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Schaeffler India Ltd

Eyeing export recovery; domestic biz decent

Automobiles Sharekhan code: SCHAEFFLER
Reco/View: Buy o CMP:Rs. 3,698 Price Target: Rs. 4,170 N
/]\ Upgrade € Maintain \l/ Downgrade

Summary

¢ Reported APAT at Rs 247 crore against estimate of Rs 256 crore (up 5.1% y-o-y), while EBITDA margins contracted
by 40 bps y-o0-y to 18.1% (against estimate of 18%).
¢ Exports to Europe remain weak though those to other destinations are performing well.

¢ We retain a Buy rating with a revised PT of Rs. 4170 in anticipation of sustenance in domestic demand, success
in the high-value EV business, increased localisation, and expectation of improvement in the aftermarket
segment.

¢ Stock trades at a P/E multiple 0f40.8x and EV/EBITDA multiple of 26.4 its CY2026estimates.

Schaeffler India Ltd (SFL) has reported a slight miss in performance as revenues/ EBITDA/ APAT missed the
estimates by 2.6%, 2.3% and 3.6%, while EBITDA margin came almost in line with estimates on a sharp
expansion in gross margin. Revenues increased by 12.1% y-o-y to Rs 2072.8 crore (Vs estimate of Rs 2129
crore) on 9.5% y-o-y increase in mobility business and 21.5% y-o-y increase in other business. EBITDA
increased by 9.8% y-o-y to Rs 375 crore (versus estimate of Rs 384 crore).Despite 90 bps y-o-y expansion in
gross margin EBITDA margin contracted by 40 bps y-o-y to 18.1% (versus estimates of 18.0%) due to 30 bps
y-0-y expansion in employee cost ( as % of sales) and 100 bps y-o-y expansion in other expenses ( as % of
sales). With this operating performance APAT increased by 5.1% y-o-y to Rs 247 crore (versus an estimate of
Rs 256 crore).

Key positives

+ Gross margins expanded by 90 bps y-o-y.

* Two wheelers, raw material, railway and wind energy segments performed well.
+ Company has been gaining healthy orders across the segments.

Key negatives

+ Revenue contribution from exports has declined from 14.8% in Q2CY24 to 12.6% in Q3CY24 due to weakness in
Europe.

¢ Minning, PVs, CVs, power transmission and industrial automation segments are observing lacklustre performance.

¢ Other expenses as a percentage of sales has expanded by 100 bps y-o-y.

Management Commentary

¢ Capexin coming year would be judicious and would align with the available growth opportunities.

¢ Hosur plant to commence in early next year and would enhance localisation along with capacities for new
products.

+ KRSV is expected to generate cash from CY27.

Our Call

Valuation - Maintain Buy with a revised PT of Rs. 4170: SFL slightly missed estimates in Q3CY23 on muted
performance in overseas markets, while its domestic business performed well despite macro challenges. In export
markets except European markets it has been performing well in other markets. The company has been consistently
gaining orders across the market segments. The commencement of Hosur plants and beginning of production of
E-axles are key monitorable for coming year. Further, it is also supporting its customers on the industry 4.0 solution
front. Content per vehicle has been rising as its business has been shifting from component supply to system supply.
We remain structurally positive on Schaeffler due to its strategic focus on localisation, export business and new
order wins. Besides, the company has been strategically expanding its distribution network and product portfolio
to leverage its brand equity in the aftermarket business. Going forward, we believe though its export revenues will
grow gradually in line with demand in overseas markets, Schaeffler will maintain traction in domestic markets due to
its domain expertise. Schaeffler supported its capex and eyes higher localisation in the coming years. Post factoring
Q3CY24 performance in our estimates, We keep a Buy rating on the stock with a revised PT of Rs. 4170 in anticipation
of sustenance in domestic demand, success in the high-value EV business, increased localisation, and expectation of
improvement in the aftermarket segment.

Key Risks

Weakening global outlook and uncertainties can disrupt supply chain and increase costs, which may affect our future
estimates.

Valuation (Standalone) Rs cr
Net Sales 6867 7226 7954 9210 10742
Growth (%) 235 5.2 10.1 15.8 16.6
EBIDTA 1294 1327 1471 1777 2127
OPM (%) 18.8 18.4 18.5 19.3 19.8
Recurring PAT 879 914 968 1176 1417
Growth (%) 39.8 3.9 6.0 215 20.5
EPS (Rs) 56.3 58.5 62.0 75.2 90.6
PE (x) 65.7 63.3 59.7 49.1 40.8
P/BV (x) 15.8 135 12.0 10.7 9.4
EV/EBIDTA (x) 43.5 424 38.2 316 26.4
RoE (%) 21.8 20.1 19.0 20.5 20.2
RoCE (%) 21.9 20.1 19.0 20.6 20.2

Source: Company; Sharekhan estimates
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Sectoral performance

¢ Two-wheelers, raw material, railway and wind energy segments are performing well.

¢ Mining, PVs, CVs, power transmission and industrial automation segments are observing lacklustre performance.
Capex

¢ (Capexin the coming year would be judicious and align with the available growth opportunities.

¢ (Capexin 9MCY24 stood at Rs 536 crore as compared to Rs 410 crore in 9MCY23.

¢ SFL has invested around Rs 300 crore at the Hosur plant that is expected to be commissioned in early next year.

¢+ Commencement of the Hosur plant would help it increase localisation and enhance capacity in certain product
segments including EVs.

KRSV

¢ Reported 20% qg-0-q growth in revenue to Rs 43.9cr in Q3CY24.

¢ Currently focusing on increasing presence in various markets.

+ KSRV was initially catering to Bangalore and Chennai, however now it has presence in 12-13 cities.
¢ ltis expected to breakeven by CY26 and likely to generate its own cash by CY27.

Eaxle project

¢+ Homologation and product validation at customer’s end has been completed

¢ The product launch has been delayed and likely to be launched in Q1CY25.

Exports

* Exports revenue grew by 17.1% y-o-y and decline by 14.6% g-o-q in Q3CY24.

¢ Exports contributed 12.6% in Q3CY24 compared to 12.1% in Q3CY23 and 14.8% in Q2CY24.

¢ A g-o-qdecline in export is attributed to weakness in the European markets, else other markets are doing well.
Order wins

¢ Schaeffler has been continuously gaining new orders, backed by its technological expertise.

¢ InQ3CY24 it has received new orders in the CV segment for double clutch systems and in the PV segment for CRS
and dampers.

¢ In the industrial segment, the company has won new business for needle roller bearings for the two-wheeler
segment, spherical roller bearings and adapter sleeves for the Raw Material sector, and for cylindrical roller
bearings for the Off-Road sector

+ In Vehicle Lifetime Solutions, the company has won new business for FEAD/ Timing Kit, wipers and lubrications
Others

¢ Companyis capable to cater to hybrid power trains also and has been receiving orders to supply for hybrid projects.
¢ Bearings account for 60% of SFL's business.

¢ Exports and after-market business delivers relatively higher margins.
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Results (Standalone)

Particulars
Net revenue
Operating expenses
EBIDTA
Depreciation
Interest

Other Income
PBT

Tax

Reported PAT
Adjusted PAT
EPS

Source: Company; Sharekhan Research

Key ratios

Particulars

Gross margin (%)
EBIDTA margin (%)
Net profit margin (%)

Effective tax rate (%)

Source: Company; Sharekhan Research

October 24, 2024

Q3CY24 ‘ Q3CY23 ‘ %YoY ‘
2,073 1,848 12.1
1,697 1,506 12.7

375 342 9.8

70 56 25.9

0.8 1.6 (47.1)

29 31 (7.2)
333 316 5.5

86 81 6.6
247 235 5.1
247 235 5.1
15.8 15.0 5.1

Q3CY24 ‘ Q3CY23 ‘ YoY (bps) ‘

382 37.2 90
18.1 18.5 (40)
11.9 12.7 (80)
25.8 25.6 30

Sharekhan

Rs cr

Q2CY24 \
2,072 0.0
1,692 0.3
380 (1.1)
64 94
1.2 (33.9)
26 120
340 (2.0)
86 (0.4)
254 (2.5)
254 (2.5)
16.2 (2.5)
Q2CY24 \ QoQ (bps)
382 (10)
183 (20)
122 (30)
254 40
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Segment-wise Performance Rs cr
(a) Mobility components and related solutions 1,575.6 1,439.2 1,579.7 (0.3)
Automotive Technologies 688.9 772.9 (10.9) 683.7 0.8
Vehicle lifetime solutions (Automotive Aftermarket) 179.4 167.8 6.9 183.7 (2.4)
Bearing and Industrial solutions 536.3 349.0 53.6 514.8 42
Intercompany exports & others 171.0 149.5 14.4 197.5 (13.4)
(b) Others 497.3 409.1 21.5 492.2 1.0
Bearing and Industrial solutions 407.1 3355 213 384.0 6.0
Intercompany exports & others 90.2 73.6 225 108.2 (16.6)
Net revenue 2,072.8 1,848.3 12.1 2,071.9 0.0
EBIT (Rs crore) ‘ Q3CY24 ‘ Q3CY23 ‘ %YoY ‘ Q2CY24 ‘ %QoQ
(a) Mobility components and related solutions 221.7 195.6 133 210.1 5.5
(b) Others 83.7 90.8 (7.8) 105.5 (20.7)
Total 305.3 286.4 6.6 315.6 (3.3)
EBIT Margin (%) ‘ Q3CY24 ‘ Q3CY23 ‘ YoY (bps) ‘ Q2CY24 ‘ QoQ (bps)
(a) Mobility components and related solutions 14.1 13.6 48 13.3 77
(b) Others 16.8 22.2 (536) 214 (460)
Total 14.7 15.5 (76) 15.2 (50)
Geography wise revenue ‘ Q3CY24 ‘ Q3CY23 ‘ %YoY ‘ Q2CY24 ‘ %QoQ
Domestic 1811.6 1625.2 11.5 1766.2 2.6
Exports 261.2 223.2 17.1 305.7 (14.6)
Total 2072.8 1848.3 12.1 2071.9 0.0
Domestic / export mix Q3CY24 Q3CY23 %YoY Q2CY24
Domestic 87.4% 87.9% 85.2%
Exports 12.6% 12.1% 14.8%
Total 100% 100% 100%

Source: Company; Sharekhan Research
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Outlook and Valuation
B Sector Outlook - Demand picking up in the automotive and industrial sector

The passenger vehicle segment, both for two-wheelers and four-wheelers, is expected to remain strong, as preference
for personal transport rises. Rural demand would improve on positive sentiments. We expect sequential improvement
in M&HCV sales to continue, driven by a rise in e-Commerce, agriculture, infrastructure, and mining activities.
We expect a multi-year upcycle in the CV segment, driven by improved economic activities and better financing
availability. We believe strong traction in PV segment to continue rise in urbanization and replacement demand.
Further two-wheeler segment is expected to recover on recovery in rural segment Moreover, exports provide a huge
growth potential, given India’s cost-effective manufacturing. An introduction of PLI scheme and China plus 1 and
Europe plus 1 theme would augur well for industrial production growth in India.

B Company Outlook - MNC with strong technological parentage and robust balance sheet

SILis part of Germany’s Schaeffler Group. The group has a strong research and development (R&D) DNA.. The company
has established strong relationships with global OEMs worldwide. SIL would benefit from its strong parentage and is
expected to receive new businesses going forward. Moreover, SILs parent has identified it as a manufacturing base
for supply to the Asia-Pacific. This provides a huge growth potential for the company. SIL is a debt-free company with
strong return-ratio profile. We remain positive on the company’s growth prospects.

H Valuation - Maintain Buy with a revised PT of Rs. 4170

SFL slightly missed estimates in Q3CY23 on muted performance in overseas markets, while its domestic business
performed well despite macro challenges. In export markets except European markets it has been performing well in
other markets. The company has been consistently gaining orders across the market segments. The commencement of
Hosur plants and beginning of production of E-axles are key monitorable for coming year. Further, it is also supporting
its customers on the industry 4.0 solution front. Content per vehicle has been rising as its business has been shifting
from component supply to system supply. We remain structurally positive on Schaeffler due to its strategic focus
on localisation, export business and new order wins. Besides, the company has been strategically expanding its
distribution network and product portfolio to leverage its brand equity in the aftermarket business. Going forward,
we believe though its export revenues will grow gradually in line with demand in overseas markets, Schaeffler will
maintain traction in domestic markets due to its domain expertise. Schaeffler supported its capex and eyes higher
localisation in the coming years. Post factoring Q3CY24 performance in our estimates, We keep a Buy rating on the
stock with a revised PT of Rs. 4170 in anticipation of sustenance in domestic demand, success in the high-value EV

business, increased localisation, and expectation of improvement in the aftermarket segment.

Change in earning estimates Rs cr
. Revised Earlier % Change ‘ Introduction
Particulars
CY24E CY25E | CY24E CY25E | CY24E CY25E | CY26E
Revenue 7,954 9,210 8,349 9,860 (4.7) (6.6) 10,742
EBITDA 1,471 1,777 1,586 1,952 (7.2) (9.0) 2,127
EBITDA margin 18.5 19.3 19.0 19.8 19.8
PAT 968 1,176 1,054 1,306 (8.1) (10.0) 1,417
EPS 62.0 75.2 67.4 83.6 (8.1) (10.0) 90.6

Source: Company; Sharekhan Research
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About the company

Schaeffler (erstwhile FAG Bearings), with four plants and 11 sales offices, has a significant presence in India with three
major widely known product brands — FAG, INA, and LuK. SIL produces a wide range of ball bearings, cylindrical roller
bearings, deep groove balls, spherical roller bearings, and wheel bearings sold under the brand name of FAG. The
company manufactures engine and transmission components for front accessory drive systems, chain drive systems,
valve train, shift systems, and a range of needle roller bearings and elements under the brand, INA. SIL also produces
clutch systems and dual mass flywheels for passenger cars, LCVs, heavy commercial vehicles, and tractors, which are
sold under the brand of LuK. In addition to this, SIL has dedicated engineering and R&D support based in India to
augment its product teams. SIL also has one of the largest aftermarket networks serving industrial and automotive
markets.

Investment theme

Schaeffler is among the largest automotive and industrial suppliers with a strong parentage of the Schaeffler Group.
The company is present in India since the past 50 years and has established strong relationships with leading OEMs
in India and globally. Having strong manufacturing capabilities and R&D, SIL's parent company has identified it as a
manufacturing base for supply to Asia-Pacific region. This provides a strong opportunity to the company to expand
its export business. With the Indian Government focussing on ‘Make in India,’ ‘Atma-Nirbhar,” and PLI programmes,
SIL is well positioned to benefit from these programmes. The company'’s strategies to increase content per vehicle
through product innovation and launches, while identifying new business divisions in the industrial sector, are likely
to keep growth traction intact. The company’s strong technological parentage and established relationships with
global OEM clients would continue to provide growth opportunities. We remain positive on SIL and expect strong
earnings growth, driven by revenue growth and margin expansion.

Key Risks
¢ Delayed approval from industrial customers and late launches by automotive players can impact growth.
¢ Pricing pressures from automotive OEM clients can impact profitability.

+ Weakening global outlook and uncertainties can disrupt supply chain and increase costs, which may affect our
future estimates.

Additional Data

Key management personnel

Eranti V Sumithasri Chairperson
Harsha Kadam Managing Director & CEO
Ashish Tiwari Company Secretary

Source: Company Website

Top 10 shareholders

Sr.No. Holder Name Holding (%)
1 Schaeffler Schweinfurt Beteiligung 27.28
2 Schaeffler Buehl Verwaltungs GmbH 20.56
3 Schaeffler Verwaltungsholding Sech 15.01
4 Industriewerk Schaeffler INA-Ingen 11.27
5 Kotak Mahindra Asset Management Co 3.17
6 SBI Funds Management Ltd 2.56
7 Axis Asset Management Co Ltd/India 1.81
8 Mirae Asset Financial group 1.05
9 UTI Asset Management Co Ltd 1.03
10  Vanguard Group Inc/The 1.01

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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Understanding the Sharekhan 3R Matrix

Right Sector
Positive

Neutral

Negative

Right Quality
Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent industry
growth), increasing investments, higher entry barrier, and favorable government
policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse government
policies affecting the business fundamentals and global challenges (currency
headwinds and unfavorable policies implemented by global industrial institutions)
and any significant increase in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record, Healthy
Balance sheet/cash flows, differentiated product/service portfolio and Good corporate
governance.

Macro slowdown affecting near term growth profile, Untoward events such as natural
calamities resulting in near term uncertainty, Company specific events such as factory
shutdown, lack of positive triggers/events in near term, raw material price movement
turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of key
management personal, questionable corporate governance, high commaodity prices/
weak realisation environment resulting in margin pressure and detoriating balance
sheet

Strong earnings growth expectation and improving return ratios but valuations are
trading at discount to industry leaders/historical average multiples, Expansion in
valuation multiple due to expected outperformance amongst its peers and Industry
up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of roadblocks
such as corporate governance issue, adverse government policies and bleak global
macro environment etc warranting for lower than historical valuation multiple.
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This information/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 information/ document is subject to changes without prior notice.

Recommendation in reports based on technical and derivatives analysis is based on studying charts of a stock’s price movement, trading volume,
outstanding positions, as opposed to focusing on acompany’s fundamentals and as such, may not match with a report on acompany’s fundamentals.
However, this would only apply for information/document focused on technical and derivatives research and shall not apply to reports/documents/
information focused on fundamental research.

This information/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 information/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 recommendations/ reports that are inconsistent with and
reach different conclusions from the information presented in this recommendations/report.

This information/recommendation/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 might have dealt or traded directly or indirectly in securities of the company and that all 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 and SHAREKHAN further certifies that either he or his relatives or Sharekhan associates might have
direct or indirect financial interest or might 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. The analyst and SHAREKHAN encourages independence in research
report/ material preparation and strives to minimize conflict in preparation of research report. The analyst and SHAREKHAN does not have any
material conflict of interest or has not served as officer, director or employee or engaged in market making activity of the company. The analyst and
SHAREKHAN has 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 Ltd 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.

Forward-looking statements (if any) are provided to allow potential investors the opportunity to understand management’s beliefs and opinions in
respect of the future so that they may use such beliefs and opinions as one factor in evaluating an investment. These statements are not a guarantee
of future performance and undue reliance should not be placed on them. Such forward-looking statements necessarily involve known and unknown
risks and uncertainties, which may cause actual performance and financial results in future periods to differ materially from any projections of
future performance or result expressed or implied by such forward-looking statements. Sharekhan/its affiliates undertakes no obligation to update
forward-looking statements if circumstances or management’s estimates or opinions should change except as required by applicable securities
laws. The reader/investors are cautioned not to place undue reliance on forward-looking statements and use their independent judgement before
taking any investment decision.

Investment in securities market are subject to market risks, read all the related documents carefully before investing. The securities quoted are for
illustration only and are not recommendatory. Registration granted by SEBI, and certification from NISM in no way guarantee performance of the
intermediary or provide any assurance of returns to investors.

Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com
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