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Mahindra & Mahindra

Changing gear for rural market recovery

m 2Q EPS spike of 45% qoq to Rs34 was in line with our estimate and 5% above
the Bloomberg consensus estimate. Automotive division sustains peak margin.

m Better-than-expected rural demand recovery in the festive season & superior
margin management in the automotive division led to our 4-6% EPS upgrade.

m However, rich P/E (+2SD) and P/BV (+3SD) valuations are a cause of concern
and undermine EV/ hybrid risk on the car industry. Retain our HOLD rating.

Automotive division sustains peak EBIT margin

The 2QFY25 standalone EBITDA of Mahindra & Mahindra or M&M rose by 21% yoy but
down 2% goq at Rs.39.5bn, just 3% above our estimate. The automotive division’s EBIT
margin sustenance at 9.5%, flat qoq, was impressive (Fig. 5), overcoming challenges from
price cuts and product mix weakness. The tractor division’s EBIT margin eased 100bp qoq
to 17.5%. Normalized PAT rose by 45% qoq to Rs37.8bn, aided by seasonally strong other
income (+452% qoq).

Management conference-call highlights

Festive demand for its sports utility vehicle or SUV has been very strong, helping to reduce
channel inventory. Good customer response to the Thar 5-door launch aids management
to build an additional 2,000 vehicles/month capacity, leading to total Thar capacity of
11,500 vehicles by Jan 2025F. Management feels product price rationalization of XUV700
and Thar 3-door helped overcome the urban demand slowdown challenges and revive
volume growth. Good festive demand for tractors in recent months led management to
upgrade industry volume growth outlook by 200bp to 7% for FY25F, which builds mid-teen
growth in 2HFY25F.

Raise FY25F-26F EPS by 4-6% due to rural market recovery

Rural demand recovery benefit in small trucks and tractors led us to increase our sales
volume estimates by 2% for FY25F-26F. Better margin management in the automotive
division and operating leverage in tractors led to our 7-8% EBITDA upgrade for FY25F-
26F. Rising interest costs limit PAT upgrade to 4-6%.

Rich valuation overlooks EV portfolio transition risk

While the core diesel engine business is witnessing strong momentum aided by product
introduction and industry tailwinds, the company’s plan to introduce a series of electric
vehicles or EVs from early CY25F, we feel, is a new journey with a different cost structure
and consumer behaviour. With forward P/E valuation at +2SD above the mean level
(adjusted for subsidiaries’ value, see Fig. 10), we feel there is limited upside left. We value
the stock at 18.5x P/E (+2SD above the mean level) and assign subsidiaries’ value per
share at Rs691, leading to a higher sum-of-the-parts or SOTP-based target price of
Rs2,915 (Rs2,455 earlier). Retain HOLD rating on it. Upside risk: Double-digit growth
sustenance in tractors in FY26F. Downside risk: EV margin drag & policy risk on hybrid
cars

Financial Summary Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Revenue (Rsm) 849,603 992,682 1,171,631 1,309,124 1,459,598
Operating EBITDA (Rsm) 104,424 134,243 164,530 177,512 195,052
Net Profit (Rsm) 79,781 103,443 119,603 126,708 137,830
Core EPS (Rs) 71.9 93.2 107.7 114.1 124.1
Core EPS Growth 55.2% 29.7% 15.6% 5.9% 8.8%
FD Core P/E (x) 40.24 31.03 26.84 25.34 23.29
DPS (Rs) 16.3 23.8 25.0 275 30.0
Dividend Yield 0.61% 0.89% 0.93% 1.03% 1.12%
EV/EBITDA (x) 28.16 21.39 17.32 15.84 14.04
P/FCFE (x) 107.58 99.85 224.28 116.03 47.15
Net Gearing (21.6%) (23.7%) (20.2%) (18.9%) (22.0%)
P/BV (x) 7.40 6.14 5.24 455 3.97
ROE 19.4% 21.6% 21.1% 19.2% 18.2%
% Change In Core EPS Estimates 6.28% 4.27% 0.08%

InCred Research/Consensus EPS (x)
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Changing gear for rural market recovery

Management conference-call highlights>»

Automotive business: SUV revenue market share stood at 21.9%, +190bp
yoy, led by new launches and robust festive demand. Volume was up 18% yoy,
leading to margin expansion of 140bp. The industry witnessed double-digit
volume growth in the festive season. Management expects mid-high teen
growth rate in FY25F. It is confident of maintaining the growth momentum-led
new launches and healthy demand. The endeavour is to achieve 10% EBITDA
margin in the medium term.

Tractor business: The tractor industry is likely to see a growth of 6-7% in
FY25F, led by a 13-15% growth in 2HFY25 led by recovery in the rural market
sentiment. Volume in the farm business was up 4% yoy, driven by rural
demand recovery while the international business is witnessing challenges in
the US market and the hyperinflation scenario in Turkey. Improved its market
share in the domestic market to 43.7% in 1IHFY25 vs. 41.6% in FY24. Export
volume was up 27% yoy.

Light commercial vehicles: Witnessing a turnaround in industry growth on
account of mandi (market) arrivals, which were up 20% yoy in 2QFY25.
Commercial vehicles: Launched Veero in Sep 2024, which offers multi-
energy commercial vehicle platforms like diesel, CNG & electric. Also,
infotainment facility, like in cars.

Last mile mobility: Remains the market leader in electric three-wheelers or
E-3W, with a 43.6% share. Two new products are eAlfa Plus and Alfa Duo.
During the quarter, it launched Zeo - E-4W.

Farm machinery business: Witnessed a revenue growth of 14% yoy, which
is below management’s expectation. New upgraded Swaraj harvester is
gaining traction.

Product-wise: Thar Roxx opened with 176k bookings within 60 minutes. The
price cut in XUV 700 improved the premium mix of the total portfolio, which
helped the margin to grow by 140bp yoy to 9.5%. Witnessed weak demand
for its Bolero model, but is likely to improve on the back of the upcoming
marriage season.

Manufacturing capacity: Total capacity touched 54k units per annum, up 10%
from FY24. Management’s endeavour is to add 100,000 units per annum for
its new electric vehicle.

Electric vehicle portfolio: Mahindra & Mahindra will launch it two EV models
- BE 6e and XEV 9e - on 26 Nov 2024 and delivery of the vehicle will start
early next year.

Financial performance: Revenue for the quarter grew by 10% yoy, driven by
market share gains in the automotive segment and growth in other businesses.
PAT grew by 27% yoy, excluding a one-time gain of Rs3.04bn.

Demand scenario: The urban market continues to witness weak demand
while the rural market is seeing demand uptick led by favourable monsoons
and positive sentiment.

Raw material costs: Rubber saw a spike in its price, which slightly impacted
farm margin. Going ahead, management expects raw material prices to remain
flat.

Inventory level: The dealer-level inventory is below 30 days in the automotive
business while it is above the comfortable level in the tractor business.
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Figure 1: Results comparison
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75 (71)
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653 65.5
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64,895 0.8
52 13.2
6,03,154 9.0
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Comments
In line with our estimate.

3% above our estimate.
26bp above our estimate.

2% above our estimate.
1% below our estimate.

In line with our estimate.

SOURCE: INCRED RESEARCH, COMPANY REPORTS

Figure 2: M&M’s segment-wise sales volume performance
2QFY25 2QFY24 yoy (%) 1QFY25 qoq (%) FY23 FY24 yoy (%)
Tractors 89,306 86,849 2.8% 1,16,930 -23.6%  3,90,513  3,86,463 -1.0%
Passenger vehicles 1,35,962 1,14,742 18.5% 1,24,248 9.4% 3,74,600 4,69,740 25.4%
LCVs 54,627 62,198  -12.2% 53,321 2.4%  2,39,393  2,39,552 0.1%
MHCVs 9,884 5,484 80.2% 9,201 7.4% 12,016 20,533 70.9%
3-wheelers 22,963 21,446 71% 17,655 30.1% 62,357 83,466 33.9%
Automotive exports 7,602 7,382 3.0% 7,125 6.7% 32,115 27,407  -14.7%
Tractor exports 4,076 3,212 26.9% 4,537 -10.2% 17,362 13,661 -21.3%
Total 3,24,420 3,01,313 7.7% 3,02,139 7.4% 11,28,356 12,40,822 -9.1%
SOURCE: INCRED RESEARCH, COMPANY REPORTS

Figure 3: Volume and revenue market share trend
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Figure 4: Quarterly sales and EBITDA margin trend
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Figure 5: Segment-wise EBIT margin trend (%)
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Figure 6: EPS revision summary
FY25F FY26F FY27F
(Rs m) Old New Oold New Old New
Sales volume (nos) 13,45,842 13,73,310 14,64,521 14,96,318 16,03,451 16,35,797
% change 2.0% 2.2% 2.0%
Net sales 11,59,658 11,71,631 12,94,103 13,09,124 14,44,093 14,59,598
% change 1.0% 1.2% 1.1%
EBITDA 1,52,607 1,64,530 1,66,418 1,77,512 1,91,913 1,95,052
% change 7.8% 6.7% 1.6%
Normalized PAT 1,12,538 1,19,603 1,21,524 1,26,708 1,37,724 1,37,830
% change 6.3% 4.3% 0.1%
EPS (Rs) 101.2 107.5 109.3 113.9 123.8 123.9
% change 6.3% 4.3% 0.1%

SOURCE: INCRED RESEARCH, COMPANY REPORTS
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Figure 7: Key assumptions
Nos FY23 FY24F FY25F FY26F FY27F
Scorpio 76,935 1,41,462 1,69,754 1,86,730 2,05,403
Growth (%) 98.8% 83.9% 20.0% 10.0% 10.0%
XYLO / Marazzo 4,451 8,743 14,400 30,000 60,000
XUV500/700 66,473 79,398 91,308 97,699 1,07,469
Bolero/ Other hardtops 1,01,023 1,10,841 1,20,817 1,26,858 1,35,738
Growth (%) 53.4% 9.7% 9.0% 5.0% 7.0%
Pick-ups & 1-ton LCV 2,38,540 2,35,696 2,49,685 2,73,127 3,01,517
Growth (%) 39.8% -1.2% 5.9% 9.4% 10.4%
Total Domestic UV's & LCVs 5,95,501 6,95,560 8,26,259 9,14,539 10,22,283
Growth (%) 51.0% 16.8% 18.8% 10.7% 11.8%
Export UV's & LCVs 32,107 24,663 27,869 32,050 36,857
Growth (%) -1.2% -23.2% 13.0% 15.0% 15.0%
CVs 10,036 27,114 31,181 34,923 38,415
Growth (%) 56.0% 170.2% 15.0% 12.0% 10.0%
3-wheelers 58,520 77,589 87,676 96,443 1,06,087
Growth (%) 94.6% 32.6% 13.0% 10.0% 10.0%
Tractors domestic 2,30,731 2,07,326 2,17,692 2,26,400 2,33,192
Growth (%) 20.0% -10.1% 5.0% 4.0% 3.0%
Swaraj Tractors 1,58,800 1,57,200 1,66,632 1,74,964 1,81,962
Growth (%) 9.7% -1.0% 6.0% 5.0% 4.0%
Tractors exports 18,014 13,860 16,000 17,000 17,000
Growth (%) 2.1% -23.1% 15.4% 6.3% 0.0%
Tractors total 4,07,545 3,78,386 4,00,324 4,18,364 4,32,154
Growth (%) 14.9% -7.2% 5.8% 4.5% 3.3%
Total sales volume 11,083,709 12,083,526 13,783,310 14,96,318 16,35,797
Growth (%) 34.9% 9.0% 14.1% 9.0% 9.3%
Rs per unit metrics
Net sales realization 7,69,770 8,24,812 8,53,144 8,74,897 8,92,285
Growth (%) 9.7% 7.2% 3.4% 2.5% 2.0%
Contribution 1,84,850 2,09,899 2,17,552 2,20,474 2,23,071
Growth (%) 0.2% 13.6% 3.6% 1.3% 1.2%
EBITDA 94,612 1,11,541 1,19,806 1,18,632 1,19,240
EBITDA (%) 12.3% 13.5% 14.0% 13.6% 13.4%
PAT 72,285 85,950 87,091 84,680 84,258
Growth (%) 15.0% 18.9% 1.3% -2.8% -0.5%
Figure 8: Subsidiaries’ value updated for listed stock prices
Subsidiary Company Tech Mahindra MHah_indra '\éli?]r;:gifl _Mahindra Last Mile Mobility ) E_4W Mah_in(_jra Sv\{araj
olidays Services Lifespaces EV  subsidiary Logistics Engines
Value per share of M&M (Rs) 295.0 36.8 126.8 29.5 14.6 134.4 12.5 13.9
Equity capital of company (m) 974.2 201.2 1,235.4 154.6 na na 72.0 12.1
M&M holding 25% 67% 52% 51% 86.4% 95% 58.1% 52.1%
Valuation method cMP cMP cMP CMP PE deal lower range ' = 988! r'gn"";é cMP cMP
Current/derived price (Rs) 1,651.0 379.0 273.0 516.0 18.3 168.0 414.0 3,046.0
- Mahindra China Mahindra EPC Mahindra First Mahindra Mahindra Agri
Subsidiary Company Tractors Heavy Engines Industry Choice PORTER Susten solutign Total
Value per share of M&M (Rs) (5.4) 4.7 15 10.3 8.1 34 4.4 691
Equity capital of hompany (m) 705.1 634.4 27.8 330.0 - 195.5 81.3
M&M Holding 100% 100% 54% 51% 30% 20% 98%
Valuation method 8xFY22 P/E 10xFY22 P/E CMP  P/E valuation P/E valuation Deal value 2xFY22 M-CAP/Sales
Current/derived price (Rs) (10.6) 10.2 141.0 85.0 33.8 121.3 88.7
Figure 9: Our SOTP valuation methodology
Standalone business value (Rs) 2,224
One-year forward EPS (Rs) 120
P/E (x) 18.5
Total subsidiaries’ value per share (Rs) 691
Target Price (Rs) 2,915
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Figure 10: Forward P/E valuation adjusted for subsidiaries’
valuation is rich at +2SD
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Figure 11: Forward P/BV valuation adjusted for subsidiaries’
valuation super-rich at +3SD
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BY THE NUMBERS
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e Rolling P/BV (x) (Ihs) ROE (rhs) 12-mth Fwd Rolling FD Core P/E (x) (Ihs)
Profit & Loss
(Rs mn) Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Total Net Revenues 849,603 992,682 1,171,631 1,309,124 1,459,598
Gross Profit 204,020 252,619 298,766 329,899 364,899
Operating EBITDA 104,424 134,243 164,530 177,512 195,052
Depreciation And Amortisation (31,545) (34,389) (40,845) (49,125) (57,405)
Operating EBIT 72,879 99,854 123,686 128,387 137,647
Financial Income/(Expense) (2,728) (1,388) (2,300) (2,600) (2,000)
Pretax Income/(Loss) from Assoc.
Non-Operating Income/(Expense) 25,452 32,955 33,943 36,659 41,058
Profit Before Tax (pre-El) 95,603 131,421 155,329 162,446 176,705
Exceptional Items
Pre-tax Profit 95,603 131,421 155,329 162,446 176,705
Taxation (15,822) (27,978) (35,726) (35,738) (38,875)
Exceptional Income - post-tax
Profit After Tax 79,781 103,443 119,603 126,708 137,830
Minority Interests
Preferred Dividends
FX Gain/(Loss) - post tax
Other Adjustments - post-tax
Net Profit 79,781 103,443 119,603 126,708 137,830
Recurring Net Profit 79,781 103,443 119,603 126,708 137,830
Fully Diluted Recurring Net Profit 79,781 103,443 119,603 126,708 137,830
Cash Flow
(Rs mn) Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
EBITDA 104,424 134,243 164,530 177,512 195,052
Cash Flow from Invt. & Assoc.
Change In Working Capital 2,470 3,151 (25,074) (1,165) (144)
(Incr)/Decr in Total Provisions 8,936 (12,929) (3,750) (5,000) (5,000)
Other Non-Cash (Income)/Expense
Other Operating Cashflow (13,957) 8,313
Net Interest (Paid)/Received 22,724 31,567 31,643 34,059 39,058
Tax Paid (18,465) (27,978) (35,726) (35,738) (38,875)
Cashflow From Operations 106,131 136,367 131,624 169,668 190,091
Capex (38,056) (44,544) (79,777) (100,000) (80,000)
Disposals Of FAs/subsidiaries
Acg. Of Subsidiaries/investments
Other Investing Cashflow (19,773) (29,083) (32,533) (37,000) (37,000)
Cash Flow From Investing (57,828) (73,627) (112,310) (137,000) (117,000)
Debt Raised/(repaid) (18,462) (30,588) (5,000) (5,000) (5,000)
Proceeds From Issue Of Shares 8 6
Shares Repurchased
Dividends Paid (19,469) (28,482) (29,981) (32,979) (35,977)
Preferred Dividends
Other Financing Cashflow (2,066) 9,410
Cash Flow From Financing (39,990) (49,654) (34,981) (37,979) (40,977)
Total Cash Generated 8,312 13,085 (15,667) (5,311) 32,114
Free Cashflow To Equity 29,840 32,151 14,314 27,668 68,091
Free Cashflow To Firm 51,030 64,127 21,614 35,268 75,091
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BY THE NUMBERS...cont’d

Balance Sheet

(Rs mn) Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Total Cash And Equivalents 140,298 139,726 134,592 139,281 178,394
Total Debtors 40,417 45,495 70,619 75,319 91,975
Inventories 88,814 95,048 112,348 125,532 131,964
Total Other Current Assets 36,701 50,204 55,704 62,204 68,704
Total Current Assets 306,229 330,473 373,263 402,337 471,037
Fixed Assets 187,292 212,615 251,770 302,646 325,241
Total Investments 175,391 215,487 237,487 264,487 294,487
Intangible Assets
Total Other Non-Current Assets
Total Non-current Assets 362,682 428,103 489,258 567,133 619,728
Short-term Debt
Current Portion of Long-Term Debt
Total Creditors 171,456 185,920 203,270 219,990 242,933
Other Current Liabilities
Total Current Liabilities 171,456 185,920 203,270 219,990 242,933
Total Long-term Debt 46,437 15,849 10,849 5,849 849
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities
Total Non-current Liabilities 46,437 15,849 10,849 5,849 849
Total Provisions 32,842 34,265 36,015 37,515 39,015
Total Liabilities 250,736 236,033 250,133 263,354 282,797
Shareholders Equity 433,567 522,766 612,388 706,116 807,969
Minority Interests
Total Equity 433,567 522,766 612,388 706,116 807,969
Key Ratios

Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Revenue Growth 47.9% 16.8% 18.0% 11.7% 11.5%
Operating EBITDA Growth 48.3% 28.6% 22.6% 7.9% 9.9%
Operating EBITDA Margin 12.3% 13.5% 14.0% 13.6% 13.4%
Net Cash Per Share (Rs) 84.54 111.57 111.45 120.18 159.91
BVPS (Rs) 390.49 470.83 551.55 635.96 727.70
Gross Interest Cover 26.72 71.96 53.78 49.38 68.82
Effective Tax Rate 16.5% 21.3% 23.0% 22.0% 22.0%
Net Dividend Payout Ratio 24.4% 27.5% 25.1% 26.0% 26.1%
Accounts Receivables Days 15.20 15.79 18.09 20.34 20.92
Inventory Days 41.74 45.34 43.36 44.33 42.93
Accounts Payables Days 84.92 88.13 81.37 78.88 77.18
ROIC (%) 27.7% 41.2% 42.7% 33.5% 29.9%
ROCE (%) 15.1% 19.0% 20.7% 18.8% 17.7%
Return On Average Assets 12.8% 14.6% 15.0% 14.0% 13.5%
Key Drivers

Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
ASP (% chg, main prod./serv.) 9.7% 7.2% 3.4% 2.5% 2.0%
Unit sales grth (%, main prod./serv.) 34.9% 9.0% 14.1% 9.0% 9.3%
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