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AUTOMOBILES | Q3FY22 Preview
Weak volumes, RM headwinds continue to hamper bottomline

= Dull festive season and muted participation from rural markets led to

subdued volumes in Q3

= RM cost inflation and production challenges due to chip shortage to

further dent the bottomline

= We await management commentary on semiconductor supply, inventory

levels, new launches and RM cost outlook
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Lacklustre festive season derails auto volumes: Amongst our coverage, all
OEMs barring AL have posted negative-to-flattish YoY volume growth in Q3FY22.
The decline in volumes was primarily due to weak festive demand, semiconductor
shortages, sluggish recovery in rural markets as well as a high base from pent-up
demand seen in Q3FY21. 2W volumes remain the hardest hit during the quarter,
while some green shoots were seen in the CV market.

Topline to remain soft: Factoring in poor volumes, we expect revenue growth to be
in the range of -22% to +18% YoY for our coverage. AL’s revenue is forecast to grow
the most by 18% YoY primarily due to recovery in HCVs coupled with higher price
realisations and a better product mix. At the other end, HMCL, which has seen a
30% YoY drop in volumes, is likely to post the largest fall in topline by 22% YoY.

PAT likely to bottom out: We expect a YoY PAT decline for our entire coverage
barring EIM. For EIM, we estimate a 10% rise in PAT led by stronger price realisations
and a better product mix. In our view, lower volumes, production challenges due to
semiconductor issues coupled with a surge in raw material cost have dented auto
OEM profitability. However, we expect input cost to normalise hereon and hence
believe PAT will improve in coming quarters, provided volumes move up.

What to watch for in Q3: (1) Near-term impact of Omicron, (2) Rising raw material
prices and semiconductor shortage issues, (3) Inventory levels both wholesale as
well as retail, (4) New product pipeline.

Mid-to-long-term outlook choppy: The auto industry has been facing a slew of
difficulties in recent years due to emission norms, the pandemic and now the chip
shortage. The industry also stands at the cusp of a shift from traditional fuel to EVs.
Newer players in the 2W, 3W and bus segments are posing stiff competition to
incumbents. Many incumbents have delayed launches in FY22 and hence FY23 will
see a large product pipeline for market leaders such as MSIL and Hyundai, which
should help them regain market share. In 2Ws, we expect sales to remain choppy,
though motorcycle players are likely to be less impacted by electrification than scooters.

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 138 121 HOLD
BJAUT IN 3420 4231 BUY
EIM IN 2711 2981 HOLD
ESCIN 1,869 2201 BUY
HMCL IN 2,750 3,191 BUY
MM IN 875 1,011  BUY
MSIL IN 8190 7,771 HOLD
TVSLIN 631 681  HOLD
VSTTIN 2899 2300 HOLD
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Fig 1 - BOBCAPS Auto universe: Quarterly preview
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(Rs mn) Q3FY22E  Q3FY21 (%) Q2FY22 (%) IMFY22E  9MFY21 (%) Remarks
MSIL Given 13.5% QoQ volume growth and a marginal 1.1%
Sales 230407 234578  (18) 205389 122 613503 463088 325 deciine ASP (due toaweak product mix, partly offset by
EBITDA 14761 22261 (337) 8549 727 31521 32063 (44) ProoNikes)weexpect 123 Yo revenue growth in Q3.
EBITDA margin is forecast to expand 225bps QoQ on
Adj PAT 10,069 19,414 (48.1) 4,753 1.8 19.230 30,636 (37:2)  petter operating efficiency. We model for 112% QoQ adj.
EE)ITDA margin 6.4 9.5 (308bps) 42 224bps 5.1 7.1 (198bps)  PAT growth off a low base. Key monitorables are inventory
levels, RM prices, semiconductor availability and new
PAT margin (%) 44 8.3 (391bps) 2.3 206bps 3.1 6.6 (348bps) launch timelines, especially in the SUV space.
MM Auto volumes declined 4.6% YoY due to strong pent-up
Sales 148,761 140,565 58 1,33,054 118 3,99443 312,363 279 demand seen last year in tractors. Strong pricing actions
EBITDA 19811 23856  (170) 16598 194 52726 50,161 54 Wilhelp the company negate R inflaion QoQ, but we -
expect YoY EBITDA margin to decline 365bps. Adj. PAT is
Adj PAT 15041 17448 (138) 16867  (108) 41249 30950 333 kel to fall 14% YoY. Key monitorables are distribution
EE;TDA margin 133 170 (365bps) 125  84bps 132 161 (286bps)  plans for key SUV models (Thar, XUV700) that are facing
long waiting periods due to chip shortages and launch
PAT margin (%) 101 124 (230bps) 127 (257bps) 103 99 4250 yinelines for the much awaited Scorpio and XUV40D (EV).
ESC Tractor volumes declined 20% YoY due to strong pent-up
Sales 18,694 20,174 (73) 16,623 125 52,032 47188 10.3 demand seen in Q3FY21. YoY revenue is thus expected to
EBITDA 2482 3641 (31.8) 2101 18.1 6.915 7846 (11.9) fall by 7%, part!y cushlorTed .by strong sales in the railway
segment and higher realisations across segments.
Adj PAT . 2,114 2,807 (24.1) 1,767 196 5733 6,028 (49) EBITDA and PAT margins continue to bear the brunt of
EE;TDA margin 133 180  (477bps) 126  64bps 133 166 (334bps) high RM prices YoY, but should improve by ~65bps QoQ
due to operational efficiency and pricing action. Key
monitorables are updates on the Kubota acquisition and
PAT margin (%) 1.3 139 (261bps) 10.6 67bps 11.0 12.8  (176bps) export plans post closure of the deal. Also, any
advancements in development of EV tractors.
HMCL ASP is likely to rise 0.7% QoQ and 11.8% YoY given
Sales 76494 97758  (218) 84534  (95) 215809 221,147  (24) recentprice hikes. However, we expect YoY sales to
EBITDA 8852 1413  (374) 10664  (170) 24664 28081  (122) COcciine22%onihe backofa30% drop in volumes.
Weaker operating leverage coupled with rising RM cost
Adj PAT . 6,578 10,845 (39.3) 7,944 (17.2) 18,176 20,992 (134) " infiation is expected to shrink EBITDA margin by 290bps,
EE;TDA margin 16 145  (289bps) 126 (104bps) 114 12.7 (127bps)  with adj. PAT to decline 39.3% YoY. Key monitorables are
inventory levels, new launches especially in EVs after
PAT margin (%) 86 111 (249bps) 94  (80bps) 8.4 95 (107bps) investments made in Ather Energy and Gogoro, and any
vendor-side supply challenges.
EIM Royal Enfield volumes were down in Q3 but timely price
Sales 29,582 28,041 55 21,819 35.6 70,479 56,966 23.7  hikes and new launches should help ASPs improve,
EBITDA 6,912 6580 5.0 4,427 562 14,684 11430 285 leading to 6% YoY revenue growth. We believe price
Adj PAT 5,371 4,885 100 3434 56.4 11477 8617 3392 realisations would help EIM to negate RM cost pressures,
EBITDA margin Thus, EBITDA and PAT are forecast to improve 5% and
(%) 234 235 (10bps) 203 308bps 208 201 77bPS 10% YoY respectively. Key monitorables are new launch
PAT margin (%) 18.2 174 74bps 157 242bps 16.3 151  116bps timelines, inventory levels and studio store performance.
TvsL Despite lower sales volume, strong price realisation and
Sales 54,038 53914 02 56,194 (3.8) 149,575 1,14,286 30.9  better product mix are expected to help TVSL post flattish
EBITDA 4917 5111 (3.8) 5,629 (12.6) 13,284 8,924 488  YoY revenue growth. RM cost inflation and higher staff
Adj PAT 2.385 2,656 (102) 2776 (14.1) 5.994 3228 85.7 cost are likely to dent EBITDA and PAT margins by
EBITDA margin 38bps/50bps YoY. We expect adj. PAT to decline 10%
(%) 9.1 95  (38bps) 100 (92bps) 8.9 78 107bps  yoY. Key monitorables are 3W demand, product launch
PAT margin (%) 44 49  (51bps) 49  (53bps) 40 28  118bps  Pipeline, export performance and cost-cutting initiatives.
EQUITY RESEARCH 2 24 January 2022
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g.\?smrgz;‘y Q3FY22E  Q3FY21 Y(% Q2FY22 Q(‘:; OMFY22E  OMFY21 Y(% Remarks
VSTT Since restrictions were imposed on tiller imports from
Sales 2113 2,029 4.2 2335 (9.5) 6,384 5 695 121  China, VSTT has witnessed a sharp jump in tiller demand.
Tiller volumes were up 6% YoY while tractors declined by
EBITDA 296 299 (08) 364 (229) 934 839 1.3 16% YoY due to a high base. We expect revenue to grow
Adj PAT 266 308 (13.8) 322 (17.3) 827 778 6.3 4% YoY while a lower gross margin is likely to cause
. EBITDA margin contraction of 70bps YoY. Adj. PAT is
EBITDA margin 14.0 147 (70bps) 164  (243bps) 14.6 147 (11bps)  estimated at Rs 266mn, a YoY decline of 14%. Ke
(%) : y
monitorables are plans to increase market share in tillers
PAT margin (%) 126 152 (262bps) 138 (119bps) 130 137 (71bps) and high-HP tractors as well as in the export market.
AL Volumes inched up 2% YoY in Q3 as 16% growth in
Sales 56,808 48,135 180 44579 274 130,897 83,010 57.7  MHCVs was partially set off by a 12% decline in LCVs. We
EBITDA 2,556 2,538 0.7 1,347 89.8 2,502 10 254335 expect AL's revenue to grow higher than volumes primarily
Adj PAT 31 267 (88.5) (832) (1037)  (3608)  (5055) (28.6) due to better price realisation and product mix. Despite a
EBITDA margin i5 53 stronger toplinle, RM cost pressure is likely to hamlper
(%) . . ps) 30  148bps 19 0.0  190bps  EBITDA margins. We expect AL to post a net profit for the
PAT margin (%) 0.1 06  (50bps) (19)  192bps (2.8) (6.1) 333pbps firsttime in several quarters at Rs 31mn.
Source: Company, BOBCAPS Research
Fig 2 — Quarterly volume trends
Company Q3FY22 Q3FY21 YoY (%) Q2FY22 QoQ (%)
MSIL 4,30,668 4,95,897 (13.2) 3,79,541 13.5
Domestic 3,65,673 4,67,369 (21.8) 3,20,133 14.2
Exports 64,995 28,528 127.8 59,408 9.4
AL 34,077 33,408 20 27,543 23.7
HCVs 19,305 16,584 16.4 13,514 429
LCVs 14,772 16,824 (12.2) 14,029 53
MM 2,13,634 2,23,978 (4.6) 1,90,600 121
Auto 1,20,667 1,22,277 (1.3) 1,01,680 18.7
Tractors 92,967 1,01,701 (8.6) 88,920 4.6
ESC 25,325 31,562 (19.8) 21,073 20.2
Domestic 23,321 30,072 (22.4) 18,950 231
Exports 2,004 1,490 345 2,123 (5.6)
VSTT 9,179 9,170 0.1 10,951 (16.2)
Power Tillers 7,136 6,734 6.0 8,626 (17.3)
Tractors 2,043 2,436 (16.1) 2,325 (12.1)
HMCL 12,92,136 18,45,274 (30.0) 14,38,623 (10.2)
Motorcycles 12,12,004 16,89,034 (28.2) 13,34,152 9.2)
Scooters 80,132 1,56,240 (48.7) 1,04,471 (23.3)
Exports (of above) 61,010 53,147 14.8 72,816 (16.2)
BJAUT 11,81,361 13,06,810 (9.6) 11,44,407 32
Motorcycles 10,48,545 11,93,867 (12.2) 10,29,915 1.8
3w 1,32,816 1,12,943 176 1,14,492 16.0
Exports (of above) 6,58,062 6,87,111 (4.2) 6,12,191 75
TVS 8,78,659 9,89,517 (11.2) 9,16,705 4.2)
2w 8,34,768 9,51,879 (12.3) 8,69,552 (4.0)
3w 43,891 37,638 16.6 47,153 (6.9)
Exports (of above) 2,94,611 2,60,863 129 3,15,319 (6.6)
EIM 1,85,570 2,12,470 (12.7) 1,38,561 33.9
2W 1,69,526 1,99,668 (15.1) 1,23,427 37.3
Truck and buses 16,044 12,802 253 15,134 6.0

Source: Company, BOBCAPS Research
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Particulars Units  Q4FY20 QIFY21  Q2FY21  Q3FY21  Q4FY21  QIFY22  Q2FY22  QIFY22
Aluminium LME ) 1,687 1,500 1,709 1,924 2097 2400 2,651 2,756
YoY (%) ©4)  (164) (3.1) 95 23 600 55.2 432
Q0Q (%) 40 (14) 139 126 9.0 144 105 39
Lead LME ) 1,841 1,679 1,874 1,906 2000 2130 2333 2327
YoY (%) ©5  (108) (7.8) (6.4) 9.2 268 25 221
Q0Q (%) (9.6) ©.9) 16 17 5.4 60 95 02)
jndia CR Coll 15513 1.0mm In warefiouse (Rsl) 42300 40735 44574 54902 65633 75400 77265 74,182
YoY (%) (5.8) 9.3) 73 M7 55.2 85.1 733 3541
QoQ (%) 9.1 (37) 94 232 195 149 25 (4.0)
india HR Coll 152062 3.0mm In warehouse (Rsl) 37915 37206 39294 45061 55641 64469 66192 67,515
YoY (%) (10)  (104) 3.2 330 467 733 685 469
Q0Q (%) 97 (1.9) 5.6 170 211 159 27 20
Brent (USD/bbl) 52 42 47 47 57 66 70 78
YoY (%) (51) @07 (176)  (176) 10.1 55.7 484 66.9
Q0Q (%) ©5  (189) 122 (1.0) 222 147 69 114
Rubber RSS4 (RsMOOkg) 13333 12491 13131 15265 15882 16863 17,344 17,645
YoY (%) 6.1 9.8) 7 200 19.1 350 321 156
Q0Q (%) 48 6.3) 5.1 162 40 6.2 29 17
USDIINR 13333 12491 13131 15265 15882 168638 17,344 17,645
YoY (%) 6.1 9.8) 77) 200 19.1 350 321 156
QoQ (%) 48 6.3) 5.1 162 40 6.2 29 17
Source: Bloomberg, BOBCAPS Research
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Disclaimer

Recommendation scale: Recommendations and Absolute returns (%) over 12 months

BUY — Expected return >+15%

HOLD - Expected return from -6% to +15%

SELL - Expected return <-6%

Note: Recommendation structure changed with effect from 21 June 2021

Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly
in line with the recommendation scale as shown above.

Rating distribution

As of 31 December 2021, out of 115 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 57 have BUY ratings, 31 have HOLD ratings,
5 are rated ADD*, 2 are rated REDUCE™* and 20 are rated SELL. None of these companies have been investment banking clients in the last 12 months. (*Our ADD
and REDUCE ratings are in the process of being migrated to the new recommendation structure.)

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.

BOBCAPS’s 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.: INHO000000040 valid till
03 February 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated
20 November 2017. BOBCAPS CIN Number: U65999MH1996G0O1098009.

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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