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Mega restructuring: Equity dilution lies ahead...

The board of directors at Motherson Sumi Systems (MSSL) approved a
business restructuring plan, which is a tad more inclusive than plans shared
earlier. As part of plan in the first leg of transaction, MSSL would demerge
domestic wiring harness (DWH) business into a separate entity, mirroring
the shareholding of the listed entity i.e. MSSL. In the second leg of
transaction, however, MSSL now plans to acquire all other lines of
promoter’s business in auto ancillary as well as support functions including
49% stake in SMRP BV (SMR+ SMP) hosted in Samvardhana Motherson
International (SAMIL) vs. the initial plans on just acquiring the 49% stake in
SMRP BV hosted in SAMIL. For the second leg of the transaction, it plans to
issue 136 crore new shares to promoters with promoter’s stake increasing
from 36.4% to 50.4%. Investors may now find comfort in all promoter’s line
of businesses being consolidated into one entity (MSSL+SAMIL). The
valuation at which SAMIL is envisaged to be merged with MSSL appears to
be fair and is not adverse to the interest of minority shareholders. However,
we do not see much upside in the stock price of MSSL given the healthy
valuations at which it is trading amid complex nature of business with varied
geographical and currency risk.

Demerger of DWH business fulfils partner’s long-standing need

The domestic wiring harness business (DWH) would be demerged into a
separate entity and listed on bourses later (MSSL will hold 33.4% stake in
the company), with overall shareholding mirroring that of the parent. MSSL
shareholders would get one share in DWH for every share in MSSL. The
move enables long time JV partner Sumitomo Wiring Systems (SWS) of
Japan to retain focus on India PV business (ex-Hyundai and Kia). In FY20,
DWH clocked revenue of ~% 3,950 crore, EBITDA of ~% 530 crore with
corresponding margins at 13.4% and RoCE at ~55% and PAT of T 286 crore.
The DWH business has potential to command higher P/E multiple vs. the
base business at MSSL given its impressive return ratios matrix. Our back
of the envelopment calculation suggests a fair value of ~% 7,000 crore (~%
22/share) for this business.

SAMIL buyout, high equity dilution (~43%) in offing...

MSSL would acquire & merge promoter group (SAMIL) into itself against
earlier proposal to buy out SAMIL's 49% stake in SMRP BV. Effectively, this
would consolidate all the group's automotive businesses (ex-DWS) as well
as other supporting businesses under the umbrella of the listed entity i.e.
MSSL. MSSL would issue ~136 crore new shares, diluting equity share base
by ~43% to 452 crore shares from present 316 crore shares. This would be
an effective equity acquisition value of ~¥ 8,300 crore and an EV valuation
of ~¥ 9,400 crore (net debt at SAMIL at ~% 1,100 crore) for an incremental
absolute effective EBITDA of ~% 1,500-1,600 crore (large part from SMRP
BV) i.e. ~6.0x EV/EBITDA vs. the prevailing MSSL valuation of ~7x
EV/EBITDA, all on FY20 numbers. The management felt that the transaction
would be EPS accretive from the first year of merger.

Valuation & Outlook

MSSL is a global auto ancillary player with varied exposure to different
geographies, foreign currencies as well as product profile. MSSL is,
however, relatively better placed with respect to EV disruption. Given the
complexities and healthy valuations at which it trades i.e. ~18x P/E, ~2.5x
P/B with the return ratios metrics of mid-teens on FY22E numbers, we see
limited upside to our target price calculation. We value MSSL at ¥ 105 i.e.
19x P/E on FY22E EPS of ¥ 5.4 with a HOLD rating on the stock.
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Key Highlights

® Domestic wiring harness business to
be demerged into separate entity
with 33.4% MSSL stake and listed on
bourses. Overall shareholding to
mirror that of MSSL

® Promoter group SAMIL to be
merged into MSSL and would entail
~43% equity dilution on present
base. Valuation of merging SAMIL
appears to be fair and is not adverse
to interest of minority shareholders

® |nvestors now to be able to
participate in 100% of SMRPBV's
expected operational improvement
in coming years

® Maintain HOLD with revised target
nrice 0 0
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Exhibit 1: Current group holding str
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Exhibit 2: Vertical demerger of domestic wiring harness business into DWH
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Exhibit 3: Merger of SAMIL into MSSL
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Post restructuring transactions, MSSL would hold 100% in SMRPBV, 33.4%
in DWS; promoter holding in MSSL is set to increase from 36.4% to 50.4%.
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Exhibit 4: Summary proforma financials (3 crore)
MSSL standalone MSSL consolidated

T ex DWH (a) ex DWH (b) SAMIL (c) Combined (b +c)
FY19 FY20 FY19 FY20 FY19 FY20 FY19 FY20
Netrevenue 4,369.4 400.9 60,420.6 60,752.9 1,390.7 1,286.3 61,490.6 61,624.8
EBITDA 674.7 689.8 5,254.0 4,917.3 180.0 126.3 5,434.0 5,043.4
EBITDA m argin (%) 15.4 17.2 8.7 8.1 12.9 9.8 8.8 8.2
EBIT 484.6 458.5 2,880.2 2,196.3 102.1 32.4 2,982.3 2,228.5
EBIT m argin (%) 1.1 11.4 4.8 3.6 13 2.5 4.9 3.6
Profit of associates NA NA 2441 153.0 786.3 360.3 282.2 215.3
less Minority interest NA NA -485.0 -124.4 -30.6 -8.0 -253.7 -221.3
PAT (concern share) 398.3 594.3 1,288.8 961.1 7159.4 280.8 1,561.9 854.8
PAT margin (%) 9.1 14.8 21 1.6 54.6 21.8 2.5 1.4
Gross debt (excl. lease liability) 1,129.4 1,386.1 11,527.9 11,736.8 1,928.2 2,238.1 12,885.8 13,753.3
Cash 113.6 198.8 3,622.3 4,841.1 640.4 1.123.4 3,592.4 5,752.0
Netdebt 1,015.8 1,187.3 8,005.6 6,895.7 1,287.8 1,114.7 9,293.4 8,001.3
Lease liability (under Ind AS 116) 781 78.0 1,350.0 1,351.5 721 88.7 1,422.1 1,440.2
Net leverage (with Ind AS 116) 1.7x 1.9x
Net leverage (ex Ind AS 116) 1.5x 1.7x

Source: Company, ICICI Direct Research

Exhibit 5: SMRPBYV financials (€ million)

Particulars FY16 FY17 FY18 FY19 FY20
EBITDA 292.0 362.0 378.0 347.0 336.0
EBIT 170.0 244.0 255.0 179.0 99.0
PBT 143.0 213.0 209.0 148.0 37.0
less Tax -29.0 -66.0 -711.0 -45.0 -41.0
PAT 114.0 147.0 138.0 103.0 -4.0
Less minority shareholders at SMRPBV -17.0 -20.0 -30.0 -24.0 -23.0
PAT attributable to SMRPBV shareholders 97.0 121.0 109.0 78.0 -21.0
Attributable to MSSL 50.0 65.0 55.0 40.0 -14.0
Attributable to SAMIL 48.0 62.0 53.0 38.0 -13.0
PAT attributable to SMRPBV shareholders (excluding greenfield im pact) 211.0 164.0
Attributable to MSSL 111.0 84.0
Attributable to SAMIL 106.0 80.0

Source: Company, ICICI Direct Research

Exhibit 6: DWH proforma financials

Tcrore FY19 FY20
Sales 4483.8 3943.9
EBITDA 739.9 529.4
EBITDA m argins 16.5% 13.4%
EBIT 642.6 429.4
EBIT Margins 14.3% 10.9%
PAT 392.3 286
PAT Margins 8.7% 1.3%
Gross Debt 6.3 33.3
Net Debt -14 1.6
Lease Liability (under Ind AS116) 334.6 334.2
RoCE 64% 55%

Source: Company, ICICI Direct Research
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Exhibit 7: Post scheme share capital structure — Demerger of domestic wiring business from MSSL into DWH

As of date hereof no.of shares (crore)
Outstanding equity shares of DWH of face value ¥ 1 each (A) 0.05
Outstanding equity shares of MSSL of face value ¥ 1 each (B) 315.79
New equity shares to be issued by DWH to shareholders of MSSL as per share entitement ratio (C =B*1) 315.79
Less : Existing equity shares of DWH to be cancelled (D) 0.05
Resultant equity shares of DWH (E =A +C - D) 315.79

Source: Company, ICICI Direct Research

Exhibit 8: Post scheme share capital structure — Merger of SAMIL into MSSL

As of date hereof no.of shares (crore)
Outstanding equity shares of MSSL of face value ¥ 1 each (A) 315.79
Outstanding equity shares of SAMIL of face value ¥ 10 each (B) 47.36
New equity shares to be issued by MSSL to shareholders of SAMIL (C =B*1) 241.54
Less : Cancellation of equity shares in MSSL held by SAMIL (D) 105.58
Resultant equity shares of MSSL (E =A +C - D) 451.76

Source: Company, ICICI Direct Research

Exhibit 9: Valuation range arrived at by independent valuers
Entity MSSL (ex DWH) SAMIL

Value per share (%) 100.51-101.81 512.81-519.27

Source: Company, ICICI Direct Research
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Financial Summary

Exhibit 10: Profit and loss statement g crore Exhibit 11: Cash flow statement g crore

(Year-end March) FY19 FY20P FY21E FY22E (Year-end March) FY19 FY20P FY21E FY22E
Total operating Income 63522.9 63536.9 58164.5 65855.0 Profit after Tax 1613.2 1170.1 732.2 1714.1
Growth (%) 12.8 0.0 -8.5 13.2 Add: Depreciation 2,058.2 2,778.0 2,821.0 2,897.6
Raw Material Expenses 36,738.3 36,271.4 32,502.7 36,941.8 (Inc)/dec in Current Assets -2,300.4 1,579.3 939.5 -1,989.5
Employee Expenses 14,169.4 15,076.9 14,955.7 15,565.5 Inc/(dec) in CL and Provisions 2,913.9 695.6 -1,565.4 1,930.1
Other expenses 7,266.8 6,987.1 6,428.6 6,983.9 CF from operating activities 42849 6223.0 2927.2 4552.9
Total Operating Expenditure 58,174.5 58,335.4 53,887.0 59,491.3 (Inc)/dec in Investments 0.0 0.0 0.0 0.0
EBITDA 5348.4 5201.4 4277.4 6363.7 (Inc)/dec in Fixed Assets -4,457.5 -4,782.5 -2,000.0 -2,200.0
Growth (%) 4.4 -2.7 -17.8 48.8 Others 300.4 617.0 -74.9 607.9
Depreciation 2,058.2 2,778.0 2,821.0 2,897.6 CF from investing activities -4157.1 -4165.5 -2074.9 -1592.1
Interest 423.2 598.6 578.5 473.5 Issue/(Buy back) of Equity 105.3 0.0 0.0 0.0
Other Income 220.2 230.7 252.9 228.2 Inc/(dec) in loan funds 1,171.8 146.2 -200.0 -2,000.0
PBT 3087.2 2055.4 11309 3220.8 Dividend paid & dividend tax -568.4 -1,136.9 -473.7 -947.4
Total Tax 1,102.2 818.4 339.3 966.2 Inc/(dec) in Sec. premium 34.3 265.0 0.0 0.0
Minority Interest 485.0 124.4 88.1 617.8 Others -105.3 0.0 0.0 0.0
Profit from Associates 113.1 57.5 28.7 77.9 CF from financing activities 637.7 -725.7 -673.7 -2947.4
Reported PAT 1613.2 11701 732.2 1714.7 Net Cash flow 765.4 1,331.9 178.6 13.4
Growth (%) 1.0 -27.5 -37.4 134.2 Opening Cash 2,781.6 3,547.0 4,878.9 5,057.5
EPS (%) 5.1 3.7 2.3 5.4 Closing Cash 3546.9 4878.9 5057.5 5070.9
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research

Exhibit 12: Balance Sheet < crore Exhibit 13: Key ratios

(Year-end March) FY19 FY20P FY21E FY22E (Year-end March) FY19 FY20P FY21E FY22E
Liabilities Per share data (%)

Equity Capital 315.8 315.8 315.8 315.8 EPS 5.1 3.7 2.3 5.4
Reserve and Surplus 10,647.0 10,945.1 11,203.6 11,970.9 Cash EPS 11.6 12.5 11.3 14.6
Total Shareholders funds 10,962.7 11,260.9 11,519.4 12,286.7 BV 34.7 35.7 36.5 38.9
Total Debt 11,522.8 11,669.1 11,469.1 9,469.1 DPS 1.5 3.0 1.5 3.0
Deferred Tax Liability 576.2 462.8 423.6 479.6 Cash Per Share 11.2 15.4 16.0 16.1
Minority Interest/Others 3,479.7 3,565.0 3,653.1 4,270.9 Operating Ratios

Total Liabilities 27863.0 29332.9 29239.5 28968.1 EBITDA Margin (% ) 8.4 8.2 7.4 9.7
Assets PBIT / Net sales (%) 5.2 3.8 2.5 5.3
Gross Block 19,878.9 24,876.4 26,728.2 29,128.2 PAT Margin (%) 2.5 1.8 1.3 2.6
Less: Acc Depreciation 5,825.0 8,603.0 11,424.0 14,321.6 Inventory days 26.8 29.6 30.0 30.0
Net Block 14053.9 16273.4 15304.2 14806.6 Debtor days 42.1 37.8 40.0 40.0
Capital WIP 1,066.8 851.8 1,000.0 800.0 Creditor days 61.3 59.2 58.0 58.0
Total Fixed Assets 15,120.7 17,125.2 16,304.2 15,606.6 Return Ratios (%)

Investments 3,085.2 3,006.7 3,106.7 3,206.7 RoE 14.7 10.4 6.4 14.0
Goodwiill 2211.8 2406.0 2406.0 2406.0 RoCE 13.2 9.8 6.3 13.9
Inventory 4,663.5 5,156.6 4,780.6 5,412.7 RolC 19.3 14.2 8.7 21.2
Debtors 7,329.2 6,578.2 6,374.2 7,217.0 Valuation Ratios (x)

Loans and Advances 22.6 31.9 29.2 33.0 P/E 19.6 27.0 43.1 18.4
Other Current Assets 5,650.3 4,219.6 3,862.8 4,373.6 EV /EBITDA 7.4 1.4 8.9 5.7
Cash 3546.9 4878.9 5057.5 5070.9 EV /Net Sales 0.6 0.6 0.7 0.5
Total Current Assets 21,112.5 20,865.2 20,104.3 22,107.3 Market Cap / Sales 0.5 0.5 0.5 0.5
Creditors 10,661.3 10,309.1 9,242.6 10,464.6 Price to Book Value 2.9 2.8 2.7 2.6
Provisions 157.9 205.2 184.0 208.3 Solvency Ratios

Other current liabilities 4648 5649 5171 5855 Debt/EBITDA 2.2 2.2 2.7 1.5
Total Current Liabilities 15,467.3 16,162.9 14,597.5 16,527.6 Debt/Equity 1.1 1.0 1.0 0.8
Net Current Assets 5645.3 4702.3 5506.8 5579.7 Current Ratio 1.1 1.0 1.0 1.0
Other non-current Asset 1187.7 1589.8 1455.4 1647.8 Quick Ratio 0.8 0.7 0.7 0.7
Deferred Tax Asset 612.3 503.0 460.4 521.3 Source: Company, ICICI Direct Research

Application of Funds 27863.0 29332.9 29239.5 28968.1

Source: Company, ICICI Direct Research

(Note - We have retained our financial statement estimates and not incorporated the
restructuring fine prints as on date)
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
‘ﬁICICI(mm‘[ com| 1 1 z
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Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Shashank Kanodia, CFA, MBA (Capital Markets), and Jaimin Desai, CA, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect
our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that
above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies
mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI Securities Limited is a SEBI registered
Research Analyst with SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank
and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on
www.icicibank.com

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the
securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as

Our proprietary trading and investment busi may make i decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject company/companies mentioned in this
report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or

use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in
all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.
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