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Unlock aids volumes; modest margin uptick on cards

1,80,000 16.0

The auto industry posted a healthy sequential rebound (total industry 120
. . 1,20,000

volumes up ~35% QoQ) on the demand front post state-specific unlocking 80 .
in Q2FY22. All segments ex-PV (impacted by chip shortages) posted §60,000 40
double-digit QoQ volume increases with CV space outperforming as a v )
whole. Operating leverage gains due to higher volumes are expected to O v T T _ w 40)
have more than offset elevated commodity costs, with the universe % % % E §
thereby seen recovering from lower margin profile in Q1FY22. We expect 8 9 9 o ¥
our coverage universe (ex-Tata Motors) to report 8.7% QoQ topline growth _gz‘;e:/‘“es —EBITDA %

& ~60 bps QoQ EBITDA margin increase to 10.7%, with PAT growth of
35.7% QoQ. Notably, YoY, performance still looks muted (ex-CV space) Key players volume growth for Q2FY22 (%)
due to pent up demand witnessed post Covid first wave in Q2FY21.

OEM pack to outperform on sharp volume improvement HMCL
With YoY comparison still redundant (base quarter recorded steep pent-up BAL
led volume jump), we continue to examine volume trends on a QoQ basis. _
Among 2-W, market leader Hero MotoCorp (HMCL) outperformed with Maruti

40.4% volume increase to 14.39 lakh units. Bajaj Auto (BAL) rode on
healthy domestic performance to post 13.8% total QoQ volume increase to
11.44 lakh units while Royal Enfield volumes at Eicher Motors were flat at

TML (standalone)

ancillary pack due to underlying strength in India & global CV segment as Plastics w7 %93 141 20
well as oil & gas space. Motherson Sumi’s dependence on the global PV

space, hit by chip shortages, is seen leading to a subdued performance. Average currency movement against rupee

. . i M&M (auto) -QEJ
1.23 lakh units. PV bellwether Maruti Suzuki (MSIL) recorded 7.3% growth @©
to 3.79 lakh units while Tata Motors’ (TML) standalone volumes jumped M&M (tractors) ~ -11.0 %
49.2% to 1.71 lakh units. M&M'’s total volumes (automotive, tractors) were é
up 2% to 1.9 lakh units while pure play CV maker Ashok Leyland posted ALL =
53.1% growth to 27,543 units. Escorts’ tractor sales de-grew 13.8% YoY to =
21,073 units. Ex-Tata Motors, OEM universe is seen posting 16.6% QoQ Eicher - RE Nl
growth in sales with by ~70 bps QoQ rise in margins to ~10.2%. Escorts (iractors) =
Mixed bag in store for ancillaries =000 E
Hefty sequential rebound in OEM channel volumes is expected to lead to |
relative underperformance in case of ancillaries with a heavy presence in Q2FY22 2FV21 YoY (%) QIFY22 0ol (%) e
replacement markets (tyre, battery players). By contrast, Minda Industries Steel 78 61 T T =
is expected to have done well courtesy its limited aftermarket exposure & Auminum 217 145 495 1% 105 =
kit value increase while Bharat Forge is expected to have outperformed the Rubber 3 131 22 169 28 é
o
o

The ancillary pack is seen posting ~6% sequential revenue decline. Q2FY22 Q2FY21 YoY (%) Q1FY22 QoQ (%)
However, margins are expected to improve ~70 bps QoQ to 11.9%. USD/NR 741  74.4 04 738 0.4
Exhibit 1: Estimates for Q2FY22E ( crore) Eléi//m 13;? gé? 2: 13?? :g

Revenue Change (%) EBITDA Change (%) PAT Change (%) . : . - o

JPY/INR 0.7 0.7 39 07 0.1
Q2FY22E YoY QoQ Q2FY22E YoY QoQ Q2FY22E YoY QoQ

Apollo Tyres 5054 19.4  10.2 600 (13.7) 58 120 LP  (6.2) Top Picks

Ashok Leyland 45711 611 549 167 1075 LP  (80) 451 715

Bajaj Auto 8701 216 178 1,366 7.8 220 1,240 9.0  16.9 MeM

Balkrishna Industries 1,822 154 0.5 500 (52) (0.8) 339  (0.0) 25 i S

Bharat Forge 1,627 846 186 487 2113 246 288 3103 730 Bharat Forge

Eicher Motors 1,967 (6.9) 1.2 355  (24.5) (2.1) 317 (7.6) 33.8

Escorts 1,552 (5.3) (1.1) 182 (39.4) (21.8) 147  (35.6) (15.7)

Hero MotoCorp 8,000 (13.6) 47.4 970 (24.6) 884 709  (25.6) 94.1

M&M 12,493 6.7 6.2 1,710 (95) 48 1,073 1,289.6  25.4 Shashiank|Kanodie: GEA

Maruti Suzuki 18574 50 106 980 (49.3) 19.4 708  (484) 607 SR A RO GO

Minda Industries 1,83 253 146 193 (10.5) 31.4 57 (20.0) 271.6 o

Motherson Sumi 14510  (8.1) (145 1,165 (23.2) (127) 214  (36.7) (26.1) Jaimin Desai
]a|mln.dESaI@ICICISeCUrItIeS.COm

Tata Motors 55140 44 (15.9) 4,235 (36.6) (42.0) (4,092 NM 80

Total 1,35937 5.1 (28) 12,919 (24.1) (127) 1,082 (754) LP

Source: Company, ICICI Direct Research, LP = Loss to Profit, PL = Profit to Loss
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Exhibit 2: Company Specific view - OEMs

Company

Ashok Leyland (ALL)

Bajaj Auto (BAL)

Eicher Motors (EML)

Escorts (ESC)

Hero MotoCorp
(HMCL)

M&M

Maruti Suzuki
(MSIL)

Tata Motors (TML)

Remarks
Ashok Leyland's Q1FY22 volumes jumped 53.1% QoQ to 27,543 units while
product mix remained stable with M&HCV segment comprising ~49% of overall
sales vs. ~50% in Q1FY22. Consequently, net sales are seen rising 55%
sequentially to ¥ 4,571 crore. We expect ALL to post 3.6% EBITDA margins
(against EBITDA loss in Q1FY22) tracking operating leverage benefits amid higher
commodity costs, with loss after tax seen narrowing to ¥ 80.5 crore
For BAL, total Q2FY22 sales volumes were at 11.44 lakh units, up 13.8% QoQ.
Product mix, however, normalised, with exports share of volumes declining to
53% vs. 64% in the previous quarter. Nevertheless, we expect blended ASPs to
have increased by ~3.6% QoQ to T 74,320/unit amid calibrated price hikes
across the product range, with consequent net sales seen rising 17.8% QoQ to X
8,701 crore. EBITDA margins are seen rising marginally to 15.7% for the quarter
amid lower employee costs and other expenses on percentage of sales basis
(operating leverage at play), with PAT expected at T 1,240 crore, up ~17% QoQ
EML is expected to report a soft performance in Q2FY22 amid flattish QoQ Royal
Enfield (RE) volumes at 1.23 lakh units. Consolidated net sales are expected at %
1,967 crore (up 1.2% QoQ) amid ~4.5% QoQ blended rise in ASPs to ¥ 1.59
lakh/unit due to higher share of >350 cc motorcycles within overall mix. EBITDA
is expected at T 355 crore with corresponding margins at 17.9%, down 50 bps
QoQ driven by higher commodity prices and absence of operating leverage.
Ensuing PAT is expected at ¥ 317 crore (up 33.8% QoQ), with VECV profit share
expected at T 47.4 crore (VECV volumes up 160% QoQ to 15,134 units)
Escorts is expected to report a subdued performance in Q2FY22. Total tractor
sales came in at 21,073 units (down 13.8% YoY) with construction equipment
volumes at 1,074 units up 31% YoY). Consequently, total operating income for
Q2FY22 is expected at ¥ 1,552 crore (down 5.3% YoY). EBITDA in Q2FY22 is
expected at ¥ 182 crore with corresponding EBITDA margins at 11.8%, down 220
bps QoQ, driven by higher input costs as well as negative operating leverage.
Ensuing PAT is expected at % 147 crore (down 35.6% YoY)
HMCL is expected to post a strong sequential performance in Q1FY22. For the
quarter, total 2-W volumes rose 40.4% QoQ to 14.38 lakh units. Consequent net
sales are expected at ¥ 8,090 crore, up 47.4% QoQ amid calibrated price hikes
undertaken by the company during Q2FY22. Courtesy sharp volume improvement
and associated operating leverage gains, EBITDA margins are seen expanding by
~260 bps QoQ to 12%. PAT is expected at ¥ 709 crore
M&M is seen reporting steady Q2FY22 results. Total volumes for the quarter
were at 1.9 lakh units, up 2% QoQ (automotive volumes up 17% to 1.01 lakh
units, tractor volumes down 11% to 88,920 units). Net sales are seen rising by
6.2% sequentially to ¥ 12,493 crore with automotive ASPs seen at ~% 7.14
lakh/unit (up 2.5% QoQ) and tractor ASPs expected to increase 2% QoQ to ¥ 5.43
lakh/unit. Standalone margins for Q2FY22 are expected to dip slightly to 13.7%
with consequent standalone PAT seen at % 1,073 crore, up 25.4% QoQ
MSIL is expected to report relatively steady Q2FY22 numbers. Sequential growth
in net sales for the quarter is expected at 10.6% to ¥ 18,574 crore on the back of
7.3% rise in total volumes QoQ to 3.79 lakh units and 3% rise in ASPs to ¥ 4.89
lakh/unit amid price hikes undertaken and product mix improvement (share of
UVs rose to 19.8% vs. 17% in the previous quarter). Limited operating leverage,
however, is expected to lead to only marginal 40 bps QoQ improvement in
EBITDA margins to 5%. PAT for the quarter is expected at ¥ 708 crore
TML is expected to report weak Q2FY22 results tracking a sequential decline in
volumes at JLR operations due to global semiconductor shortages. JLR
wholesale volumes (including China JV) are expected to have declined 33% QoQ
to ~65,000 units while India CV, PV segments posted sequential growth of 73%
QoQ (to 86,887 units), 31% QoQ (to 84,384 units), respectively. Consolidated net
sales are expected to have declined ~16% QoQ to < 55,140 crore. Consolidated
EBITDA margins are seen declining 340 bps QoQ to 7.6% with JLR margins seen
declining by 200 bps QoQ to 7%. We expect TML to post consolidated loss of ¥
4,092 crore in Q2FY22

Source: Company, ICICI Direct Research
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Exhibit 3: Company Specific view - Ancillaries

Minda Industries
(MIL)

Apollo Tyres (ATL)

Bharat Forge (BFL)

Balkrishna Industries
(BIL)

Motherson Sumi
(MSSL)

Remarks
MIL is expected to post healthy Q2FY22 performance, with QoQ growth in net
sales seen at ~15% to T 1,836 crore. EBITDA for the quarter is expected at X
193 crore, with attendant margins rising 130 bps QoQ to 10.5% tracking higher
operating leverage. Ensuing PAT is seen at ¥ 57.3 crore in Q2FY22. The
management commentary on kit value increase as well as incremental work
done on the EV components front will be the key monitorable from the results
Heavy exposure to CV space domestically is seen resulting in 12% QoQ
standalone total operating income increase for Q2FY22 to ¥ 3,607 crore, whereas
sequential growth in European operations is seen at 6% QoQ to ¥ 1,446 crore.
Consequent consolidated net sales are expected at T 5,054 crore, up 10.2% QoQ.
Consolidated EBITDA is expected at ¥ 600 crore, with attendant margins
declining 50 bps QoQ to 11.9% amid an increase in commodity costs during the
quarter. Subsequently, consolidated PAT is seen at ¥ 120 crore, down 6.2% QoQ
For BFL, resilience in oil & gas and India CV segments during Q2FY22 are
expected to lead to a relatively healthy overall performance. Standalone
operating income is seen growing 18.6% QoQ to ¥ 1,627 crore. Operating
leverage gains are seen negating higher input prices sequential, with overall
blended EBITDA margins expected to increase 150 bps QoQ to 30%. Consequent
standalone (adjusted) PAT is expected at ¥ 288 crore vs. ¥ 213 crore, up 35%
QoQ. Management commentary on global CV space demand outlook amid
ongoing chip shortage will be key monitorables from the quarterly results
BIL is expected to post a largely steady Q2FY22 performance on the back of
relative resilience in volumes sequentially (down 1.8% QoQ to 67,346 MT). Net
sales for the quarter are seen at T 1,822 crore, flattish QoQ. EBITDA is expected
at ¥ 509 crore with EBITDA margins at 27.9%, down 40 bps QoQ largely tracking
deterioration in gross margins. Ensuing PAT for Q2FY22 is expected at ¥ 339
crore, up 2.5% QoQ
Given its high exposure to the global PV market that continues to report
sustained supply constraints owing to semiconductor shortages, MSSL is
expected to report a subdued Q2FY22 performance. Total consolidated sales is
expected to decline by 14.5% QoQ to ¥ 14,510 crore. Consolidated margins are
expected to increase marginally by 20 bps QoQ to 7.9%, primarily due to one-
off's impacting EBITDA in Q1FY22 with consolidated PAT expected at T 214 crore
vs. T 289 crore in Q1FY22. Margin performance at key subsidiaries SMR and
SMP will be a key monitorable for MSSL

Source: Company, ICICI Direct Research
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MSIL volume performance HMCL volume performance BAL volume performance
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Exhibit 4: ICICI Direct coverage universe (Auto & Auto Ancillary)

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

() (%) Rating (X Cr) FY21P FY22E FY23E FY21P FY22E FY23E FY21P FY22E FY23E FY21P FY22E FY23E FY21P FY22E FY23E
Apollo Tyre (APOTYR) 229 275 Buy 14,543 55 102 166 415 224 138 6.8 1.1 5.1 16 6.1 9.1 6.4 5.5 8.4
Ashok Leyland (ASHLEY) 136 160  Buy 39,809 -1.1 0.4 46 -127.3 3075 292 799 3B7 147 19 32 165 -44 1.9 177
Bajaj Auto (BAAUTO) 3,862 4,275 Hold 1,11,755 157.4 167.7 1936 245 230 199 182 17.0 143 182 193 225 181 189 214
Balkrishna Ind. (BALIND) 2531 2825 Buy 48929 598 670 784 423 378 323 2.7 243 2.0 193 199 210 192 187 190
Bharat Forge (BHAFOR) 746 1,000 Buy 34732 -27 172 251 NM 434 297 431 203 159 2.2 9.3 127 33 140 16.8
Eicher Motors (EICMQT) 2,796 2,920 Hold 76,415 493 649 9.4 567 431 290 386 298 202 1.3 137 178 118 140 180
Escorts (ESCORT) 1,487 1,325 Hold 18228 71.2 677 782 209 220 190 135 145 120 187 147 151 162 136 13.8
Hero Moto (HERHON) 2,850 3,115 Hold 56,915 148.4 1559 1888 19.2 183 151 121 114 92 208 201 223 195 186 203
M&M (MAHMAH) 866 1,000  Buy 1,07,661 23 336 391 3846 258 222 161 151 13.2 9.5 9.8 109 27 109 114

Maruti Suzuki (MARUTI) 7,485 6,400 Reduce 2,26,107 140.0 153.1 2285 535 489 328 342 286 195 43 59 95 82 85 117
Minda Industries (MININD) 734 83% Buy 20964 76 107 194 966 685 37.8 300 241 171 91 103 159 92 95 148
Motherson (MOTSUM) 234 210 Buy 738% 33 54 90 NM 431 260 163 118 86 67 124 195 88 127 188
Tata Motors (TATMOT) 368 375 Buy 140907 -350 09 379 NM 4273 97 59 56 37 63 79 148 -236 06 203

Source: Company, 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: -6% to 15%:;
Reduce: -15% to -5%;

Sell: <-15%
B
jﬂlCICIu'Nrw‘[u,\n:: i.“_f‘ l |
!n-lxlmvvll,n,no:)ullmluhpl | BHOE({ER \ |
ICICI Securities Ltd. FSsTARMINE ¥ |
E&;“a-vst»\‘.n‘a'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 is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI) as a composite
corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst 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 and its analysts, persons reporting to analysts and their relatives are generally prohibited 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 such, may not

Our proprietary trading and investment businesses may make investment 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, and 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 assc

iates might have r d 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 and ICICI Securities as a entity 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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