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Margin headwinds lie ahead, valuation concerns prevail

Maruti Suzuki (MSIL) posted steady Q2FY21 results. Total operating income
was at ¥ 18,475 crore, up 10.4% YoY (volumes up 16.2% YoY to 3.9 lakh
units with domestic volumes up 18.6%, exports down 13%). ASPs surprised
negatively, coming in at % 4.5 lakh/unit, down 5.6% YoY - pointing to some
element of down-trading. EBITDA margins at 10.3% were up 80 bps YoY.
Savings were realised on raw material costs front but the same was negated,
to an extent, through higher other expenses. Consequent PAT was at3 1,372
crore, up 1% YoY. PAT was supported by lower depreciation charge and
lower effective tax rate (~22%).

Creditable volume show in post Covid months improves outlook

Contrary to our earlier expectations, the PV space has rebounded faster than
2-W segment after nationwide unlock programme (although within 2-W,
rural-heavy motorcycles sub-segment continue to lead scooters — largely an
urban product). The segment, as a whole, grew 10% YoY at retail level in
September following months of consecutive rapid QoQ improvement.
Enhanced preference for personal mobility in the wake of the pandemic
(concerns around public transport), efforts by OEMs centred around digital
marketing, increased financing options (tie ups with banks, NBFCs for
multiple offerings on beneficial terms) have helped a quicker than expected
turnaround for PVs. On its part, MSIL has led the charge, with robust retail
offtake in May-September helping maintain retail market share at ~50%. PV
festive demand is also healthy, as per reports. Recent growth momentum is
cause for encouragement but volume sustainability post-November would
need to be monitored amid an element of channel restocking carried out in
September. We build 3.9% volume CAGR for MSIL over FY20-23E.

Greater challenges appear in UV category

For MSIL, share of UVs in total domestic volumes was at 18.2% in H1FY21
vs. 16.6% in FY20. Despite improvement in category mix, however, the
company’s UV market share has reduced from 24.9% as of FY20 to 22.9%
as of H1FY21. Its chief offerings in the category i.e. Brezza, Ertiga, XL6 are
witnessing intense competition from the likes of Venue, Nexon, Seltos, Creta
and Hector (Exhibit 7). MSIL’s commentary suggests that demand for PC
category is higher vis-a-vis UV (i.e. downtrading) post Covid. This could lead
to a double whammy for MSIL’s ASP and gross margin profile.

Valuation & Outlook

We introduce FY23E numbers and build sales, PAT CAGR of 2.6% & 7.2%,
respectively, in FY20-23E. Margins uptick is seen being sedate, with our
estimates building in ~11.2% by FY23E on the back of better operating
leverage and focus on costs. Our previous concerns over volume visibility
have been allayed, to an extent but the stock remains richly valued, in our
view. We value MSIL at% 6,335 i.e. 30x P/E on average of FY22E, FY23E EPS.

Key Financial Summary

Key Financials FY19 FY20 FY21E FY22E
Net Sales 86,020.3 75,610.6 62,392.5 72,577.4
EBITDA 10,999.3 7,302.6 5,051.1 7,621.9
EBITDA Margins (%) 12.8 9.7 8.1 10.5
Net P rofit 7,500.6 5,650.6 3,989.1 5,793.9
EPS () 248.3 187.1 132.1 191.8
P/E 28.7 38.0 53.9 37.1
RoNW (%) 16.3 1.7 7.8 10.6
RolC (%) 59.9 24.4 12.1 26.9
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Key Highlights

e Revenuesrose 10.4% YoY in Q2FY21
tracking 16.2% YoY rise in volumes,
although ASPs down 5.6% YoY

e Margins rose 80 bps YoY to 10.3%
amid lower raw material costs

e Strength of PV rebound post Covid
has been impressive. For MSIL,
market share loss in UV segment is a
concern, with possible impact on
ASPs and margins

e Maintain REDUCE with revised target
price of ¥ 6,335/share
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FY22E
81,591.7
9,128.3
11.2
6,966.1
230.6
30.9
1.7
35.2

CAGR (FY20-23E)
2.6%
1.7%

1.2%
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ﬂ Result Update | Maruti Suzuki India ICICI Direct Research
Exhibit 1: Variance Analysis

Q2FY21 Q2FY21E Q2FY20 YoY (Chg %) Q1FY21 QoQ (Chg %) Comments
Topline came in lower than our estimates tracking

Total Operating Income 18,745 19,327 16,985 10.4 4,107 356.5 higher than anticipated decline in ASPs

Raw Material Expenses 13,114 13,714 12,099 8.4 2,936 346.6

Employee Expenses 827 870 838 -1.4 730 13.2  Employee costs in Q2FY21 were at 4.4% of sales

Other expenses 2,870 2,748 2,441 17.6 1,303 1202 Other expenses for the quarter came in ahead of
estimates at ~15.3% of sales

Operating Profit (EBITDA) 1,934 1,995 1,606 20.4 -863 -324.0

EBITDA margins matched our estimates tracking
EBITDA Margin (%) 10.3 10.3 9.5 86 bps -21.0 3134 bps divergent forces of decline in RM costs and increase
in other expenses

Other Income 603 721 920 -34.5 1,318 -54.3
Depreciation 766 897 926 -17.3 783 -2.2  Depreciation was tad lower than our estimates
Interest 22 30 28 -20.6 17 29.5
. . o
Total Tax 376.2 4025 213.4 6.3 96.3 4907 Tax rate for quar.ter came in marginally lower at 21.5%
vs. our expectation of ~25%
PAT 1,372 1,387 1,359 1.0 -249 -650.0
EPS 45.4 45.9 45.0 1.0 -8.3 -650.0 PAT broadly in line with our estimates
Key Metrics
T 0,
ASP ) 449,961 465,985 476,488 5.6 480,098 .3 ASP for quarter at ¥ 4.Sakiviinit, down 6% Qo
depicting adverse product mix
) Discounts lower in marketplace with discounts for
Discounts (%) 17,300 22,000 25,761 -32.8 25,000 -30.8

Q2FY21 coming in at T 17300/unit

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY21E FY22E FY23E
[ Crore) Old New % Change 0id New % Change Introduced Comments
We tweak our volume & ASPs estimates for FY21E,
. FY22E leading to marginal change in headline numbers.
Total Operating . .
Income 63,173 62,393 -1.2 75,854 72,577 -4.3 81,592 Introduced FY23E sales estimates. We expect operating
revenues to grow at a CAGR of 2.6% CAGR over FY20-
23E
EBITDA 5,273 5,051 -4.2 8,333 7,622 -85 9,128
EBITDA Margin We reV|§e do.wnward o‘ur margin estimates t.rack!ng
(%) 8.3 8.1 -25 bps 11.0 10.5 -48 bps 11.2 commodity price headwinds as well as deteriorating
product mix, going forward
PAT 3,774 3,989 5.7 6,146 5,794 -5.7 6,966
EPS ) 125 132 5.7 203 192 57 231 On earnings front, we expect MSIL to report earnings

CAGR of 7.2% in FY20-23E

Source: ICICI Direct Research

Exhibit 3: Assumptions

Current Earlier Comments
FY18 FY19 FY20 FY21E FY22E FY23E  FY21E  FY22E
Given MSIL's market leadership in the domestic PV
segment, especialy PC sub-segment, which is
witnessing robust demand prospects amid the need for

Total Volumes (lakh 17.8 18.6 15.6 13.3 15.9 17.5 12.9 15.4 personal mobility, we revise upward our sales volume

units) estimates for FY21-22E. We expect sales volume to
decline ~15% in FY21E and, thereafter, grow at ~20%
YoY in FY22E. We introduce FY23E numbers
General consumer behaviour of buying less expensive car
Averagg ASPs (X 139 446 459 443 430 439 162 166 va.nants am|ld.h|t on personal mcolme due to Covid-19 and
lakh/unit) stiff competition faced by MSIL in UV space leads us to
downward revise our ASP estimates for FY21-22E
RMC/Unit ( lakh/unit) 3.09 3.24 3.45 3.31 3.22 3.30 3.51 3.50
Discount (%/unit) 15,895 18,334 23,688 18,075 15,000 15,000 18,750 15,000

Source: ICICI Direct Research

N
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Conference call highlights

Management outlook/guidance and demand

Pent up demand as well as shift to personal mobility is aiding PV sector performance in recent months. The festive
period has begun well in Kerala and Western India, with rural geographies doing better than urban counterparts.
Increase share of first time buyers and reduced share of replacement demonstrate increasing preference for
private vehicle ownership

The company retailed >90,000 units during Navratri period, up >20% YoY

For MSIL, downtrading i.e. higher demand for lower priced variants/smaller capacity cars was visible during the
quarter. MSIL’s rural retail volumes grew 10% YoY during Q2FY21 vs. 4% overall retail growth, taking rural
contribution to 41% vs. 38.5% YoY. CNG formed 11.2% of total sales vs. 7.1% last year

Outlook beyond December is unclear but demand till that time is expected to be healthy

Capacity utilisation levels are ~85-90% currently

The company sources Baleno and Swift models from SMG. SMG sourcing for Q2FY21 was at 96,835 units

Industry trends and consumer insights

Top 10 cities contributed ~36% to industry sales in H1FY20 vs. ~31% in H1FY21

Share of replacement buyers in overall demand was at ~18.8% vs. ~26.4% YoY while share of first-time buyers
rose ~5% YoY to ~48%

Share of diesel at industry level is at ~17%

Costs and margins

Increase in commodity costs and unfavourable forex movement depleted margins by ~1.3% and ~0.5%,
respectively, (on YoY basis) in H1IFY21. The company expects further commodity cost headwinds over H2FY21E
due to increase in prices of steel and precious metals like rhodium

MSIL could not take price hikes due to uncertain demand environment during much of Q2FY21

Discounts during Q2FY21 were at 17,300/unit vs. > 25,000 last year

Export sales in Q2FY21 were at¥ 1,011 crore

Royalty rate was at 5% of sales vs. 5.3% last year

Others

Inventory levels as of September end were at 1.2 lakh units
Financing penetration was at 80%, unchanged YoY. Overall financing situation is getting better courtesy improved
liquidity and lower interest rates but pace of disbursal by financiers is yet to pick up adequately

ICICI Securities | Retail Research 3
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Financial story in charts

Exhibit 4: Topline and bottomline trend
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Exhibit 5: EBITDA trend and margin profile
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Exhibit 6: Domestic vs. exports volume trend
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ICICI Securities | Retail Research The company's UV market share has reduced 4o
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Exhibit 7: MSIL UV model performance vs. peers (H1FY21)
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Exhibit 8: MSIL currently trades at ~31x FY23E EPS
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Exhibit 9: Valuation Summary

Sales Growth EPS Growth PE EV/EBITDA RoNW  RoCE

&cr) (%) () (%) (x) (x) (%) (%)
FY19 86,020 7.8 248 (2.9) 28.7 16.3 16.3 16.3
FY20 75,611 (12.1) 187 (24.7) 38.0 24.5 1.7 7.4
FY21E 62,393 (17.5) 132 (29.4) 53.9 35.1 7.8 3.6
FY22E 72,577 16.3 192 45.2  37.1 22.7 10.6 7.6
FY23E 81,592 124 231 20.2 309 18.4 1.7 9.2

Source: Bloomberg, ICICI Direct Research

Exhibit 10: Shareholding pattern

(in %) Sep-19 Dec-19 Mar-20 Jun-20 Sep-20
Promoter 56.2 56.2 56.3 56.3 56.4
Fll 23.4 23.2 21.6 21.5 21.9
DIl 15.0 15.6 16.7 171 16.8
Others 5.4 5.0 5.4 5.2 5.0

Source: Company, ICICI Direct Research
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Financial Summary

Exhibit 11: Profit and loss statement < crore

(Year-end March) FY20
Total operating Income 75,611
Growth (%) -12.1
Raw Material Expenses 53,995
Employee Expenses 3,384
Other expenses 10,929
Total O perating E xpenditure 68,308
EBITDA 7302.6
Growth (%) -34
EBITDA margins (%) 9.7
Depreciation 3,526
Interest 133
O ther Income 3,421
PBT 7,065
Total Tax 1,414
Tax Rate (%) 20.0
PAT 5650.6
Growth (%) -24.7
EPS (%) 187.1

FY21E
62,393
-17.5
44,047
3,224
10,071
57,341
5051.1
-31
8.1
3,120
106
3,276
5,101
1,112
21.8
3989.1
-29.4
132.1

FY22E
72,577
16.3
51,402
3,432
10,122
64,955
7621.9
51
10.5
3,266
96
3,216
7,476
1,682
22.5
5793.9
45.2
191.8

FY23E
81,592
12.4
57,935
3,656
10,872
72,463
9128.3
20
11.2
3,427
86
3,373
8,989
2,022
22.5
6966.1
20.2
230.6

Source: Company, ICICI Direct Research

Exhibit 13: Balance Sheet g crore

ICICI Direct Research

Exhibit 12: Cash flow statement < crore

(Year-end March) FY20
Profit after Tax 5,651
Add: Depreciation 3,526
Sub: Other Income 3,421
(Inc)/dec in Current Assets -50
Inc/(dec) in CL and Provision -2,812
0 thers 133
CF from operating activitie  3025.9
(Inc)/dec in Investments -328
(Inc)/dec in Fixed Assets -3,637
0 thers 891
Add: Otherincome 3,421
CF from investing activitie 3417.5

Issue/(Buy back) of E quity 0

Inc/(dec) in loan funds -43
Dividend paid & dividend tax -2,175
0 thers -1,313
CF from financing activitie -3531.3
Net Cash flow -158
Opening Cash 179
Closing Cash 211

FY21E
3,989
3,120
3,276
1,049

-2,175

106

2812.8

-1,800

-2,500

-310
3,276
-1333.9
0

-10
-1,359
-106
-1475.7
3

21
24.3

FY22E
5,794
3,266
3,216

-1,002
1,471

96

6409.1

-4,050

-3,000

-310
3,216
-4144.3
0

-20
-2,115
-96
-2230.2
35

24

58.9

FY23E
6,966
3,427
3,373

-887
1,302
86

7521.3

-5,050

-3,000

-310

Source: Company, ICICI Direct Research

Exhibit 14: Key ratios

(Year-end March) FY20 FY21E FY22E FY23E (Year-end March) FY20 FY21E FY22E FY23E
Liabilities Per share data (%)

E quity Capital 151 151 151 151 EPS 187.1 132.1 191.8 230.6
Reserve and Surplus 48,286 50,916 54,595 59,144 Cash EPS 303.8 235.3 299.9 344.0
Total Shareholders funds 48437.0 51066.7 54746.0 59295.5 BV 1,603.4 1,690.5 1,812.3 1,962.9
Total Debt 106 96 76 56 DPS 60.0 45.0 70.0 80.0
Deferred Tax Liability 598 598 598 598 Cash Per Share 1,186.1 1,245.8 1,381.0 1,548.6
Others Liabilties 2,222 2,262 2,302 2,342 Operating Ratios

Total Liabilities 51363.6 54023.3 57722.6 62292.1 EBITDA Margin (% ) 9.7 8.1 10.5 11.2
Assets PBIT / Net sales (%) 5.0 3.1 6.0 7.0
Gross Block 30,391 33,228 36,478 39,728 PAT Margin (%) 7.5 6.4 8.0 8.5
Less: Acc Depreciation 14,610 17,729 20,995 24,422 Inventory days 15.5 15.0 15.0 15.0
Net Block 15781.2 15499.0 15483.0 15306.1 Debtor days 10.3 12.0 12.0 12.0
Capital WIP 1,337 1,000 750 500 Creditor days 36.2 35.0 35.0 35.0
Total Fixed Assets 17,119 16,499 16,233 15,806 Return Ratios (%)

Investments 36467.6 38517.6 42817.6 48117.6 RoE 11.7 7.8 10.6 1.7
Inventory 3,215 2,564 2,983 3,353 RoCE 7.4 3.6 7.6 9.2
Debtors 2,127 2,051 2,386 2,682 RolC 24.4 12.1 26.9 35.2
Loans and Advances 17 14 16 18 Valuation Ratios (x)

Other Current Assets 1,829 1,509 1,755 1,973 P/E 38.0 53.9 37.1 30.9
Cash 211 24.3 58.9 70.5 EV /EBITDA 24.5 35.1 22.7 18.4
Total Current Assets 7,209 6,163 7,199 8,098 EV / Net Sales 2.4 2.8 2.4 2.1
Creditors 7,494 5,983 6,959 7,824 Market Cap / Sales 2.8 3.4 3.0 2.6
Provisions 680 543 631 710 Price to Book Value 4.4 4.2 3.9 3.6
0ther current Liabilities 3,015 2,488 2,894 3,253 Solvency Ratios

Total Current Liabilities 11,189 9,013 10,484 11,787 Debt/EBITDA 0.0 0.0 0.0 0.0
Net Current Assets -3979.9  -2850.5 -3285.3 -3689.0 Debt / E quity 0.0 0.0 0.0 0.0
Other Assets 1,757 1,857 1,957 2,057 Current Ratio 0.9 0.9 0.9 0.9
Application of Funds 51363.6 54023.3 57722.6 62292.1 Quick Ratio 0.5 0.5 0.5 0.5
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
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Exhibit 15: ICICI Direct coverage universe (Auto & Auto Ancillary)

Sector /Company cmP TP M Cap EPS (%) P/E (x) EV/EBITDA (x) RoCE (%) RoE (%)

(4] (%) Rating (FCr) FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E
Apollo Tyre (APOTYR) 143 120 Hold 8,180 8.3 4.9 89 17.2 29.1 16.1 1.4 6.4 5.5 4.7 4.1 6.6 4.8 2.5 4.9
Ashok Leyland (ASHLEY) 80 90 Buy 23,417 0.8 0.3 25 98.1 301.3 323 216 269 139 4.5 2.3 9.2 4.7 1.1 9.4
Bajaj Auto (BAAUTO) 2,930 3,570 Buy 84,785 176.2 1425 180.2 16.6 20.6 16.3 13.2 147 10.6 23.9 241 273 256 185 20.7
Bharat Forge (BHAFOR) 453 415 Hold 21,090 1.5 3.5 13.7 604 130.0 33.1 21.2 28.8 15.9 5.8 2.2 1.9 1.8 3.0 111
Eicher Motors (EICMOT) 2,135 2,470 Buy 58,200 67.0 46.6 71.3 31.8 458 300 236 29.6 203 17.3 115 154 183 11.6 154
Escorts (ESCORT) 1,190 1,375 Buy 14,587 39.6 46.1 545 30.0 258 218 202 17.2 144 189 150 152 142 11.2 118
Exide Industries (EXIIND) 157 180 Buy 13,345 9.7 6.3 89 118 18.0 129 96 11.9 9.2 157 103 135 134 8.2 107
Hero Moto (HERHON) 2,900 3,450 Buy 57,913 181.9 123.6 161.8 159 235 179 13.0 149 11.2 213 16.6 206 227 16.0 19.0
M&M (MAHMAH) 593 760 Buy 73,722 11.2 29.1 40.0 53.2 204 148 121 125 9.4 129 108 13.8 6.4 9.2 116

Maruti Suzuki (MARUTI) 7,115 6,335 Reduce 2,14,930 187.1 1321 191.8 38.0 53.9 371 245 351 227 1.4 3.6 1.6 111 7.8 10.6
Minda Industries (MININD) 319 370 Hold 8,364 5.9 28 10.0 540 1133 318 151 175 113 102 6.3 127 103 4.0 13.0
Tata Motors (TATMOT) 132 165 Buy 47,490 -33.3 -16.6 6.1 NM  NM 216 5.1 4.7 3.4 1.3 2.8 6.4 -18.7 -10.6 3.7

Source: Bloomberg, ICICI Direct Research
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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
I»vnlnnhu'o':::u'!mluhps | BHOI{ER \ :
ICICI Securities Ltd. 5 sTARMINE | |
@a'yetmwa'd D
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 busil 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
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