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TVS Motors
Beneficiary of rural recovery; upgrade to Buy
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TVS Motors Limited (TVSM) posted better than expected Q4 FY20 results as 
margins (adjusted for one-time BS4 provisions) were ahead of our as well as street 
estimates. TVSM managed to improve margins on a y-o-y basis despite a steep fall 
in the volumes. With rural sentiments strong due to a good Rabi harvest, reform 
measures by Government and expectations of normal monsoon for the upcoming 
year, the 2W industry is expected to recover faster, which in turn would benefit 
TVSM. Also, to ensure social distancing, there is possibility of people preferring 
personal transport over the public transport in the post COVID-19 era which would 
benefit TVSM. Moreover, margin improvement would continue given the focus 
on cost control measures and a recovery in volumes. TVSM is expected to report 
strong 17% earnings CAGR over FY2020-22 period and outpace the industry. 
Valuations at 18.3x are below the long-term historical average. Hence, we upgrade 
our recommendation on the stock to “Buy” from “Hold”. Our SOTP based PT stands 
at Rs 390.        

Key positives

 �  TVSM managed to improve margins (adjusted for one-time BS4 provisions) on a 
y-o-y basis despite a steep fall in the volumes. Cost control measures led to a 
margin improvement. Margins were better than our as well as street estimates.

 �  TVSM stated that rural sentiment was strong and there was feel good factor in 
rural areas with a resumption in inquiries  which indicate faster recovery.  

 �  During the quarter, other income at Rs 25.1 cr was ahead of street estimates. 
Interest income on income tax refund led to better than anticipated other income.

Key negatives

 �  Volumes continue to remain under pressure declining sharply by 30% y-o-y 
during Q4FY20. Transition from BS-IV to BS-VI emission norms and lockdown on 
account of COVID-19 impacted the volumes.

 �  During the quarter, TVSM realised exceptional charges of Rs 32 cr on account of 
COVID-19 related activities.

Our Call

Valuations: Broadly retain estimates; valuations below average; upgrade to Buy: 
TVSM Q4 operating results (adjusted for one-time BS4 provisions) were ahead of our 
as well as street estimates as TVSM managed to improve margins despite a steep fall 
in the volumes. We have broadly retained our earnings estimates for both FY2021 and 
FY2022. The stock has corrected sharply by ~25% over the past three months post 
the outbreak of COVID-19. At CMP, TVSM is trading at 18.3x its FY22 core business 
earnings (adjusting for TVSM credit services), which is lower than its long-term 
historical average of 22x. Hence, we upgrade our recommendation to Buy from Hold 
with revised PT of Rs 390. (earlier PT of Rs 375). 

Key Risks

A prolonged slowdown in volumes in both domestic and exports on account of 
COVID-19 can impact financials.

Company details

Market cap: Rs. 15,818 cr

52-week high/low: Rs. 512/240

NSE volume:  
(No of shares)

19.04 lakh

BSE code: 532343

NSE code: TVSMOTOR

Sharekhan code: TVSMOTOR

Free float:  
(No of shares)

20.2 cr

Promoters 57.4

FII 11.4

DII 21.2

Others 10.0

Shareholding (%)

Price performance

(%) 1m 3m 6m 12m

Absolute 8.2 -20.7 -30.2 -31.7

Relative to 
Sensex

9.8 -5.2 -9.1 -13.2

Price chart

Sector: Automobiles

Result Update

Change

Reco: Buy á

CMP: Rs. 333

Price Target: Rs. 390 á

á Upgrade  No change â Downgrade

Valuation Rs cr

Particulars FY18 FY19 FY20 FY21E FY22E

 Revenues (Rs cr) 15175.4 18209.9 16423.3 15561.8 18621.1

 Growth (%) 25.1% 20.0% -9.8% -5.2% 19.7%

 EBIDTA (Rs cr) 1175.0 1433.3 1345.9 1256.2 1651.0

 OPM (%) 7.7% 7.9% 8.2% 8.1% 8.9%

 PAT (Rs cr) 662.6 670.1 624.6 460.2 734.9

 Growth (%) 18.7% 1.1% -6.8% -26.3% 59.7%

 FD EPS (Rs) 13.9 14.1 13.1 9.7 15.5

 P/E (x)* 20.3 20.1 21.5 29.2 18.3

 P/B (x)* 4.7 4.0 3.6 3.3 3.0

EV/EBIDTA (x)* 11.3 9.5 10.1 10.7 7.8

 RoE (%) 23.0% 20.0% 16.6% 11.3% 16.2%

 RoCE (%) 22.7% 20.8% 17.0% 13.4% 18.3%
*: Core business; Source: Company; Sharekhan estimates

Sharekhan Research, Bloomberg
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Results ahead of estimates adjusting for BS4 related provisions & higher other income: TVS Motors Ltd 
(TVSM) Q4FY20 results were ahead of our as well as street estimates adjusting for incentives provided to 
clear BS4 inventory. Revenues declined 21% y-o-y mainly driven by a drop of 30%  in volumes on account of 
a lockdown due to COVID-19. Realisation per vehicle grew by 13% y-o-y mainly due to price hikes taken on 
account of BS6 norms. Operating margins adjusted for BS4 related provisions of Rs 22 cr stood at 7.6% which 
is higher than our as well as street estimates of 7%. Adj margins improved 60 bps on a y-o-y basis despite a 
double digit fall in the topline. Adj EBIDTA at Rs 267 cr was ahead of our estimates of Rs 227 cr. Further, other 
income of Rs 25 cr during the quarter was higher than our estimates which also boosted profitability. Adjusted 
Net Profit at Rs 128 cr was higher than our as well as street estimates of Rs 65-70 cr. During the quarter, TVSM 
had exceptional charge of Rs 32 cr on account of COVID-19 related expenses (contribution to PM Cares fund 
and social welfare initiatives). Reported PAT stood at Rs 73.9 cr as against Rs 121 cr in Q4FY19.   

2W segment to recover faster due to high rural exposure; to benefit TVSM: Amongst the automotive 
segments, 2W industry is likely to witness a faster recovery. This is on account of higher share of rural in 
2W which form about 40-45% of industry volumes. Rural sentiments have been strong given the good Rabi 
harvest and crop produce. Moreover, with IMD predicting normal monsoon for the upcoming season, the rural 
sentiment is buoyant. Also, with the Government announcing reforms for the agricultural sector (opening 
up end markets for farmers), crop realisation is expected to go up which would boost farm incomes and 2W 
demand. The management stated that there is feel good factor in rural areas and the inquiries are coming 
back indicating a faster recovery for the 2W space. 

Margin improvement to continue: TVSM managed to improve margins in FY2020 despite a steep fall in the 
volumes. TVSM margins improved by 30 bps y-o-y in FY2020 despite volumes dropping sharply by 18%. 
Over the years TVSM has witnessed a significant improvement in margins with OPM improving from 6.1% in 
FY15 to 8.2% in FY2020. Better vendor negotiation with regards  to raw material, increasing localisation and 
improving productivity have led to margin improvement for TVSM. TVSM expects the cost control measures 
to continue and is targeting to improve its margins further. We have factored a 70 bps margin improvement 
for TVSM over the next two years. A sharp recovery in TVSM volumes in FY22 due to a pick- up in economic 
growth and pent up demand would also aid  margin improvement. 

Conference call highlights:

 �  Demand outlook: The management did not provide guidance on the FY21 outlook on account of 
uncertainties due to COVID-19.

 �  Rural sentiments: TVSM stated that the rural sentiments are extremely strong due to good Rabi harvest 
and crop produce. Further, the initial IMD forecast of a normal monsoon for the upcoming season have 
also boosted farm sentiments. The management expects rural demand to recover faster.

 �  Dealerships: TVSM stated that the dealerships are opening gradually as the Government has provided 
relaxations. Currently about 70% of TVSM dealerships have resumed operations.

 �  Export outlook: TVSM stated that the export markets are gradually opening up and it expects recovery 
in exports going ahead. However, the management did not provide any guidance for export volumes.

 �  Transition to BS6 norms: TVSM stated it has successfully transitioned all its products to meet the BS6 
emission norms. Initial customer feedback is encouraging with the BS 6 products providing enhanced 
mileage of 15% and providing superior ride handling. TVSM has increased prices of its products by 10-12% 
due to the BS6 emission norms.

 �  Price hikes: TVSM has increased vehicle prices by about 1% in April-May 2020 period.

 �  Retail financing: TVSM stated that currently customers are not facing any issues related to retail finance. 
TVSM believes retail finance will be a strong enabler for the recovery of 2W industry. Currently, the share 
of financing in TVSM overall sales stands at 56%. TVS Credit Services (captive financing arm) share stands 
at 45%.     
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Results Rs cr

Particulars Q4FY20 Q4FY19 YoY % Q3FY20 QoQ %

Total Income 3503.4 4384.0 -20.1 4125.5 -15.1

Adj EBIDTA 266.9 308.1 -13.4 363.3 -26.5

EBIDTA Margins (%) 7.6 7.0 60 bps 8.8 (120 bps)

Depreciation 124.3 103.1 20.6 121.3 2.5

Interest 23.5 24.7 -5.0 21.1 11.0

Other Income 25.1 3.6 601.4 0.9 2721.3

PBT 144.2 183.9 -21.6 221.8 -35.0

Tax 16.0 50.1 -68.1 24.7 -35.3

Adj PAT 128.2 133.8 -4.2 197.1 -35.0

EPS 2.7 2.8 -4.2 4.1 -35.0
Source: Company; Sharekhan Research

SOTP table

Particulars Value per / share Comments

Core business 340 22x FY22 earnings

TVS Credit Services 50 Book value

Overall 390  
Source: Sharekhan estimates

 �  Preference for personal mobility: TVSM believes people would prefer personal mobility over public 
transport in the post COVID-19 era. This is likely to boost demand for 2W.

 �  Capex: TVSM has provided capex guidance of Rs 300 cr in FY2021.

 �  Norton acquisition: TVSM highlighted Norton acquisition is a strategic acquisition and would strengthen 
TVS brand image and product portfolio in the super premium motorcycles. TVS is preparing a detailed 
strategy on product introduction and markets to be tapped with the Norton brand.
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Outlook

Earnings to grow at robust 17% CAGR; TVSM to outpace industry: 2W industry is likely to witness faster 
recovery given the higher rural exposure and pent up demand (as industry has been in downcycle for the 
past six quarters). Moreover, the TVSM margin improvement trend is likely to continue given the cost control 
initiatives coupled with a recovery in the demand. We expect TVSM to report strong 17% earnings CAGR over 
the FY20-22 period to outpace the industry.   

Valuation

Broadly retain estimates; valuations below average; upgrade to Buy: TVSM Q4 operating results (adjusted 
for one-time BS4 provisions) were ahead of our as well as street estimates as TVSM managed to improve 
margins despite a steep fall in the volumes. We have broadly retained our earnings estimates for both 
FY2021 and FY2022. The stock has corrected sharply by ~25% over the past three months post the outbreak 
of COVID-19. At CMP, TVSM is trading at 18.3x its FY22 core business earnings (adjusting for TVSM credit 
services), which is lower than its long-term historical average of 22x. Hence, we upgrade our recommendation 
to Buy from Hold with revised PT of Rs 390. (earlier PT of Rs 375). 

One-year forward P/E band 

Source: Sharekhan Research 
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Peer Comparison

Particulars
P/E (x) EV/EBITDA (x) P/BV (x) RoE (%)

FY21E FY22E FY21E FY22E FY21E FY22E FY21E FY22E

TVS Motor Co 29.2 18.3 10.7 7.8 3.3 3.0 11.3 16.2 

Bajaj Auto 16.3 14.6 10.1 9.2 2.8 2.6 17.1 17.6

Hero Motocorp 18.3 14.0 11.4 8.6 3.1 2.9 17.1 20.9

 Source: Sharekhan Research
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About company

TVS Motors (TVSM) is the flagship company of TVS Group and is the third largest two wheeler manufacturer in 
the country. TVSM is the only manufacturer having presence across all three categories of 2W viz motorcycles, 
scooters and mopeds. Motorcycles and scooters contribute 40% and 33% of the volumes respectively while 
mopeds constitute 23%. TVSM also manufactures 3W (5% of overall volumes) mainly for the export market. 
TVSM has been focusing on growing exports with the overseas market contributing about 20% of overall 
volumes.

Investment theme

Amongst the automotive segments, 2W industry is likely to witness faster recovery. This is on account of 
higher share of rural in 2W which form about 40-45% of industry volumes. Rural sentiments have been 
strong given the good rabi harvest and crop produce. Moreover, with IMD predicting normal monsoon for 
the upcoming season, the farm sentiment is buoyant. Also, with the Government Announcing reforms for 
the farmers (opening up end markets for farmers), crop realisation is expected to go up which would boost 
farm incomes and 2W demand. Margin improvement is sustainable given the improved localization and cost 
control measures. We expect TVSM to clock strong 16% earnings CAGR over FY20-22 period and outpace the 
industry. Valuations are below long term historical averages. Hence, we upgrade our recommendation from 
“Hold” to “Buy”.

 
Key Risks

 �  TVS Group is considering levying royalty on the group companies. TVS Motors is the flagship company of 
the group and any levy would adversely impact margins.

 �  Prolonged slowdown in volumes due to COVID-19 could impact performance. 

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.

Additional Data

Key management personnel 

Venu Srinivasan Chairman & Managing Director

Sudarshan Venu Joint Managing Director

K.N.Radhakrishnan Director & CEO

K.Gopala Desikan CFO
Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)

1 Sundaram Clayton Ltd 57.4

2 ICICI Prudential Asset Management 7.8

3 Jwalamukhi Investment Holdings 5.7

4 Reliance Capital Trustee Co Ltd 3.5

5 Cartica Capital Ltd 2.0

6 Life Insurance Corp of India 2.0

7 Franklin Resources Inc 1.9

8 Mirae Asset Global Investments Co 1.8

9 Tree Line Asia Master Fund 1.4

10 Invesco Asset Management India Pvt 0.8
Source: Bloomberg
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