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Analyst-meet takeaways: tractor-sector outlook stable; Buy

Discussing the tractor industry at M&M’s analyst meet, management

mainly highlighted positives that would sustain the industry at an 8-

12% CAGR for the next 4-5 years. These include acute labour shortage,

replacement demand and the need to increase productivity. Fresh
capacities are coming up, but management is confident of market-
share gains. We retain a Buy, with a price target of I833.

B Structural factors would continue to drive demand. While ytd FY12
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growth was a robust 21%, the company should end the year with ~17-
18%, and FY13 would be ~10-12% (our current estimate is 9%). Key
reasons for the steady growth: further scope for tractor penetration in
India, labour shortage (due to high rural to urban migration) and the need
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to improve productivity. The significant shortening of the replacement Promoters 252 249 249
cycle is an added growth driver. The 15-HP Yuvraj has influenced smaller - of which, Pledged b2 79 T4
farmers to opt for tractors. Keener competition here, however, is likely. Free F!oat. — 748 751 751
- Foreign institutions 264 236 229
B No negatives currently visible for tractors. Higher rural incomes, - Domesfic institutions 206 226 237
adequate rains, availability of finance particularly from NBFCs, no rise in - Public 278 289 283
NPA levels of banks indicate an absence of negatives currently for the
tractor industry. Management appeared comfortable with the idea of
steadily increasing its market share over time. —
Relative price performance
B Diversification into non-tractor applications. M&M is increasingly 900 MM
looking at non-tractor applications in the agri-economy. Some examples gig
in its portfolio are Powerol, Shubh Labh and EPC Industries. These small 750 ) ‘
but high-growth segments can help in de-risking. 700 W r\n\l A
650 Y bl
B Valuation and Risk. We retain a Buy, with a price target of I833. M&M 600 Sensex
trades at 10.7x FY13e consolidated EPS of 64.2. Key risks: negative %50 s = = = = = =
surprises from overseas, cyclicality of the tractor industry and potential 8 8 & 5 % &8 8
hike in duty on diesel vehicles in the Budget.
Source: Bloomberg
Key financials (Standalone YE: Mar) FY10 FY11 FY12e FY13e FY14de
Sales km) 185,296 234,211 283,321 324,696 365,199
Net profit (Xm) 19,893 25,417 27,748 32,158 36,296
EPS ) 32.4 414 45.2 52.4 59.1
Growth (%) 1158 27.8 9.2 15.9 12.9
PE (x) 25.8 20.2 18.5 15.9 14.1
PBV (x) 6.0 48 41 35 2.9
RoE (%) 25.4 24.6 22.7 22.2 21.2
RoCE (%) 25.0 25.3 24.3 24.8 24.6
Dividend yield (%) 1.2 1.4 1.6 1.7 1.8
Net gearing (%) 33.3 38.7 34.8 33.6 30.8
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