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Key Highlights 

 Standalone sales fell 5.4% YoY in 

Q3CY20 while weakness in Europe 

(down 12.3% YoY) led to higher 

9.3% decline in consolidated 

performance 

 On revenue, MCI confident of 

outperforming industry in CY20-22E 

on improving wallet share with 

existing clients, new client addition, 

incremental focus on exports 

 Margin improvement is seen 

tracking cost saving initiatives, 

better utilization levels 

 Upgrade from HOLD to BUY with 

revised target price of ₹ 170 

Research Analyst 

Shashank Kanodia, CFA 

shashank.kanodia@icicisecurities.com 

  

Jaimin Desai 

jaimin.desai@icicisecurities.com 

  

  

  

 

 

P a rticu la r ₹ cro re

Market C apita liz ation 5,186.1

Total D ebt (C Y 19) 1,469

C ash & Inves tments  (C Y 19) 237.5

E V 6,417.7

52 week  H /L  (₹) 179 / 59

E quity capita l ₹ 379 C rore

F ace value ₹ 10

0
2,000
4,000
6,000
8,000
10,000
12,000
14,000

0
50

100
150
200
250
300
350

Se
p

-1
7

M
a

r-
18

Se
p

-1
8

M
a

r-
19

Se
p

-1
9

M
a

r-
20

Se
p

-2
0

MCI (LHS) Nifty (RHS)

 

Worst behind, attractive risk reward opportunity… 

Mahindra CIE Automotive (MCI) reported a muted operational performance 

in Q3CY20. Standalone numbers were steady but consolidated 

performance was impacted by weakness in Europe. Standalone sales were 

down 5.4% YoY to | 621 crore with consolidated sales down 9.3%, 

dragged by 12.3% drop in Europe. Standalone margins rose 44 bps YoY to 

11.2% tracking gross margin improvement. Europe EBIT margins fell 225 

bps YoY to 5.4% with India margins stable at 7.8%. Consolidated margins 

were down 230 bps YoY to 8.9%, which includes one-time restructuring 

costs at MCI Europe.  Consolidated PAT for the quarter was at | 61 crore 

supported by higher other income with standalone PAT at | 29 crore. 

Expected to outperform industry in CY19-22E 

For MCI, India, Europe formed ~45%, ~55% of consolidated operations, 

respectively, as of CY19. In terms of technological profile, ~62% of 

consolidated sales were derived from forging segment while aluminium, 

stampings, gears/machining formed 10% each. MCI does not expect 

automotive industry to touch CY18 volume highs before CY23E. However, 

MCI’s own prospects are brighter, with management guiding for regaining 

past performance highs latest by early CY22E on the back of (i) increasing 

wallet share with existing clients, (ii) new client additions and (iii) focus on 

exports. New orders are expected to form >15% of sales each year. 

Domestically, 2-W, tractors and PV segments have bounced back healthily 

in recent months but a return to last year’s levels (ex-tractors) remains 

some way away. In Europe, the German CV forgings business is seen 

continuing to lag overall business recovery. We build healthy 19.3% 

revenue CAGR over CY20E-22E, factoring in positive guidance and MCI’s 

demonstrated capability of outpacing base user industries over the years. 

Cost initiatives to help bottomline recover faster than topline 

Amid general sluggishness on topline front, MCI’s ongoing efforts towards 

reducing breakeven levels through cost controls, efficiency improvements 

would hold key to protecting profitability. MCI is aiming at a return to pre-

Covid margin profile by the beginning of CY21E. It had previously 

communicated that Europe restructuring efforts in Metalcastello, Mahindra 

Forgings Europe would lead to staff cost savings worth ~€4 million per 

annum, while it has achieved ~10% reduction in fixed costs. We build 

improvement in margin profile to 12.6% by CY22E (8.0% in CY20E) on the 

back of continued cost focus along with gradual uptick in utilisation levels. 

Valuation & Outlook 

Post the blip in CY20E, financial performance is stated to improve 

meaningfully over CY20-22E. It will be a function of revenue growth and 

margin expansion with consequent decline in B/S leverage and 

improvement in return ratios matrix. We value MCI at | 170 (i.e. 6.5x 

CY22E EV/EBITDA) and upgrade the stock to BUY. The company’s strong 

parentage and excellent cash generation track record remain long term 

positive drivers. With limited capex spend, going forward, its present CFO, 

FCF yield is at ~8%, 5%, respectively, offering high margin of safety. 

 
 

 

K ey F in an cials C Y18 C Y19 C Y20E C Y21E C Y22E C AG R  (C Y20E -22E )

Net S a les 8,031.5             7,907.8             5,949.5             7,455.0            8,467.8            19.3%

E B ITD A 1,051.1             967.7                 440.3                835.0               1,066.9            55.7%

E B ITD A Margins (% ) 13.1                  12.2                   7.4                    11.2                 12.6                 

Net P rofit 498.1                353.8                 67.8                  358.1               528.9               179.3%

E P S  (₹) 13.2                  9.3                     1.8                    9.5                    14.0                 

P /E 10.4                  14.7                   76.5                  14.5                 9.8                    

R oNW (% ) 12.4                  7.7                     1.4                    7.1                    9.5                    

R oC E  (% ) 12.6                  10.2                   2.0                    7.5                    10.4                 

 

Key Financial Summary 

 

 

 

Source: ICICI Direct Research, Company 
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Q3CY20 Earnings conference call highlights 

Management outlook/guidance and demand 

 MCI does not expect industry volumes to reach peak CY18 volumes before CY23E. However, the company is 

working towards regaining past peak performance well ahead of the industry i.e. by early CY22E if not in CY21E 

itself. Increased share of exports from India (from ~13% at present to >20% in the future; benefits to flow from 

H2CY21E) along with focus on increasing share of business with existing clients (M&M, Bajaj, MSIL), new client 

additions and supplies to Tier I customers would be drivers for this outperformance. New orders are expected 

to form >15% of MCI sales in any year 

 Outlook for the German CV forgings business remains subdued; however, PV forgings business (Spain and 

Lithuania) and gears (Italy) are expected to do well in the next quarter 

 Domestic outlook is reasonably positive next few months (especially in 2-W and tractors) due to tailwinds like 

shift to personal mobility and healthy rural demand etc 

 The company informed that Q3CY20 performance was better than it initially anticipated, and Q4CY20 could be 

on similar lines. The key markets for the company are presently performing well 

 During Q3CY20, German CV industry was down by 23% and this impacted CV forgings business (Mahindra 

Forgings Europe i.e. MFE) 

 Metalcastello (Italy gears business) performance was impacted by construction equipment industry being near 

the bottom of its cycle (Caterpillar is the main client) as well as reduced spending in the US amid ongoing 

elections 

 MCI does not expect battery EV sales in PV segment in Europe to take off in a big way over the next 3-5 years, 

with hybrid powertrains seen gaining greater traction instead. ~25% of its overall revenues are at risk in the 

case of 100% switchover to EVs (~20% in India; ~30% in Europe). This is the portion of present business 

related to PV crankshaft operations. MCI is winning orders for hybrid vehicles 

 The company has won orders worth ~| 2-5 crore per month in India gears and magnetics verticals in respect of 

import substitution away from China. Chief technologies like forgings and stampings do not present similar 

opportunities courtesy strong domestic presence. In its overseas forging business, management opines that the 

import substitution opportunities are limited 

 Present capacity utilisation levels in India stand at ~90%, while those in European CV and PV businesses are at 

~65-70% and ~80% respectively 

 Company sees no adverse impact of Brexit on its operations 

 

Revenues, costs and margins 

 Europe breakeven levels are at | 550 crore per quarter (with scope to lower it further to | 530 crore). Close to 

completing in Germany. India breakeven levels are at | 350 crore per quarter 

 Some restructuring costs for MFE would continue in Q4CY20. The company does not believe ~15% margin 

profile in MFE is possible in the next two to three years 

 

Others 

 Total India capex for CY20E is seen at ~| 250 crore (| 200 crore spent in 9MCY20), with CY21E capex expected 

to be at similar 

 Net financial debt as of Q3CY20 stood at ~| 1,600 crore, up | 120 crore vs. CY19 end 

 Total Maharashtra government grant in the case of Aurangabad Electrical receivable as on date is ~| 190 

crores. It would get recognised in the books over the next ~5 years 
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Salient points from MCIE CY19 Annual Report 

Performance update and outlook 

 In Europe, production of M&HCV (> 6T) fell 7.2% YoY during CY19, with Germany’s decline far sharper at 18.9% 

YoY. Steep decline in Germany M&HCV production during H2CY19 affected MCIE Europe revenues as large part 

of MCIE Europe CV forgings business comes from supply to German OEMs 

 In India, MCIE expects to see some stability in industry demand only from H2CY20 onwards. The outlook, 

however, can be adversely affected by Covid-19 outbreak. Over the longer term, the company remains 

confident of PV demand in India amid low present penetration levels 

 In India, the focus remains on upgrading facilities to improve margins and plant efficiencies by adding new 

capabilities. During CY19, productivity and capacity utilisation improvement through reduced outsourcing and 

higher automation were also pursued. Facility upgradation included (1) modernisation of Rajkot Gears plant, (2) 

new plants for composites and stampings (3) investment in new moulding line for foundry and (4) investment in 

magnetics 

 

Strategy going forward  

 The company is of the view that structural changes (tighter emission norms, move away from ICE towards 

electric/hybrid powertrains and changing consumer preferences) will continue to confront the automotive 

industry over medium to long term 

 Electrification impacts a small part of MCIE revenue. The technology shift will favour stamped, plastic, and 

aluminium parts as against forged, cast or machined parts. MCIE’s presence across these processes prepares it 

well for the change 

 MCIE’s focus would be attuned towards cost optimisation, higher operational efficiencies, and diversifying 

product as well as customer base 

 Germany truck forgings business would witness product portfolio rationalisation to achieve higher margins. Car 

forgings business in Spain and Lithuania are at par on profitability front with CIE group worldwide. Here, the 

company would aim to maintain profitability levels while matching market growth. Italian operations are also 

challenged with focus here also being on maintaining profitability levels 

 In India, MCIE is gearing up towards increasing plant efficiencies to preserve margins through incremental 

automation, manpower optimisation and upgradation of facilities. It is also working towards further diversifying 

customer base in India and has in CY19 witnessed traction for BS-VI and EV products. AEL acquisition would 

help MCIE supply aluminium components to 2-W space which is expected to be the first to witness 

electrification in India. AEL would increase exports focus going forward 

 

Aurangabad Electricals (AEL) integration  

 MCIE results for CY19 include 9 months of AEL financials from April 2019. AEL supplies small but highly critical 

tolerance parts for pumps, alternators, starters, cylinder heads, etc to 2-W and PV OEMs as well as Tier I 

suppliers using aluminium die casting process (high pressure die casting i.e. HPDC as well as gravity die casting 

i.e. GDC).  

 AEL acquisition helped MCIE fill product white space i.e. aluminium die casting products and now its product 

profile mirrors that of parent CIE Group. The technology provides capabilities on light weighting and 

electrification side along with customer diversification by adding Bajaj Auto (AEL anchor client) 

 

Others 

 MCIE has 31 plants including 8 in Europe and 1 in Mexico  

 The company merged Bill Forge into itself during CY19 and stopped production at Stokes UK. Complete 

liquidation process of Stokes is expected to be completed during CY20 
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Financial story in charts 

Exhibit 1: Trend in topline 

 

  Source: Company, ICICI Direct Research 

 

Exhibit 2: EBITDA and EBITDA margins trend  

 

Source: Company, ICICI Direct Research 

 

Exhibit 3: Trend in profitability 

 

Source: Company, ICICI Direct Research 
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We expect revenues to be grow at 19.3% CAGR 

over CY20E-22E  

MCI’s margins are seen rising to 11.2% in CY21E 

and later on to 12.6% by CY22E amid ongoing 

efforts to reduce breakeven levels and fixed costs  

PAT is expected to grow to | 529 crore by CY22E 
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Exhibit 4: Trend in CFO generation 

 

Source: Company, ICICI Direct Research 

 

Exhibit 5: Trend in FCF generation and debt 

 

Source: Company, ICICI Direct Research 

Exhibit 6: Technology, client profile at MCI (CY19) 

 

Source: Company, ICICI Direct Research 
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 T e ch n o lo g y  MC IE C o n s o lid ate d   MC IE In d ia  MC IE Eu ro p e  

Forging 62% 34% 87%

A luminum 10% 22% 0%

Stampings 10% 22% 0%

G ears /Machining 10% 6% 13%

Cas tings 5% 11% 0%

Magnetics 1% 3% 0%

Compos ites 1% 3% 0%

 Europe -  

 Us e r  s e g m e n ts  

 Europe -  Car Forgings  (Spain, L ithuania); Heavy truck forgings  (G ermany), 

G ears /Machnining (Ita ly) 

India  -  PV , 2-W, LCV , M&HCV , Tractors

 T o p  clie n ts  

India  -  M&M, Baja j A uto, Maruti Suz uki, Tata Motors , Hero MotoCorp

 Car forgings  -  Renault, V olksw agen, Ford, JLR, BMW 

 Heavy truck forgings  -  Daimler, MA N, Scania, DA F, Renault 

 G ears /Machining -  CA T, Eaton, CNH 

We expect the company to continue to generate 

positive CFO even during ongoing tough times 

Amid reduced capex requirements, cash on books 

is expected to be utilised for retiring debt 
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Exhibit 7: Valuation summary 

 

Source: Company, ICICI Direct Research 

 

Exhibit 8: Target price calculation 

 

Source: ICICI Direct Research 

 

Exhibit 9: Shareholding pattern 

 

Source: Company, ICICI Direct Research 

 

 

 

 

 

 

 

 S ales    G ro wth    E P S     G ro wth   P E    E V /E B ITD A   R o NW   R o C E   

 (₹ cr)  (% )  (₹)  (% )  (x)  (x)  (% )  (% ) 

C Y18 8,032         23.2       13.2      35.0      10.4      5.7                12.4       12.6        

C Y19 7,908         (1.5)        9.3         (29.0)     14.7      6.6                7.7         10.2        

C Y20E 5,950         (24.8)      1.8         (80.8)     76.5      14.5             1.4         2.0          

C Y21E 7,455         25.3       9.5         428.1    14.5      7.4                7.1         7.5          

C Y22E 8,468         13.6       14.0      47.7      9.8        5.4                9.5         10.4        

P aricu lars

C Y22E  E B ITD A (₹ crore ) 1067

Target E V /E B ITD A (x) 6.5

E V  (₹ crore ) 6935

C Y22E  Net D ebt (₹ crore ) 564

Mcap (₹ crore ) 6371

No. of sha res (crore ) 37.9

Target P rice  (₹ pe r sha re ) 170

(in  %) S ep -19 Dec-19 Mar-20 Jun-20 S ep -20

P romoter 67.7 67.7 67.7 69.5 71.6

F II 10.5 14.0 14.9 14.6 14.5

D II 7.1 6.6 6.7 5.3 3.4

O thers 14.7 11.7 10.7 10.6 10.6
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Financial Summary 

Exhibit 10: Profit and loss statement                             | crore 

 

Source: Company, ICICI Direct Research 

Exhibit 11: Cash flow statement                                        | crore 

 

Source: Company, ICICI Direct Research 

 

 

Exhibit 12: Balance Sheet                                                | crore 

 

Source: Company, ICICI Direct Research 

 

Exhibit 13: Key ratios 

 

Source: Company, ICICI Direct Research 

 

 

 

(Year-en d  March ) C Y19 C Y20E C Y21E C Y22E

To tal o p eratin g  In co m e 7,907.8 5,949.5 7,455.0 8,467.8

G rowth (% ) -1.5 -24.8 25.3 13.6

R aw Mate ria l E xpenses 3,748.7 2,766.5 3,466.6 3,937.5

E mployee  E xpenses 1,308.0 1,160.2 1,304.6 1,439.5

O ther E xpenses 1,883.4 1,582.6 1,848.8 2,023.8

Tota l O pera ting E xpenditure 6,940.1 5,509.3 6,620.0 7,400.8

E B ITD A 967.7 440.3 835.0 1066.9

G rowth (% ) -7.9 -54.5 89.6 27.8

O ther Income 33.1 29.7 37.3 42.3

Inte rest 52.3 67.0 58.0 42.3

D eprecia tion 316.1 312.4 335.5 359.9

P B T 627.8 90.7 478.7 707.1

Tota l Tax 274.1 22.8 120.6 178.2

P AT be fore  Minority Inte rest 353.8 67.8 358.1 528.9

Minority Inte rest 0.0 0.0 0.0 0.0

P AT after Min o rity  In terest 353.8 67.8 358.1 528.9

E P S  (₹) 9.3 1.8 9.5 14.0

(Year-en d  March ) C Y19 C Y20E C Y21E C Y22E

P ro fit after Tax 353.8 67.8 358.1 528.9

Add: D eprecia tion 316.1 312.4 335.5 359.9

(Inc)/dec in C urrent Asse ts 324.9 372.0 -406.3 -273.3

Inc/(dec) in C L  and P rovisions -174.0 -430.9 370.9 249.5

C F  fro m  o p eratin g  activ ities 873.0 388.2 716.2 907.3

(Inc)/dec in Investments 131.3 9.1 -37.4 -25.1

(Inc)/dec in F ixed Assets -798.6 -250.0 -400.0 -450.0

O thers 36.9 -89.1 1.0 -5.9

C F  fro m  in vestin g  activ ities  -630.4 -330.0 -436.4 -481.0

Inte rest P a id -52.3 -67.0 -58.0 -42.3

Inc/(dec) in loan funds -144.2 20.0 -200.0 -350.0

D ividend pa id & dividend tax 0.0 0.0 0.0 0.0

O thers -9.1 1.0 1.0 1.0

C F  fro m  fin an cin g  activ ities -205.6 -46.0 -257.0 -391.3

Net C ash flow 37.0 12.2 22.8 35.0

O pening C ash 113.0 150.0 162.2 185.0

C lo s in g  C ash 150.0 162.2 185.0 220.0

(Year-en d  March ) C Y19 C Y20E C Y21E C Y22E

L iab ilities

E quity C apita l 379.0 379.0 379.0 379.0

R eserve  and S urplus 4,254.8 4,323.6 4,682.7 5,212.6

To tal S h areh o ld ers  fu n d s 4633.8 4702.6 5061.7 5591.6

Tota l D ebt 1,469.1 1,489.1 1,289.1 939.1

Minority Inte rest 0.0 0.0 0.0 0.0

To tal L iab ilities 6746.5 6803.6 7046.1 7282.1

Assets

G ross B lock 7,379.6 7,633.8 8,033.8 8,483.8

L ess: Acc D eprecia tion 4,861.2 5,173.5 5,509.0 5,868.9

Net B lo ck 2518.4 2460.3 2524.8 2614.9

C apita l WIP 54.2 50.0 50.0 50.0

Tota l F ixed Asse ts 2,572.6 2,510.3 2,574.8 2,664.9

Investments 95.5 115.5 135.5 155.5

G oodwill 3,526 3,526 3,526 3,526

Inventory 1,056.6 896.5 1,123.4 1,276.0

D ebtors 736.8 570.5 714.9 812.0

O the r current asse ts 127.3 95.8 120.0 136.3

C ash 150.0 162.2 185.0 220.0

Tota l C urrent Asse ts 2,070.7 1,725.0 2,143.2 2,444.2

C reditors 1,477.1 1,141.0 1,429.7 1,624.0

P rovisions 56.2 51.3 64.3 73.0

O the r C urrent L iabilities 363.4 273.4 342.5 389.1

Tota l C urrent L iabilities 1,896.6 1,465.7 1,836.5 2,086.0

Net C u rren t Assets 174.1 259.3 306.7 358.2

Ap p licatio n  o f F u n d s 6746.5 6803.6 7046.1 7282.1

(Year-en d  March ) C Y19 C Y20E C Y21E C Y22E

P er sh are d ata (₹)

E P S 9.3 1.8 9.5 14.0

C ash E P S 17.7 10.0 18.3 23.5

B V 122.4 124.2 133.7 147.7

D P S 0.0 0.0 0.0 0.0

C ash P e r S ha re 4.0 4.3 4.9 5.8

O p eratin g  R atio s  (% )

E B ITD A Margin 12.2 7.4 11.2 12.6

P AT Margin 4.5 1.1 4.8 6.2

Inventory days 48.8 55.0 55.0 55.0

D ebtor days 34.0 35.0 35.0 35.0

C reditor days 68.2 70.0 70.0 70.0

R etu rn  R atio s  (% )

R oE 7.7 1.4 7.1 9.5

R oC E 10.2 2.0 7.5 10.4

R oIC 10.5 2.0 7.8 10.8

V alu atio n  R atio s  (x)

P /E 14.7 76.5 14.5 9.8

E V  / E B ITD A 6.6 14.5 7.4 5.4

E V  / Net S a les 0.8 1.1 0.8 0.7

Marke t C ap / S a les 0.7 0.9 0.7 0.6

P rice  to  B ook V a lue 1.1 1.1 1.0 0.9

S o lven cy  R atio s

D ebt/E quity 0.3 0.3 0.3 0.2

C urrent R a tio 1.0 1.1 1.1 1.1

Q uick R a tio 0.5 0.5 0.5 0.5
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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% 

 

 

 

Pankaj Pandey Head – Research pankaj.pandey@icicisecurities.com 
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ICICI Securities Limited, 
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Road No 7, MIDC, 
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Mumbai – 400 093 
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