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Maruti Suzuki India
Approaching growth highway

As per our channel checks, Maruti Suzuki India Ltd (Maruti) is withessing a
recovery in demand with retail sales drop narrowing to about 5% y-o-y in
August 2020 as compared to about 20% in July 2020. Dealers are witnessing
improved footfalls as well as bookings. Government unlock measures and
increased preference for personal transport is leading to improved volumes.
With completion of inauspicious Shraaddh period in mid-September, dealers
expect a further pick up in sales given improving consumer sentiments and
upcoming festive season. The Dealer body Federation of Automobile Dealers
Associations (FADA) has stated that while rural markets have been showing
signs of revival till now, urban centres have shown initial signs of pullback for
the first time in August 2020. Also, wholesales have already reported double
digit growth on y-o-y basis in August due to channel inventory filling. With
inventory still at 80-85% of normal and upcoming festive season, we expect
wholesales to continue to outpace retails. Maruti management has indicated
that festive season outlook is good. We expect Maruti to report positive growth
on a y-o-y basis starting with the festive season. FY22 is likely to witness
strong double-digit growth driven by normalization of economic activity and
pent up demand. Also, with demand picking up, discounting per vehicle has
reduced by Rs. 4,000-5,000. Operating leverage coupled with reduction in
discounts would boost margins going ahead. Government proposal to cap
royalty payments to foreign parent could have positive impact given Maruti
pays the highest royalty of 5.1% amongst the automotive companies. With
strong leadership position (50% market share) and unparalleled distribution
strength, Maruti would be prime beneficiary of demand revival in PV space.
Hence, we retain Buy rating on the stock.

Positive outlook for festive season; expect strong double-digit growth from
FY22: Maruti retail sales decline has narrowed down to 5% driven by improving
economic activities due to unlock measures and increased preference for
personal mobility. With improving consumer sentiments and the upcoming
festive season, dealers expect sales to improve further. We expect Maruti to
resume its positive growth trend from the festive season.FY22 is likely to witness
a strong double-digit growth with normalization of economic activity and pent
up demand (PV industry has been in downcycle for past seven quarters).

Our Call

Valuations: Rollover to FY23 earnings; Maintain Buy with revised PT of Rs
8,000: We expect positive growth on yoy basis for Maruti in the festive season.
FY 22 is likely to witness double-digit growth as economic activity normalizes.
Margins are expected to improve driven by operating leverage and reduction
in discounts. We have introduced FY23 earnings in this note. At CMP, stock is
trading at 24.5x FY23 earnings which is closer to its long-term average historical
multiples of 24-25x. However, given the early recovery cycle scenario, valuation
multiples can expand above historical averages. We increase our target price
to Rs 8,000 as we rollover our target multiple on FY23 earnings. We retain Buy
rating on the stock.

Key Risks

Prolonged COVID-19 infection can weaken consumer sentiments and delay
normalcy in demand. Adverse Rupee-Yen movement can affect profitability.

Valuation Rs cr
Particulars FY19 FY20 FY21E FY22E FY23E
Net sales 86,020.3 75,6106 69,3337 83,9983 96,667.2
Growth (%) 7.8 -121 -8.3 21.2 151
EBITDA 10,999 7,303 6,572 9,999 12,031
EBIDTA % 12.8 97 9.5 1.9 12.4
PAT 7,500.6 5,650.6 5,736.7 7,826.8 8,911.0
Growth (%) -2.9 -247 1.5 36.4 13.9
FD EPS (INR) 248.3 1871 189.9 2591 295.0
P/E (x) 291 387 381 279 24.5
P/B (x) 47 45 4.2 3.8 3.4
ROE (%) 16.3 1.7 97 13.6 14.0
RoCE (%) 207 13.6 1.5 15.9 16.8
EV/Sales(x) 25 2.9 31 2.6 2.2
EV/EBITDA (x) 194 29.8 33.0 217 17.9

Source: Company; Sharekhan estimates
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Demand improving; positive outlook for the festive season: Our channel checks suggestthat , Maruti Suzuki
is witnessing a recovery in demand. Retail sales decline has narrowed sharply to about 5% as compared to
about a drop of witnessed in July 2020. Channel checks have further indicated improving customer footfalls
and bookings. Dealers expect demand to pick up further once the inauspicious Shraaddh period ends in first
half of September 2020 and festive season kicks in from September second half. Maruti wholesale volumes
have been better than retails (wholesales grew 17% y-o-y in August 2020). With channel inventory lower than
normal (about 80-85% currently), we expect wholesales volumes to be better than retail sales as company
fills channel inventory ahead of the festive season. The automotive dealer body Federation of Automotive
Dealers Association (FADA) has indicated that while rural markets have been showing signs of revival till
now, urban centres have showninitial signs of pullback for the first time in August 2020. Opening up of the
economy under unlock measures and increasing preference for personal transportation is driving up volumes
for Maruti. Maruti has stated that the festive season demand is expected to be good. We expect positive
growth for MSIL on ay-o-y basis in the festive period.
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PV volumes to recover strongly in FY22: While FY21 would be impacted on account of COVID-19, we expect
strong recovery in the PV demand from FY22. Further unlock measures from the Government and expected
normalization of economic activity is expected to boost PV demand in FY2022. Furthermore, the PV industry
demand has been in the downtrend since Q2FY2019 (seven to eight quarters of downcycle). Pent up demand
coupled with improving economic growth would lead toanupsurge in PV volumes from FY22. We expect
strong double-digit growth for the PV industry from FY22.

Operating leverage, reduction in discounting to boost margins; Govt proposal to reduce royalty to add
to margins: Maruti volumes are expected to grow at healthy 7% CAGR over FY20 to FY23 period. Expected
normalisation of economic activity and pent up demand is likely to boost volumes. With strong double-digit
growth, Maruti is likely to accrue benefits of operating leverage. Also, our channel checks have indicated that
discounting levels have come down by Rs. 4,000-5,000 per vehicle given the pick up in demand. With double
digit volumes growth in FY22 and improving industry volumes, we expect discounting levels to come off which
would boost margins. We have factored 270 bps margin improvement over the next three years.Recently, the
Government has proposed automotive companies to reduce royalty payments to foreign parents. Maruti is
amongst the highest royalty paying companies in the automotive industry with royalty forming about 5.1% of
sales in FY20. Any cap or reduction in royalty payments would augment margins.
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Financials in charts

Segmental mix
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Outlook

Positive outlook for festive season; expect strong double-digit growth from FY22: Maruti retail sales decline
has narrowed to about 5% in August 2020 compared to 20% drop witnessed in July 2020. Wholesales have
already reached positive territory with 17% y-o-y growth in August 2020 driven by channel inventory filling.
With improving consumer sentiments, preference for personal transportation and improvement in economic
activities, we expect retail sales to improve further. While demand from rural areas is picking up, urban areas
are showing signs of demand pullback as per dealer association FADA. With current inventory levels at
80-85% of normal we expect wholesales volumes to continue to outpace retail sales. We expect positive
growth on y-o-y basis in the festive period for Maruti.FY22 is likely to witness strong double-digit growth with
normalization of economic activity and pent up demand (PV industry has been in downcycle for past seven
quarters).

Valuation

Rollover to FY23 earnings; Maintain Buy with revised PT of Rs 8,000: We expect positive growth on yoy
basis for Maruti in the festive season. FY 22 is likely to witness double-digit growth as economic activity
normalizes. Margins are expected to improve driven by operating leverage and reduction in discounts. We
have introduced FY23 earnings in this note. At CMP, stock is trading at 24.5x FY23 earnings which is closer
to its long-term average historical multiples of 24-25x. However, given the early recovery cycle scenario,
valuation multiples can expand above historical averages. We increase our target price to Rs 8,000 as we
rollover our target multiple on FY23 earnings. We retain Buy rating on the stock.
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About company

Maruti is the market leader in the PV segment, commanding a market share of about 50%. In the PV segment,
Maruti’'s market share in passenger cars stands at 62%, utility vehicles at 25% and vans at 90%. Petrol
vehicles contribute about 75% to sales, whilst the contribution of diesel vehicles stands at 25%. Maruti has
been steadily ramping up its presence in the hinterlands, with rural sales currently contributing about 38% to
overall sales.

Investment theme

Maruti is the market leader in the PV segment with a 50% market share. Maruti is witnessing recovery in
demand with retail sales drop narrowing to about 5% y-o-y in August 2020 as compared to about 20% in
July 2020. Dealers are witnessing improved footfalls as well as bookings. Government unlock measures and
increased preference for personal transport is leading to improved volumes. Dealer body FADA has stated
that while rural markets have been showing signs of revival till now, urban centres have shown initial signs
of pullback for the first time in August 2020. Maruti management has indicated that festive season outlook is
good. We expect Maruti to report positive growth on y-o-y basis starting with the festive season. FY22 is likely
to witness strong double-digit growth driven by normalization of economic activity and pent up demand.
Operating leverage coupled with reduction in discounts would boost margins going ahead. We retain Buy
rating on the stock.

Key Risks

Prolonged COVID-19 infection can weaken consumer sentiments and delay normalcy in demand. Adverse
INR/JPY movement can impact profitability.

Additional Data

Key management personnel

R C Bhargava Chairman

Kenichi Ayukawa Managing Director & CEO

Ajay Seth Chief Financial Officer

Shashank Srivastava Executive director, marketing and sales

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Suzuki Motor Corp 56.3
2 Life Insurance Corp of India 6.8
3 SBI Funds Management Pvt Limited 17
4 JP Morgan Chase & Co 1.6
5 Vangaurd Group Inc 1.4
6 Blackrock Inc 1.4
7 Capital Group companies 1.2
8 Axis Management Co India 1.2
9 GIC Pte Ltd 11
10 Nomura Holdings Inc 0.9

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

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 SHAREKHAN 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.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of
the company at the end of the month immediately preceding the date of publication of the research report nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part
of the analyst’'s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this
document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.
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