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Spiking RM costs to puncture earnings

Input costs make up 65-70% of revenues for most auto manufacturers. Since Mayur Milak | Nishant Chowhan, CFA
the Q2FY21 results were announced, prices have spiked abruptly for steel research(@bobcaps.in
(97%), aluminium (17%), lead (7%), natural rubber (15%) and crude derivatives

(29%). We have been flagging the rich valuations of the auto pack and are now

doubly concerned given the corrosive impact of commodity price inflation on

auto margins. We expect sharp downgrades to consensus margin estimates

and recommend a strong SELL on all auto OEM and tyre companies.

Steel: Steel forms ~60% of the raw material used in a car. Since Sep’20, steel RECOMMENDATION SNAPSHOT
prices have surged >90% (from ~US$ 540 to >US$1,000), which can have a Ticker Price  Target Rating
. . . . AL IN 14 60 SELL
devastating impact on margins. Even if steel averages at US$ 750-800, auto
. . . . o . . . BJAUT IN 3,565 2,800  SELL
companies will need to hike prices by over 15% to maintain Q2FY21 margins.
EIMIN 2,860 2200  SELL
Natural rubber and crude derivatives: Natural rubber and crude derivatives are ESCIN 1,268 1150 SELL
. . . HMCL IN 3,155 2,900 SELL
the key components in tyres. Combined input costs are at ~70% of revenue. ’ 9
. o - . o . . . . . MSIL IN 7,768 6,900 SELL
With a15% jump in natural rubber and ~29% spike in crude derivative prices, we
, ' ' K MM IN 800 630  SELL
estimate that input costs will get dearer by 23% over Q2FY21 levels. To
. - o o . TVSLIN 498 350  SELL
mitigate this impact, tyre companies will have to effect price hikes of over 15%. VST IN 1849 2300 BUY
. . APTY IN 177 140  SELL
Our estimates vs. consensus: Aggregate estimates for our auto coverage are
) ) o o BIL IN 1,607 1,340  SELL
marginally higher than consensus on revenue (by 5%/2% for FY22/FY23) but
L1149 Ve believe this e & function of aur | CEATIN 1199 780 SELL
lower on EBITDA (by 9%/14%). We believe this is a function of our lower gross KN %7 70 SELL
margin assumptions. Aggregate adj. PAT estimates for our coverage companies MDA IN 86 1o BUY
are thus 17%/19% below consensus. (refer Fig. 1) MRFIN 85598 67000 SELL
. . . SWE IN 1,350 1,300  SELL
Consensus margins at high risk of downgrade - SELL OEM and tyre stocks: SRV IN 179 1200 SELL

Our revenue forecasts are higher than the street, limiting any positive surprise Price & Target in Rupees
on volume growth. After the steep >10% price hike taken by most automakers

due to BSVI transition, we see little scope for further hikes, implying the RM

cost burden will erode margins in the near-to-medium term. The street’s view of

gross margin expansion in FY22 and FY23 looks overstated, leaving us skeptical

of current valuations which are running much ahead of long-term averages. We

expect sharp downgrades to consensus estimates as commodity prices stabilise.

We thus recommend a strong SELL on all auto OEM and tyre companies. Our
top SELLs are Ashok Leyland, Maruti Suzuki, Hero Moto, TVS Motor, Escorts,
Apollo Tyres, MRF, JK Tyre, Balkrishna Industries, CEAT and TVS Srichakra.

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.
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FIG1- BOBCAPS ESTIMATES VS. BLOOMBERG CONSENSUS
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Source: Company, BOBCAPS Research, Bloomberg

FIG 2 - SHARP >2X RISE IN HRC STEEL PRICES OVER FIG 3 - ..AND CURRENTLY AT HISTORICAL HIGHS
LAST SIX MONTHS...
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Source: Company, BOBCAPS Research, Bloomberg Source: Company, BOBCAPS Research, Bloomberg

FIG 4 - ~60% RISE IN CRC STEEL PRICES OVER LAST FIGS - ..AND CURRENTLY AT HISTORICAL HIGHS

NINE MONTHS...
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Source: Company, BOBCAPS Research, Bloomberg Source: Company, BOBCAPS Research, Bloomberg

FIG 6 - BRENT CRUDE PRICES UP 1.4X IN LAST NINE FIG7 - ..AND NOW RANGEBOUND AT LAST 3Y

MONTHS... AVERAGE
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FIG 8 - ALUMINIUM PRICES UP ~33% IN LAST NINE
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FIG 9 - LEAD PRICES UP ~22% IN LAST NINE MONTHS
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So far this year, commodity
prices were at their lowest

during Q2FY21

Consensus FY22-FY23 gross
margin estimates for most

auto companies are far above

those reported in Q2FY21

With the current steep jump
in input prices, it is highly
unlikely that auto companies

will achieve these estimates
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FIG 10 - GROSS MARGIN ESTIMATES: BOBCAPS VS. BLOOMBERG CONSENSUS

Gross margins

Company BOBCAPS BBG Consensus
Q2FY21A

FY22E FY23E FY22E FY23E
Four-wheelers
MSILIN 30.0 284 284 3011 30.4
ALIN 2838 280 280 NA 29.0
Two-wheelers
HMCL IN 289 287 288 314 3011
BJAUTIN 293 293 293 295 29.6
TVSLIN 235 24.0 24.0 243 24.4
EIM IN 423 415 420 415 416
Agri
ESCIN 36.4 325 325 362 330
VSTTIN 344 324 324 NA NA
SWE IN 216 220 220 260 26.0
Tyres
APTY IN 463 430 43.0 435 433
BILIN 613 57.0 57.0 521 586
CEATIN 466 407 407 434 429
MRF IN 443 401 400 NA NA
JKIIN 414 36.0 36.0 NA NA
SRTYIN 422 383 383 NA NA
Source: BOBCAPS Research, Company, Bloomberg
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FIG 11 - BOBCAPS VS. BLOOMBERG CONSENSUS ESTIMATES (AS ON 15 JAN 2021)

FY22E

Company Revenue (Rs mn) EBITDA (Rs mn) EBITDA margin (%) EPS (Rs)

Consensus BOBCAPS Diff (%) |Consensus BOBCAPS Diff (%) |Consensus BOBCAPS  Diff (bps) |Consensus BOBCAPS Diff (%)
Four-wheelers
MSIL IN 838,179 927,746 n 97,51 88,099 10) 1.6 9.5 214 2473 227.0 (8)
ALIN 213,712 257,272 20 19,812 19,972 1 93 7.8 (S 3.1 2.5 (19
Two-wheelers
HMCL IN 345,623 348,982 1 47,628 44742 6) 13.8 12.8 (96) 1751 170.0 3
BJAUT IN 324,977 315,247 3 57,005 51,912 © 17.5 16.5 107 184.1 169.8 (8)
TVSLIN 186,808 185,461 m 16,557 14,657 an 8.9 79 (96) 16.2 124 23)
EIMIN 118,438 104,103 a2 27,688 22,806 18) 234 219 147) 874 72.6 an
Agri
ESCIN 70,71 69,485 @ 9,991 9,398 (6) 4.1 135 (60) 75.7 59.8 @2n
VSTTIN 9,150 8,721 ) 1,244 1,071 14) 13.6 12.3 (131 121 1017 ©
SWE IN 8,901 9,765 10 1,201 1,238 3 135 12.7 8n 70.2 68.6 @
Tyres
APTY IN 184,392 193,924 5 25,058 23,602 (6) 13.6 12.2 142) m 7.5 (32)
BILIN 62,038 61,15 m 18,970 16,937 an 30.6 27.7 287) 62.7 529 16
CEATIN 77,901 84,906 9 9,383 8,473 10) 12.0 10.0 (206) 82.3 48.1 42)
MRF IN 184,559 192,002 4 30,100 28,384 6) 16.3 14.8 (153) 3,391.8 2,766.0 18)
JKI'IN 98,443 103,309 1,474 10,452 © n7z 101 154) 9.2 57 (38)
SRTY'IN 22,417 22,135 m 2,660 2177 18) 1.9 9.8 (203) n9.7 75.0 37

FY23E

Company Revenue (Rs mn) EBITDA (Rs mn) EBITDA margin (%) EPS (Rs)

Consensus BOBCAPS Diff (%) |Consensus BOBCAPS Diff (%) |Consensus BOBCAPS  Diff (bps) |Consensus BOBCAPS Diff (%)
Four-wheelers
MSILIN 961,557 1,027,015 7 121,907 101,657 an 12.7 9.9 (278) 310.0 264.9 as)
ALIN 271,467 286,035 5 29,465 22,678 (23) 10.9 79 (293) 5.5 3.1 44)
Two-wheelers
HMCL IN 390,173 384,439 m 54,449 50,103 (8 14.0 13.0 92) 198.5 191.8 3
BJAUT IN 365,331 350,681 (&) 65,184 58,811 (10) 17.8 16.8 107 210.3 188.0 an
TVSLIN 213,442 203,829 ) 19,987 16,201 (19 94 7.9 142) 214 14.4 (33)
EIMIN 137,905 13,873 a7 33,507 25,829 23) 24.3 22.7 (1en 106.7 86.1 (19
Agri
ESCIN 80,207 75,139 (6) 11,566 10,146 12 4.4 13.5 92) 88.6 67.8 23)
VSTTIN 10,919 9,790 (10) 1,528 1,238 (19 14.0 12.6 (135) 135.5 ne.7 14)
SWE IN 9,722 10,486 8 1,376 1,321 (&) 14.2 12.6 (156) 80.8 722 an
Tyres
APTY IN 204,097 212,529 4 28,596 25,889 © 14.0 12.2 (183) 14.6 8.6 “n
BILIN 69,710 67,655 3 21,862 18,811 14 314 27.8 (356) 737 60.9 an
CEATIN 87,401 93,560 7 10,759 9,841 © 12.3 10.5 179) 99.8 55.5 44)
MRF IN 200,834 212,354 6 33,299 31,752 (©) 16.6 15.0 (163) 3,800.1 3,060.0 (19
JKI'IN 108,397 14,359 6 13,361 11,832 an 12.3 10.3 (198) 13.3 9.8 (26)
SRTY IN 24,694 25,620 4 2,965 1,651 44) 12.0 6.4 (556) 134.6 859 (36)

Source: Company, BOBCAPS Research, Bloomberg
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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 31 December 2020, out of 88 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 43 have BUY ratings, 14 have ADD ratings,
6 are rated REDUCE and 25 are rated SELL. 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 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZO00159332 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.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject

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
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in respect
of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a merger or
specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking or merchant banking or

brokerage services from the subject company in the past 12 months.
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