Subros

Buy

Muted performance, growth levers intact

Subros posted muted results in 4QFY19, as it was affected by the slowdown
in the PV segment. Revenue/EBITDA declined 6/14% YoY,
respectively. EBITDA margin was 10.6% (-92/-52bps YoY/QoQ), due to a
weaker product mix and a negative operating leverage. The management
has guided for a 5-7% growth in the PV AC business and an overall growth
of 10-11% in FY20. The net debt reduced to % 1.5bn in FY19, from ¥ 3.6bn
in FY18, which will aid profitability in FY20/21. We recommend Buy, with a
TP 323 (based on 21x E EPS).

In the past one year, Subros’s market share has improved by 200bps to 42%
in the PV ACS segment, as the company won new business (for models like
the new Ertiga, new swift, Nexon and Marazzo etc), wallet share from key
OEMs (SOB: Maruti Suzuki- 74% Tata Motors - 35%. M&M -30% and Nissan-
25%) rose, and there was a shift in demand towards petrol variants. The
growth visibility of new businesses, such as truck/bus ACs, radiators and
home ACs, is strong and provides scale and diversification. In addition,
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increased commitment by Denso (recently increased stake to 20%) will  promoters 36.8
ensure that Subros is well positioned to benefit from the technology shift ME/Banks/Fls 6.6
in the thermal products domain. We expect an EPS growth of 21% CAGR
over FY19-21E, factoring a 9% CAGR in revenue, a 30bps margin expansion, Flls 0.6
and a significant reduction in interest cost. Public / Others 56.1
Focus on Home AC segment Valuation (x)
The company has acquired certain assets (plant and machinery) from EY19A FY20E FY21E
Zamil’s to strengthen its home AC segment. It has already received SOPs to P/E 208 16.3 14.1
the tune of ¥ 900mn from Havells and Voltas, amongst other OEMs. The : : :
company will manufacture cooling coils (condenser), evaporator etc., EV/EBITDA 7.9 6.9 5.7
whereas the rest of the products will be sourced from third parties. The  ROE (%) 14.0 14.0 14.2
company is targeting an incremental revenue of X 2-3bn over three-year  poace (%) 142 132  13.6
period from this business. The PBT margin from this segment is expected
to be lower in the initial years (3-3.5%), versus 5-6% from the existing .
business. Estimates (X mn)
FY19A FY20E FY21E
Revenue 21,245 23,366 25,339
EBITDA 2,281 2,524 2,787
Q4FY19 Result (X Mn)
PAT 761 1,014 1,172
Particulars 4FY19 4FY18  YoY (% 3FY19 0Q (%
Revenue 5,181 5,522 (6.2) 5.107 1.4 EPS®) 122 155 180
Total Expense 4,631 4,885 (5.2) 4,539 2.0
EBITDA 550 637 (13.7) 568 (3.3) Analyst: Abhishek Jain
Depreciation 206 242 (14.7) 195 5.6 Tel: 49122 40969739
EBIT 343 395 (13.1) 373 (79)  E-mail: abhisheki@dolatcapital.com
Other Income 19 (4) (570.7) (16) (224.1) Associate: Kushal Shah
iate: Ku
Interest 68 115 (40.5) 80 (14.9) Tel: 191 22 40969768
= 294 276 (13.1) 277 6.2 E-mail: kushals@dolatcapital.com
Tax 132 90 46.5 105 25.6
RPAT 162 186 (12.9) 172 (5.7) Associate: Ketul Dalal
APAT 162 186 (12.9) 172 (5.7) Tel: +91 22 40969770
(bps) (bps) E-mail: ketuld@dolatcapital.com
Gross Margin (%) 30.1 30.9 (84) 31.1 (105)
EBITDA Margin (%) 10.6 11.5 (92) 11.1 (52)
NPM (%) 3.1 3.4 (24) 3.4 (24)
Tax Rate (%) 45.0 32.7 1225 38.0 696 <
EBIT Margin (%) 6.6 7.2 (53) 7.3 (68) DOLATCAPITAL =
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Concall Highlights

Management has guided for 5-7% growth in PV AC business and overall
growth of ~10-11% in FY20.

FY19 revenue segmentation: -
o CV-%650mn
o PV - 17bn (~80-85% utilization)
o Radiator-%2.37bn
o Bus—=350mn
o Railways and reafers —¥ 80mn
o Home AC-%40mn.

PV market share in FY19 stands at 42% as compared to 40% market share in
FY18. (Business share: Maruti Suzuki - 74% Tata Motors — 35%. M&M — 30%
and Nissan — 25%).

Expecting another market share gain of ~2% in the PV segment over FY20-
21.

Management is focusing on expanding the non-car business going forward
for the next leg of growth (~9% of total revenue in FY19).

The company has aligned production at Sanand plant (new Swift and Baleno)
according to 2 shift production at Suzuki plant. Volume has increased to
1800/ units per day production.

SOP have started for Marazo, Ertica and Wagon R d. The company also
started supplying to Suzuki Indonesia through MSIL.

The company has reached to 1mn production units for ECM radiators in
FY19.

Management has guided for maintenance capex of ¥ 600-700mn in FY20.
Gross debt for FY19 has reduced by ¥ 1.25bn to ¥ 2.44bn.

Management has indicated reduction of ~1-2% in import content (~30% in
Q3FY19) over the next 2 years.
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Exhibit 1: Revenue Declined on Slowdown in PV’s

Exhibit 2: Gross margin Under Pressure
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Exhibit 3: EBITDA Margin Contracted YoY Exhibit 4: P/E Band — Near Historical Low
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Exhibit 5: Assumption Sheet
Segment I mn FY17 FY18 FY19A FY20E FY21E
Revenue from AC Supply in 14,465 15,949 17,705 18,420 19,915
Revenue from Other new
Verticals 985 3,130 3,490 4,762 5,486
CV & buses 480 680 1,000 1,150 1,323
Radiator 370 2,200 2,370 2,512 2,713
Home AC 25 50 40 700 1,000
Trans. refrigeration 10 50 30 100 130
Railways 100 150 50 300 320
Other Operating income 45 50 50 52 53
Total 15,495 19,129 21,245 23,234 25,454

Source: DART, Company
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Profit and Loss Account

(X Mn) FY18A FY19A FY20E FY21E
Revenue 19,129 21,245 23,366 25,339
Total Expense 17,029 18,964 20,843 22,552
COGS 13,345 14,850 16,333 17,712
Employees Cost 1,881 2,065 2,267 2,458
Other expenses 1,803 2,049 2,243 2,382
EBIDTA 2,100 2,281 2,524 2,787
Depreciation 920 789 889 974
EBIT 1,180 1,493 1,634 1,813
Interest 412 422 233 190
Other Income 74 103 90 100
Exc./E.O. items (18) (33) 0 0
EBT 824 1,140 1,491 1,723
Tax 218 378 477 551
RPAT 606 761 1,014 1,172
Minority Interest 0 0 0 0
Profit/Loss share of associates 0 0 0 0
APAT 624 795 1,014 1,172
B_alance Sheet

(X Mn) FY18A FY19A FY20E FY21E
Sources of Funds

Equity Capital 120 131 131 131
Minority Interest 0 0 0 0
Reserves & Surplus 3,928 6,671 7,587 8,661
Net Worth 4,048 6,801 7,718 8,791
Total Debt 3,864 2,441 1,941 1,581
Net Deferred Tax Liability 0 13 13 13
Total Capital Employed 7,911 9,254 9,671 10,385
Applications of Funds

Net Block 7,126 7,128 7,120 7,145
CWIP 469 633 433 800
Investments 25 23 25 25
Current Assets, Loans & Advances 5,367 6,023 7,114 8,461
Inventories 2,396 2,492 2,817 3,055
Receivables 1,614 1,673 1,792 1,874
Cash and Bank Balances 198 899 1,112 2,155
Loans and Advances 283 352 504 504
Other Current Assets 876 606 888 873
Less: Current Liabilities & Provisions 5,076 4,552 5,021 6,047
Payables 4,099 3,899 3,712 4,386
Other Current Liabilities 977 653 1,309 1,661
Net Current Assets 291 1,471 2,093 2,414
Total Assets 7,911 9,254 9,671 10,385

E — Estimates
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Important Ratios

Particulars FY18A FY19A FY20E FY21E
(A) Margins (%)

Gross Profit Margin 30.2 30.1 30.1 30.1
EBIDTA Margin 11.0 10.7 10.8 11.0
EBIT Margin 6.2 7.0 7.0 7.2
Tax rate 26.4 33.2 32.0 32.0
Net Profit Margin 3.2 3.6 4.3 4.6
(B) As Percentage of Net Sales (%)

COGS 69.8 69.9 69.9 69.9
Employee 9.8 9.7 9.7 9.7
Other 9.4 9.6 9.6 9.4
(C) Measure of Financial Status

Gross Debt / Equity 1.0 0.4 0.3 0.2
Interest Coverage 2.9 3.5 7.0 9.6
Inventory days 46 43 44 44
Debtors days 31 29 28 27
Average Cost of Debt 104 13.4 10.6 10.8
Payable days 78 67 58 63
Working Capital days 6 25 33 35
FAT/O 2.7 3.0 33 3.5
(D) Measures of Investment

AEPS (3) 9.6 12.2 15.5 18.0
CEPS () 23.7 24.3 29.2 32.9
DPS (3) 1.0 13 15 15
Dividend Payout (%) 10.6 10.7 9.6 8.4
BVPS (%) 62.0 104.3 118.3 134.8
ROANW (%) 16.1 14.0 14.0 14.2
ROACE (%) 134 14.2 13.2 13.6
ROAIC (%) 15.6 18.6 19.3 21.6
(E) Valuation Ratios

cMP (3) 253 253 253 253
P/E 26.4 20.8 16.3 14.1
Mcap (? Mn) 16,505 16,505 16,505 16,505
MCap/ Sales 0.9 0.8 0.7 0.7
EV 20,170 18,046 17,333 15,930
EV/Sales 1.1 0.8 0.7 0.6
EV/EBITDA 9.6 7.9 6.9 5.7
P/BV 4.1 2.4 2.1 1.9
Dividend Yield (%) 0.4 0.5 0.6 0.6
(F) Growth Rate (%)

Revenue 24.6 11.1 10.0 8.4
EBITDA 25.2 8.6 10.6 10.4
EBIT 47.8 26.5 9.5 10.9
PBT 906.0 38.3 30.9 15.5
APAT 40.7 27.3 27.6 15.5
EPS 40.7 27.3 27.6 15.5
Cash Flow

& mn) FY18A FY19A FY20E FY21E
CFO 2,931 1,275 1,921 3,018
CFI (2,052) (954) (628) (1,367)
CFF (765) 149 (850) (607)
FCFF 880 322 1,239 1,650
Opening Cash 83 198 669 1,112
Closing Cash 198 669 1,112 2,155

E — Estimates
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DART RATING MATRIX
Total Return Expectation (12 Months)

Buy > 20%

Accumulate 10 to 20%

Reduce 0to 10%

Sell < 0%
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