/dec in Fixed Assets -4,125.1  -2,500.0 -3,000.0 -3,500.0
Growth (%) -12.7 1.4 22.5 13.8 Others 791.7 10.2 -33.2 -22.9
Depreciation 2,222.6 2,245.2  2,321.3  2,450.7 CF from investing activities (3,251.1) (5,739.8) (4,533.2) (5,522.9)
Interest 113.3 310.7 193.1 119.7 Issue/(Buy back) of Equity -94.0 0.0 0.0 0.0
Other Income 1,667.8 1,524.0 1,482.8 1,434.2 Inc/(dec) in loan funds 496.5 600.0 -900.0 -750.0
PBT 51299 48474 6,169.5 7,058.3 Dividend paid & dividend tax -336.4 -656.2  -1,133.4  -1,372.0
Others (incl exceptional item)  2,014.0 1,085.2 0.0 0.0 Others -641.5 0.0 0.0 0.0
Total Tax 1,785.5 1,204.2 1,554.7 1,778.7 CF from financing activities (575.4) (56.2) (2,033.4) (2,122.0)
PAT 1,330.4  2,558.1 4,614.8  5,279.6 Net Cash flow 504.8 443.7 118.2 323.6
Adjusted PAT 2,190.4 3,2959 46148 5,279.6 Opening Cash 3,731.6  4,236.4  4,680.1 4,798.3
Growth (%) -72.3 92.3 80.4 14.4 Closing Cash 4,236.4  4,680.1 4,798.3 5,121.9
EPS (%) 11.2 21.4 38.7 44.3 Source: Company, ICICI Direct Research

Source: Company, ICICI Direct Research

Exhibit 5: Balance sheet g crore Exhibit 6: Key ratios g crore

(Year-end March) FY20 FY21E FY22E FY23E (Year-end March) FY20 FY21E FY22E FY23E
Liabilities Per share data (%)

Equity Capital 596.5 596.5 596.5 596.5 EPS 1.2 21.4 38.7 44.3
Reserve and Surplus 33,871.3  35,773.2  39,254.7 43,162.2 Cash EPS 29.8 40.3 58.1 64.8
Total Shareholders funds 34,467.8 36,369.8 39,851.2 43,758.8 BV 288.9 304.8 334.0 366.8
Total Debt 3,068.0 3,668.0 2,768.0 2,018.0 DPS 2.4 5.5 9.5 11.5
Deferred Tax Liability 1,408.2 1,408.2 1,408.2 1,408.2 Cash Per Share 35.5 39.2 40.2 42.9
Others 1,621.2 1,524.2 1,838.5 2,055.1 Operating Ratios (%)

Total Liabilities 40,565.3 42,970.2 45,865.9 49,240.1 EBITDA Margin 12.7 13.7 14.0 14.2
Assets PBT / Net sales 7.9 8.5 9.5 10.0
Gross Block 24,510.1 29,019.5 32,019.5 355195 PAT Margin 29 6.0 8.9 7.9
Less: Acc Depreciation 14,1155 16,360.7 18,682.0 21,132.7 Inventory days 21.3 25.0 25.0 25.0
Net Block 10,394.6 12,658.8 13,337.5 14,386.8 Debtor days 241 20.0 25.0 25.0
Capital WIP 4,009.5 2,000.0 2,000.0 2,000.0 Creditor days 54.5 60.0 60.0 60.0
Total Fixed Assets 14,404.0 14,658.8 15,337.5 16,386.8 Net Working Capital days -3.1 -15.0 -10.0 -10.0
Other investments 17,748.5 20,248.5 21,2485 22,248.5 Return Ratios (%)

Liquid Investments 2,189.7 2,939.7 3,439.7 4,439.7 RoE 6.4 9.1 11.6 12.1
Inventory 3,400.9 2,929.2  3,533.2 3,949.5 RoCE 8.8 8.5 10.6 1.7
Debtors 2,999.0 2,343.3 3,533.2  3,949.5 RolC 11.9 10.9 13.7 15.2
Loans and Advances 512.0 481.4 580.7 649.1 Valuation Ratios (x)

Other current assets 1,297.0 1,219.4 1,470.9 1,644.1 P/E 65.6 34.1 18.9 16.5
Cash 4,236.4  4,680.1 4,798.3 5,121.9 EV / EBITDA 15.1 14.8 1.9 10.2
Total Current Assets 12,951.7 12,159.8 14,422.6 15,820.5 EV / Net Sales 1.9 2.0 1.7 1.4
Creditors 6,785.8 7,030.0 8,479.7 9,478.8 Market Cap / Sales 2.0 2.1 1.8 1.6
Provisions 595.6 617.0 744.2 831.9 Price to Book Value 2.5 2.4 2.2 2.0
Total Current Liabilities 7,381.4 7,647.0 9,224.0 10,310.7 Solvency Ratios

Net Current Assets 55704 45128 5198.7 5,509.8 Debt/Equity 0.1 0.1 0.1 0.0
Application of Funds 40,565.3 42,970.2 45,865.9 49,240.1 Current Ratio 0.9 0.8 0.8 0.8
Source: Company, ICICI Direct Research Quick Ratio 0.5 0.4 0.5 0.5

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
8 1c1C1 diroct.com| 1 1 g
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ICICI Securities Ltd. 75 sTARMINE | |
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Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

|/We, Shashank Kanodia, CFA, MBA (Capital Markets), and Jaimin Desai, CA, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about
the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this
report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI) as a composite
corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. ICICI Securities is a subsidiary
of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details
in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship with a significant
percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the securities or derivatives of any
companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as such, may not
match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment busil may make i decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may not match or may
be contrary with the views, estimates, rating, target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected recipient and may
not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information
herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities indicate
that rating on a particular security has been suspended ily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where ICICI Securities might be acting in an advisory capacity to
this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein is solely for
informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers simul ly, not all customer:
may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment
or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment
objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on
investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not
necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections.
Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-managing public
ffering P finance, ir banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other benefits from the
companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of this
report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of the research
report.

Since associates of ICICI Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary

to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of
investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.
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