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Long-term growth prospects remain intact

Mahindra & Mahindra Ltd. (M&M) reported another strong set of numbers in
Q1'10. The net sales of the Company increased by 28.7% yoy to
Rs. 42.3 bn, and the net profit jumped by 151.7% yoy to Rs. 4 bn, driven by
better volumes, resulting from its merger with Punjab Tractor Limited (PTL),
higher price realisations, and M&M'’s cost saving initiatives. We continue to
hold a positive outlook on the Company, considering the improving
consumer sentiments and credit availability, primarily in the rural areas
where M&M has a strong foothold.

Positive Auto sector outlook; SIAM expects 8-9% ind ustry growth:
Sales in the Auto sector are expected to remain strong in the remaining part
of 2009, mainly on account of lower interest rates, imroving customer
sentiments, and the approaching festive season. The Society of Indian
manufacturers (SIAM) has forecasted an upward trend in vehicle sales.
According to SIAM, the forecast of the industry could well be revised
upwards on the basis of current trends. Sugato Sen, Senior Director of
SIAM, expects a high single-digit growth of 8-9% in the coming quarters.
M&M to strengthen its rural presence in the two-whe  eler segment; In
September 2009, the Company launched two-wheelers in the rural market.
With this launch, the Company plans to further expand its extensive
presence in the rural markets. As per the Company's management,
scooters, though more powerful, have been priced lower than the ones sold

by competitors. The Company has three products in this segment
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(Duro, Flyte, and Rodeo), and three Kinetic products (Nova, 4S, and Kine)

that it can market. The Company also plans to roll out new models of Italjet
Moto SpA, developed by an Italian scooter and motorcycle manufacturing
company. M&M has inherited the rights to make powerful and stylish
scooters of Italjet as a result of the buy-out of assets of the Pune-based
Kinetic Motors in July 2008.

Increasing its presence in the US markets:  The Company is planning to
launch its Scorpio variant in the US in Q1'11. Further, the Company plans to
roll out its pick-up trucks in the US and is also exploring options to acquire
an US facility meant for assembling pick-up trucks, an option that should
save it an import penalty. The Company already sells tractors in the US
market and has three local assembly plants.

Developing “Global SUV”™: The Company is investing around
Rs. 7-8 bn to develop its global brand, “Global SUV”. It plans to launch it in
foreign markets, targeting people who are looking for a value-for-money
vehicle. As per the news, this new brand will be a 'crossover' (typicaly
designed for light off-road capability, which offers the comfort of a car, whille
sporting the macho looks of an SUV). The new “Global SUV” is expected to
hit the market during the second-half of FY11.

Valuation

We hold a positive outlook on the Company due to lower interest rates,
easing financing terms and improving customer sentiments. At the current
market price (CMP) of Rs. 896.45, the stock is trading at a forward P/E of
18.4x and 15.8x for FY10E and FY11E, respectively. We have valued M&M
by using the SOTP method. Based on our valuation (DCF for the standalone
business, and CMP for other subsidiaries), we have arrived at a target price
of Rs. 862. Since our target price does not provide any significant downside
potential from the CMP, we give a Hold rating to the stock.
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Result Highlights and Outlook

Sustainable top-line growth

In Q1'10, M&M'’s net sales jumped 28.7% yoy to Rs. 42.3 bn, driven by
increased volumes, improved realisations and a strong performance of the
UV segment. During the quarter, net realisations increased by 1.9% yoy
(17.2% goq) to Rs. 457,083 per unit, and the total volume increased by
23.8% yoy to 102,280 vehicles.

During Q4'09, M&M merged its wholly-owned subsidiary, PTL with its Farm
Equipment segment. This resulted in a 44.1% jump in the tractor sales
volume of the Company to 43,383 units. Thus, the sales of its Company’s
Farm Equipment segment surged by 48.5% to Rs.19.8 bn during Q1'10.

Going forward, we expect a revival of demand in the Farm Equipment
segment, driven by the Government's efforts to boost the Agriculture sector.
Overall, we expect FY10 volumes to increase by ~24% on account of a
recovery in the Auto sector and increased volumes as a result of the PTL

merger.

Volumes Q1'09 Q4'09 Q1'10 QoQ % YoY %
Automotive Segment

Domestic 49,315 58,369 57,752 (1%) 17%
Exports 3,187 1,052 1,145 9% (64%)
Total Automotive 52,502 59,421 58,897 (1%) 12%
Farm Segment

Domestic 28,004 43,081 41,963 (3%) 50%
Exports 2,102 1,262 1,420 13% (32%)
Total Farm 30,106 44,343 43,383 (2%) 44%
Total Sales 82,608 103,764 102,280 (1%) 24%

Margins to improve in FY10

In Q1'10, the EBITDA margin increased 660 bps to 14.4%, mainly on
account of lower raw material cost and other cost-cutting initiatives adopted
by the Company. While raw material cost declined by 350 bps yoy to 64.8%
(as a % of sales), other expenses (as a % of sales) declined to 12.3% from
16.0% in Q1'09. Subsequently, EBITDA jumped by 138% yoy to Rs. 6.1 bn
in Q1'10.

Going forward, in FY10 we expect M&M to maintain healthy margins, as
commodity prices have substantially fallen from the high levels witnessed
during the first half of FY09. Overall, we expect the Company's FY10
EBITDA margin to be ~12.8%, as compared with 8.3% in FY09.
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Key Figures (Standalone)
Year to March FYO07 FYO08 FYO09 FY10E FY11lE CAGR (%)

(Figures in Rs. mn, except per share data) (FY09-11E)
Net Sales 101,584 115,413 130,937 164,305 179,495 17.1%
Adj. EBITDA 13,949 13,666 10,926 20,955 22,384 43.1%
Adj. Net Profit 9,789 9,731 8,285 12,614 14,657 33.0%

Margins(%)

EBITDA 13.7% 11.8% 8.3% 12.8% 12.5%
NPM 9.6% 8.4% 6.3% 7.7% 8.2%

Per Share Data (Rs.)

Adj. EPS 38.4 36.6 32.0 48.8 56.7 33.0%
PER (X) 20.3x 19.0x 28.0x 18.4x 15.8x
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Disclaimer

This report is not for public distribution and is only for private circulation and use. The Report should not be reproduced
or redistributed to any other person or person(s) in any form. No action is solicited on the basis of the contents of this
report.

This material is for the general information of the authorized recipient, and we are not soliciting any action based upon
it. This report is not to be considered as an offer to sell or the solicitation of an offer to buy any stock or derivative in any
jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of Indiabulls
Securities Limited. It does not constitute a personal recommendation or take into account the particular investment
objectives, financial situations, or needs of individual clients. You are advised to independently evaluate the investments
and strategies discussed herein and also seek the advice of your financial adviser.

Past performance is not a guide for future performance. The value of, and income from investments may vary because
of changes in the macro and micro economic conditions. Past performance is not necessarily a guide to future
performance.

This report is based upon information that we consider reliable, but we do not represent that it is accurate or complete,
and it should not be relied upon as such. Any opinions expressed here in reflect judgments at this date and are subject
to change without notice. Indiabulls Securities Limited (ISL) and any/all of its group companies or directors or
employees reserves its right to suspend the publication of this Report and are not under any obligation to tell you when
opinions or information in this report change. In addition, ISL has no obligation to continue to publish reports on all the
stocks currently under its coverage or to notify you in the event it terminates its coverage. Neither Indiabulls Securities
Limited nor any of its affiliates, associates, directors or employees shall in any way be responsible for any loss or
damage that may arise to any person from any error in the information contained in this report.

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal
views about the subject stock and no part of his or her compensation was, is or will be, directly or indirectly related to
specific recommendations or views expressed in this report. No part of this material may be duplicated in any form
and/or redistributed without Indiabulls Securities Limited prior written consent.

The information given herein should be treated as only factor, while making investment decision. The report does not
provide individually tailor-made investment advice. Indiabulls Securities Limited recommends that investors
independently evaluate particular investments and strategies, and encourages investors to seek the advice of a financial
adviser. Indiabulls Securities Limited shall not be responsible for any transaction conducted based on the information
given in this report, which is in violation of rules and regulations of National Stock Exchange or Bombay Stock
Exchange.
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