SECTOR UPDATE

AUTOMOBILES | QIFY21 Preview

Negative dealer feedback and rich valuations; reduce exposure

During Q1FY21, PV sales nosedived ~80% YoY and 3W/2W volumes slumped
~70%. HCVs reported a steeper decline of ~90% YoY while a high base and
dismal April dispatches saw tractors drop 20% despite good June sales. Our
dealer checks indicate that rural recovery notwithstanding, the severe
lockdown-related stress across sectors could erode FY21 demand. After a

sharp rally, we remain negative on AL and HMCL while downgrading EIM and
BJAUT to REDUCE, and MM and TVSL to SELL. MSIL is our only BUY.
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Dismal performance: While the markets have cheered a strong revival in auto
sales in Jun'20, most OEMs are expected to report a dismal performance in
QIFY21. Given the steep volume declines in Q1 (PV: -80% YoY, 3W/2W:
-70%, HCV: =90%, tractors: —~20%), we expect our coverage companies to

report a /1% YoY plunge in topline for the quarter. Negative operating leverage
is likely to dent margins and drive a % YoY fall in EBITDA.

Negative feedback from channel checks: While monthly dispatches were
better than expected in June, we remain cautious. Our channel checks with
dealers in Rajasthan, Uttar Pradesh and Madhya Pradesh — constituting ~25%
of the auto market — suggest that retail sales are not very encouraging. The
initial uptick could be due to pent-up demand during the lockdown and onset of
the marriage season. Dealers indicated that the tremendous pandemic-related
stress across industries such as hotels, aviation, textiles, jewellery and mining

could imply a significant pullback in FY21 auto demand.

Sharp stock rally also warrants caution: Most auto stocks have witnessed a
price rally in the range of 50-70% during the last three months and offer very
little upside from current levels. We believe the risk-reward is unfavourable and

recommend that investors trim positions.

We maintain SELL on Ashok Leyland (AL) and REDUCE on Hero Moto
(HMCL). We revise our estimates and target prices across our coverage,
correspondingly downgrading our ratings to SELL on M&M (MM: from BUY)
and TVS Motor (TVSL: from REDUCE). We also cut our ADD ratings on Baja
Auto (BJAUT) and Eicher Motors (EIM) to REDUCE. Maruti Suzuki (MSIL)
remains unchanged at BUY.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda

Important disclosures, including any required research certifications, are provided at the end of this report.

RECOMMENDATION SNAPSHOT

Ticker Price  Target Rating
ALIN 52 38 SELL
BJAUTIN 2,883 2,750 REDUCE
EIMIN 19,518 19,000 REDUCE
HMCLIN 2,696 2700 REDUCE
MM IN 563 480  SELL
MSILIN 6,020 6500 BUY
TVSLIN 390 315 SELL

Price & Target in Rupees
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FIG1- QUARTERLY PREVIEW
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Company (Rs mn) QIFY21E QI1FY20 YoY (%) Q4FY20 QoQ (%) Remarks
Ashok Leyland
Sales 5,740 56,839 (89.9) 38,385 (85.0) AL reported a ~90% YoY volume decline in the MHCV
EBITDA ms) 5,370 102.1) 1830 (106.3) segment in Q1FY21. Margins are likely to suffer due to
) lower operating efficiency and an unfavourable sales mix
Adj PAT (1,491 2,503 NA 14 NA
_ (weak high tonnage sales). Deferral of the scrappage policy
EBITDA margin (%) (2.0) o4 ) 48 ) along with the economic slowdown continue to hurt AL.
PAT margin (%) (26.0) 4.4 - 03 -
Bajaj Auto
Sales 28.924 77,558 62.7) 68159 (57.6) During Q1, BJAUT’s volumes plunged ~64% YoY in
EBITDA 4993 11,982 (58.3) 12528 ) motorcycles and ~70% in 3W. 3Ws contribute over 25% to
Adi PAT 5803 1257 8.4 13103 557) blended margins. Cost-cutting measures and lower
) ’ ’ : ’ : commodity prices may offer some relief on margins. Higher
in (% . . - 4 -
EBITDA margin (%) 173 154 18 exposure to urban India could slow recovery.
PAT margin (%) 201 14.5 - 19.2 -
Eicher Motors
Sales 7,510 23,526 (8.0 21,795 (65.5) RE volumes slumped ~70% YoY in Q1. Along with the
EBITDA 1,517 6,093 (751 4,533 (66.5) steady decline in 350cc sales, the recent slowdown in the
Adj PAT 1,526 4,982 (69.4) 3,462 (559)  650cc segment is a major cause of concern for margins and
EBITDA margin (%) 20.2 25.9 - 20.8 - earnings growth. We believe valuations remain rich.
PAT margin (%) 20.3 21.2 - 15.9 -
Hero MotoCorp
Sales 26,602 80,303 (669) 62,384 (574) HMCL’s 2W volumes plummeted ~70% YoY in Q1, which
EBITDA 3245 11,580 (72.0) 6,509 (50.8) in turn will dent margins. With a good crop season, we
) expect a pickup in rural demand. HMCL may be the biggest
Adj PAT 2,306 5,199 (55.6) 6,207 (62.8)
_ beneficiary of this demand, but we believe most optimism is
EBITDA margin (%) 12.2 14.4 - 10.6 T inthe orice.
PAT margin (%) 87 6.5 - 9.9 -
Mahindra & Mahindra (MM+MVML)
Sales 57,044 128,055 (55.5) 90,046 (36.7) Tractor sales in June were encouraging, but MM’s auto sales
EBITDA 8,149 17,936 (54.6) 12,273 (33.6) continue to lag. Q1 auto/tractor segment volumes fell
Ad PAT 3726 8927 (58.3) 3095 155 ~78%124% YoY. A favourable sales mix and lower
) _ ’ ’ : ’ : commodity prices will assist margins sequentially. But post
EBITDA margin (%) 143 14.0 ) 136 " the sharp rally, current valuations do not look sustainable.
PAT margin (%) 6.5 7.0 - 3.6 -
Maruti Suzuki
Sales 36,930 197198 (81.3) 181,987 (79.7) MSIL’s volumes plummeted ~80% YoY in Q1. We expect
EBITDA 3287 20478 (83.9) 15,464 (787) 8&oss margins to improve sequentially. With a good crop
) season, MSIL may be one of the biggest beneficiaries of a
Adj PAT 2,630 14,355 817 12,917 (79.6) ] ] )
o pickup in rural demand. That said, we also expect the overall
EBITDA margin (%) 8.9 104 ) 85 " blend to move to cheaper variants.
PAT margin (%) 71 7.3 - 7. -
TVS Motor
Sales 12,265 44,686 (72.6) 34,814 (64.8) During Q1, TVSL reported a decline of ~71% YoY in volume
EBITDA mn 3,558 (103.3) 2,449 NA" sales. Lower commodity prices would benefit margins
Adj PAT (1,058) 1,423 NA 1,062 NA  sequentially, but softer volumes will impact operating
EBITDA margin (%) 1.0) 8.0 - 7.0 - efficiencies. Valuations continue to be rich.
PAT margin (%) (8.6) 32 - 3.1 -
Source: Company, BOBCAPS Research
EQUITY RESEARCH 2 09 July 2020
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FIG 2 - Q1IFY21 VOLUME SNAPSHOT
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Company QIFY21 QIFY20 YoY (%) Q4FY20 QoQ (%)
Ashok Leyland 2,394 12,810 (81.3) 25,504 (90.6)
HCVs 755 8,427 (91.0) 16,953 (95.5)
LCVs 1639 4383 (62.6) 8,551 (80.8)
Bajaj Auto 443,103 1,247,174 (64.5) 991,961 (55.3)
Motoreycles 399,929 1,082,627 (63.1) 853,540 (531
3Ws 43,174 164,547 (73.8) 138,421 (68.8)
Exports (of above) 251,840 550,021 (54.2) 513,801 (51.0)
Eicher Motors 59,307 196,920 (69.9) 174,499 (66.0)
RE 57,178 183,589 (68.9) 162,870 (64.9)
VECV 2,129 13,331 (84.0) 11,629 81.7)
Hero MotoCorp 563,426 1,842,920 (69.4) 1,334,511 (57.8)
Mahindra & Mahindra 95,308 218,039 (56.3) 152,233 (37.4)
Auto 29,651 131,689 (77.9) 92,943 (68.1)
Tractors 65,657 86,350 (24.0) 59,290 10.7
Maruti Suzuki 76,599 402,594 (81.0) 385,025 (80.1)
Domestic 67,027 374,481 (821 360,428 (81.4)
Exports 9,572 28,113 (66.0) 24,597 611
TVS Motor 267,563 923,195 (71.0) 632,922 (57.7)
2Ws 256,058 883,670 71.0) 590,320 (56.6)
3Ws 11,505 39,525 (70.9) 42,602 (73.0)
Source: Companies, BOBCAPS Research
FIG 3 - COMMODITY AND CURRENCY QUARTERLY TRENDS
Q1FY19 Q2FY19 Q3FY19 Q4FY19 QIFY20 Q2FY20 Q3FY20 Q4FY20 QI1FY21
Key Commodities (USD)
Aluminium 2,264 2,054 1,966 1,862 1,794 1,765 1,756 1,691 1,501
QoQ (%) 18.8 9.3 4.3) 53 37 a.6) (0.9 37 m2
Lead 2,384 2,097 1,966 2,034 1,883 2,029 2,042 1,843 1,679
QoQ (%) 10.6 (12.0) ©.2) 35 7.4 7.7 0.6 9.8) (8.9
Brent oil 75 75 68 63 69 62 63 51 31
QoQ (%) 487 1.0 10.1) 6.8) 85 ©.7) 12 (19.2) 37.9)
Rubber (RS4) (Rs) 12,382 13,071 12,357 12,565 13,899 14,265 12,749 13,423 12,066
QoQ (%) (XY 5.6 (5.5) 1.7 10.6 26 (10.6) 5.3 a0.m
Hot rolled steel 4,168 4,300 3,926 3,802 3,949 3,793 3,720 3,602 3,550
QoQ (%) 28.7 3.2 8.7 32 3.8 39 1.9 32 a.4)
Cold rolled steel 4,606 4,788 4,535 4,313 4,326 4,292 4,307 4,257 3,947
QoQ (%) 214 4.0 (5.3) 4.9 0.3 (0.8) 04 (1.2) 7.3
Key Currencies
INR/USD 67.1 70.1 721 70.5 69.6 70.3 71.2 72.4 75.9
QoQ (%) 4.0 4.5 29 2.2 (1.3) 11 1.3 1.6 49
INR/EUR 79.9 81.5 82.3 80.1 78.2 78.2 78.9 79.9 83.6
QoQ (%) 124 2.1 0.9 2.6) Q4 0.1 0.9 1.2 4.7
INR/GBP 91.2 914 92.8 91.7 89.4 86.7 91.7 92.7 94.2
QoQ (%) 10.5 0.2 1.5 amn 2.5) 3.0 5.7 11 1.6
INR/JPY 0.6 0.6 0.6 0.6 0.6 0.7 0.7 0.7 0.7
QoQ (%) 5.8 24 1.6 0.1 amn 3.7 0D 1.5 6.1
USD/EUR 1.2 1.2 1.1 1.1 1.1 1.1 1.1 1.1 1.1
QoQ (%) 8.2 Q4 (1.9) 0.4 an 1.0) 0.4 (0.4 01D
USD/GBP 1.4 1.3 1.3 1.3 1.3 1.2 1.3 1.3 1.2
QoQ (%) 6.3 4.2 (1.3) 1.3 (1.3) (GR)) 4.5 (0.6) 3.0

Source: Bloomberg, BOBCAPS Research

EQUITY RESEARCH 3
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Quarterly volume trends

FIG 4 - ASHOK LEYLAND
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FIG5 - BAJAJ AUTO
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FIG 8 - HERO MOTOCORP FIG 9 - MAHINDRA & MAHINDRA
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FIG 10 - MARUTI SUZUKI

FIG11 - TVS MOTOR
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Change in estimates
FIG 12 - REVISED ESTIMATES
(Remn) New Old Change (%)
FY21E FY22E FY21E FY22E FY21E FY22E
Ashok Leyland
Volumes (nos) 106907 162,000 | 108752 156,000 a7 38
Revenues 156542 241958 | 164,843 240,662 5.0) 05
EBITDA 8,764 18177 9,087 17,967 12.2) 12
EBITDA margin (%) 56 75 6.1 75 46.0) 47
Adj. PAT 325) 6,428 696 6228 | (1466 32
Adj. EPS (Rs) ©.n 22 02 21 (155.3) 43
Bajaj Auto
Volumes (nos) 3,612,052 4,537,765 | 3997502 4,437,782 9.6) 23
Revenues 241180 309,051 | 279728 316,607 13.8) ©.4)
EBITDA 39015 52288 | 42,067 51,338 7.3) 19
EBITDA margin (%) 162 16.9 15.0 16.2 1138 704
Adj. PAT 37,321 50,168 M574 49387 10.2) 16
Adj. EPS (Rs) 129.0 173.4 1437 1707 10.2) 16
Eicher Motors
Volumes (nos) 571769 690,000 | 584920 689,310 2.2 0.1
Revenues 79,271 97431 | 81900 97,431 32 0.0
EBITDA 18497 24,119 19,354 24,119 “4.4) 0.0
EBITDA margin (%) 233 24.8 236 24.8 9.7 0.0
Adj. PAT 16,823 24219 | 16560 23401 16 35
Adj. EPS (Rs) 5914 7923 5185 760.4 141 42
Hero MotoCorp
Volumes (nos) 5209,830 6512299 | 5976261 6,662,659 12.8) 23)
Revenues 252993 322566 | 298780 336,060 (15.3) 4.0)
EBITDA 3614 47595 | 37,084 45002 14.7) 5.8
EBITDA margin (%) 125 14.8 124 13.4 8.4 1364
Adj. PAT 22344 35852 | 27,209 32916 17.9) 89
Adj. EPS (Rs) 1Mo 1795 136.2 164.8 17.9) 9.0

EQUITY RESEARCH
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FIG 13 - VALUATION SUMMARY
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Ry New ol Change (%)

FY21E FY22E FY21E FY22E FY21E FY22E
Mahindra & Mahindra
Volumes (nos) 683,050 806273 | 712,022 806,100 4n 0.0
Revenues 408708 492752 | 429248 492,000 4.8) 02
EBITDA 55,613 67,437 51,792 64,456 7.4 46
EBITDA margin (%) 136 137 121 131 154.1 58.5
Adj. PAT 31714 40,440 29,147 39,483 8.8 24
Adj. EPS (Rs) 255 32,6 235 318 8.8 24
Maruti Suzuki
Volumes (nos) 1,286,599 1,800,000 | 1412128 1,614,558 (8.9 15
Revenues 640,797 923,394 | 702174 8280967 87N 1.4
EBITDA 58,693 102,628 67,162 98,056 (12.6) 47
EBITDA margin (%) 9.2 1 9.6 1.8 (40.5) 71.4)
Adj. PAT 33,558 72,896 | 49,044 72,330 (31.6) 0.8
Adj. EPS (Rs) .1 2413 162.4 2395 (31.6) 0.8
TVS Motor
Volumes (nos) 24670933 3193343 | 2,869,876 3,186,903 (14.0) 02
Revenues 134521 172,955 | 156,440 7719 (14.0) Q.4
EBITDA 9,715 14,602 12,649 15,855 (232 7.9
EBITDA margin (%) 72 8.4 8.1 9.0 (86.4) (50.9)
Adj. PAT 2,470 5,939 4,769 6,934 (48.2) (14.3)
Adj. EPS (Rs) 5.2 125 10.0 14.6 (48.2) (14.3)

Source: Company, BOBCAPS Research

Most auto stocks have witnessed a price rally in the range of 50-70% during the
last three months and offer very little upside from current levels. We believe the
risk-reward profile is unfavourable and recommend that investors trim positions.
We maintain SELL on AL and REDUCE on HMCL. We revise our estimates and
target prices across our coverage, simultaneously downgrading our ratings to SELL
on MM (from BUY) and TVSL (from REDUCE). We also cut our ADD ratings on
BJAUT and EIM to REDUCE. MSIL remains unchanged at BUY.

Ticker Sl LU SR LT ol L Valuation basis
(Rs) (Rs) (Rs) Rating Rating FY21E  FY22E

AL IN 52 38 38 SELL SELL NA 24 | 18x FY22E EPS

BJAUTIN 2,883 2,750 2,690 REDUCE ADD 22 16 | 16x FY22E EPS

EIMIN 19,518 19,000 18,100 REDUCE ADD 33 25 | 22x FY22E EPS for RE + Rs 1,500 as EIM'’s share in VECV
HMCL IN 2,696 2,700 2,300 REDUCE REDUCE 24 15 | 15x FY22E EPS

MM IN 563 480 400  SELL BUY 22 17 | 13x FY22E EPS +30% hold-co discount on listed subsidiaries
MSIL IN 6,020 6,500 6,000 BUY BUY 54 25 | 27xFY22E EPS

TVSLIN 390 315 320 SELL REDUCE 74 31 | 25x FY22E EPS

Source: Company, BOBCAPS Research

EQUITY RESEARCH
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FIG 16 - EICHER MOTORS
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FIG 17 - HERO MOTOCORP
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FIG 20 - TVS MOTOR
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Disclaimer

Recommendations and Absolute returns (%) over 12 months

BUY - Expected return >+15%
ADD - Expected return from >+5% to +15%
REDUCE - Expected return from -5% to +5%

SELL - Expected return <-5%

Note: Recommendation structure changed with effect from 1January 2018 (Hold rating discontinued and replaced by Add / Reduce)

Rating distribution

As of 30 June 2020, out of 95 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 49 have BUY ratings, 23 have ADD ratings, 12 are
rated REDUCE, 10 are rated SELL and 1is UNDER REVIEW. None of these companies have been investment banking clients in the last 12 months.

Analyst certification

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views about the
subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific

recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOBCAPS.

General disclaimers

BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited
and BSE Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries

engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.

BOBCAPSs activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INHOO0000040 valid till
03 February 2020. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated
20 November 2017.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of
any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory

board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the
opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of

interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS's clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this

material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed in

this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose
of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies discussed
in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment

banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.
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For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of

the equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the

Risk disclosure document before entering into any derivative transactions.

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed

in Canada or used by private customers in the United Kingdom.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent.

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014
The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.

BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company. BOBCAPS or its research analyst(s) or his/her
relatives do not have actual/beneficial ownership of one per cent or more securities in the subject company at the end of the month immediately preceding the date of

publication of this report.

The research analyst(s) has not received any compensation from the subject company in the past 12 months. Compensation of the research analyst(s) is not based on

any specific merchant banking, investment banking or brokerage service transactions.

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.

The research analyst(s) has not served as an officer, director or employee of the subject company.

BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS’s associates may have financial interest in the subject company. BOBCAPS's associates may hold actual / beneficial ownership of one per cent or more

securities in the subject company at the end of the month immediately preceding the date of publication of this report.
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company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
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