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Buy
Maruti Suzuki (MSIL)

Industry: Auto and Auto Components

Weak Q4, Maintain BUY on expectations of outperformance v/s industry

Subdued Q4 in-line with street estimates

Maruti Suzuki India Ltd (MSIL)’s Q4 FY19 numbers came in line with our tepid expectations as
volumes reflected a negative growth of 0.7% yoy, while showing a sequential improvement of
7%. High base of last year, slowdown in urban demand, higher fuel prices, high interest rates,
intensifying competition led to this performance. Realizations growth was 1.4% yoy and 2.4% qoq
on better product mix. Revenues grew by 1% yoy and 9.6% qoq. EBITDA margins came in at 10.5%,
down from 14.2% yoy, while rising from 9.8% goq. YoY margin decline was expected on higher
RM costs, lower volumes, impact of Gujarat plant ramp up in Phase Il (70 bps) and forex impact
of 60 bps (qoq). Improvement in sequential margins was due to positive impact of price increase
(0.7% qoq), lower discounts (2.2%) and higher scale. Higher depreciation costs due to Gujarat
plant ramp-up was somewhat offset by higher other income (46% yoy due to higher fair value gain)

and lower tax rates. This led net profits to come at 18 bn.

Management guides for 4-8% volume growth in FY20

MSIL witnessed a -0.7% growth in volumes in Q4 and 5.5% growth in FY 2019. This has been a result
of several macro headwinds such as rising fuel prices and interest rates, dampening sentiments,
intensifying competition and subdued urban demand. Exports business also saw a negative growth
of 13% in the year on the back of certain geography specific issues. During the quarter, rural growth
was 10% (39% of volumes), while urban was just 2%. Management expects PV industry in FY 20E
to grow by 3-5% up from 3% in FY 19. MSIL expects themselves to grow higher than the industry at
4-8% despite increase in competitive intensity. While pre buy ahead of BSVI will benefit volumes
in the festive season, the adverse impact on sales during Q1 FY20 (Elections impact) as well as
the Mar 2020 registration deadline ahead of the rollout to the stricter emission norms will impact

production schedules in 4Q FY 20. Upcoming new launches are expected to lift up volumes.

BS VI related uncertainties to take mainstage

MSIL stated that they will discontinue the usage of small diesel engines and are likely to offer the
bigger 1.5Litre engine petrol variants for the larger models. Thus, the LCV Super Carry will only be
offered in petrol / CNG variants. Maruti is well positioned from the expected shift away from diesel
variants — currently, diesel sales is down to 23% of their overall product mix (which is lower than
industry average). The company has started rolling out its BSVI compliant engines across models —
the refreshed Baleno as well as the new Alto have been fitted with these powertrains. In all, MSIL
has to upgrade 16 models with the new engines — they will do this in phases through the year,
rather than bunching up the upgrades. The reason behind this phasing out is that transition of

diesel variants to BS VI compliant ones will be economically unviable and may reduce the demand.

Margins to improve on multiple factors

As per the management, 40% of the models have already moved to the new formula of royalty
calculations which will insulate MSIL from forex fluctuations and will result in royalty cost reduction
as volumes ramp up. Also as volumes increase, the fixed cost at Gujarat plant will get absorbed.
Apart from this, the company has taken price hike in January which will further assist margin
growth. Furthermore, emphasis on reducing the import content with a target to reduce it by 25%
and thereby increasing localization will improve margins. Management indicated that in near-
term, margins to be supported by softening commodity prices, favorable movement in forex rates
and absence of one-offs (inventory adjustment impact). Margins will also have a positive impact

as irrational discounting is not expected to continue.
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Maruti Suzuki (MSIL)

Per unit parameters
Net Realisation/unit
Material Cost/unit
Employee cost per unit
EBITDA/unit

PAT/unit

Q1FYi8
4,34,203
3,11,437
16,527
59,082

39,445

All fig in X mn Q4 FY19 Q3 FY19 % qoq Q4 FY18 % yoy
Total income 2,14,594 1,96,683 9.1 2,11,656 1.4
Raw material costs 1,54,236 1,40,437 9.8 1,43,763 7.3
Employee costs 8,169 8,811 (7.3) 8,282 (1.4)
Other expenses 29,555 28,124 5.1 29,461 0.3
EBITDA 22,634 19,311 17.2 30,150 (24.9)
EBITDA margins % 10.5% 9.8% 60 bps 14.2% (380 bps)
Depreciation & Amortization 8,102 7,677 5.5 7,025 15.3
Interest expenses 88 206 (57.3) 2,731 (96.8)
Other income 8,677 9,173 (5.4) 5,950 45.8
PBT 23,121 20,601 12.2 26,344 (12.2)
Tax 5,165 5,708 (9.5) 7,523 (31.3)
Adjusted PAT 17,956 14,893 20.6 18,821 (4.6)
Exceptional items - - NA - NA
Reported PAT 17,956 14,893 20.6 18,821 (4.6)

Outlook and valuation

MSIL posted a soft performance in Q4 as volumes and margins both witnessed deceleration.
Volumes were impacted by macros and high base, while margins were impacted by firming up of
RM costs, adverse currency and Gujarat plant ramp up costs. We re-iterate BUY as we would go
with management expectations to sustain market share and grow inline or ahead of the market
in FY20. Also MSIL remains well positioned to benefit from the transition to BSVI given its higher
share of petrol variants. MSILs share of diesel now stands at just 23% (lower than the industry mix).
On margins front, higher local content, reduction in discounts, price hike and operating leverage at
Gujarat plant will have a positive impact. Synergies from the collaboration with Toyota in the exports
markets (Africa) will be felt over the medium term. In line with subdued Q4 numbers, we have

slightly reduced our volume and margins estimates. Maintain BUY with a reduced target of X 7,808.

Q2 FY18 Q3 FY18 Q4 FY18 Q1FY19 Q2 FY19 Q3 FY19 Q4 FY19
4,35,629 4,45,834 4,45,983 4,44,673 4,44,508 4,41,545 4,52,311
3,04,358 3,13,833 3,11,328 3,16,052 3,15,251 3,27,634 3,36,408
13,546 16,169 17,935 15,601 16,329 20,556 17,818
74,728 71,508 65,292 68,322 70,771 45,052 49,368
50,482 49,715 40,758 40,272 46,208 34,745 39,164
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Financials

Income statement

YE Mar (X mn) FY 18 FY 19 FY20E FY21E
Total Revenues 7,97,627 8,60,203 9,36,304 10,22,958
Raw Material Cost 5,49,750 6,02,542 6,58,474 7,13,130
Employee Cost 28,338 32,549 43,358 51,640
Other Exp 99,915 1,16,340 1,11,114 1,17,572
EBITDA 1,20,615 1,09,993 1,23,958 1,41,215
EBITDA Margin(%) 15.4 13.2 13.7 14.3
Other Income 20,455 25,610 25,610 25,610
Depreciation 27,579 30,189 28,284 30,784
EBIT 1,13,491 1,05,414 1,21,284 1,36,041
EBIT Margin(%) 14.5 12.7 13.4 13.8
Interest 3457 758 1200 1300
PBT 1,10,034 1,04,656 1,20,084 1,34,741
PBT Margin(%) 14.1 12.6 13.3 13.7
Tax 32,816 29,650 34,824 40,422
PAT 77,218 75,006 85,260 94,318
PAT Margins (%) 9.9 9.0 9.4 9.6
Minority interest 0 0 0 0
Exceptional items 0 0 0 0
Adj PAT 77,218 75,006 85,260 94,318
Adj PAT Margins (%) 9.9 9.0 9.4 9.6
Key Ratios

YE Mar (% mn) FY 18 FY 19 FY20E FY21E
Per Share Data ()

Adj. EPS 255.7 248.4 282.3 312.3
CEPS 347.0 348.3 376.0 414.2
BVPS 1382.7 1527.9 1674.7 1838.8
DPS 94.4 109.4 1243 137.5
Growth Ratios(%)

Total revenues 16.7 6.3 8.9 9.1
EBITDA 16.5 -8.8 12.7 13.9
PAT 5.2 -2.9 13.7 10.6
EPS Growth 5.2 -2.9 13.7 10.6
Valuation Ratios (X)

PE 26.6 27.4 24.1 21.8
P/CEPS 19.6 19.5 18.1 16.4
P/BV 49 4.5 4.1 3.7
EV/EBITDA 17.0 18.7 16.6 14.5
Operating Ratios (Days)

Inventory days 21.0 20.1 22.0 17.0
Recievable Days 6.8 7.0 7.5 8.0
Payables day 0.5 0.7 0.7 2.4
Net Debt/Equity (x) 0.00 0.00 0.00 0.00
Profitability Ratios (%)

ROCE 16.5 11.1 13.2 14.6
ROE 18.5 16.3 16.9 17.0
Dividend payout 36.9 44.0 44.0 44.0
Dividend yield 1.4 1.6 1.8 2.0

Balance sheet

Maruti Suzuki (MSIL)

YE Mar (X mn) FY 18 FY 19 FY 20E FY 21E
Equity and Liabilities

Equity Share Capital 1,510 1,510 1,510 1,510
Reserves & Surplus 4,16,063 4,59,905 5,04,236 5,53,809
Total Networth 417,573  4,61,415 505746 555,319
Net Deferred Tax 5,589 5,640 5,640 5,640
Other long term liabilities 15,853 20,365 20,365 20,365
Long term provisions 265 395 395 395
Current Liab & Prov

Short term borrowings 1,108 1,496 1,696 1,896
Other current liabilities 42,743 37,433 37,433 37,433
Trade payables 1,04,259 96,330 86,714 81,120
Total provisions 6,311 6,244 6,244 6,244
Total Equity & Liabilities 5,93,701 6,29,318 6,64,233 7,08,412
Assets

Net block 1,30,473 1,49,567 1,47,000 1,41,216
Capital WIP 21,259 16,001 26,001 41,001
Intangible Assets 3,117 4,511 4,511 4,511
Non current Investments 3,40,729 3,14,695 3,39,695 3,64,695
Other non current assets 326 340 340 340
Total fixed assets

Current investments 12,173 50,455 50,455 50,455
Cash and Bank 711 1,789 2,364 5,982
Inventories 31,608 33,257 39,689 42,983
Trade receivables 14,618 23,104 18,582 21,632
Loan, Advances & others 30 160 160 160
Other current assets 20,074 14,851 14,851 14,851
Total current Assets 79,214 1,23,616 1,26,101 1,36,063
Total Assets 5,93,701 6,29,318 6,64,233 7,08,412
Cash Flow

YE Mar (X mn) FY 18 FY 19P FY 20E FY 21E
PBT 1,11,669 1,04,656 1,20,084 1,34,741
Depreciation 27,598 30,189 28,284 30,784
Interest 3,458 758 1,200 1,300
Chng in working capital 28,058 -18,348 -11,525 -11,939
Tax paid -30,550  -29,650  -34,824  -40,422
Cash flow from operations (a) 1,17,869 68,161 1,22,424 1,14,463
Capital expenditure -38,918 -24,742 -55,000 -40,000
Chng in investments -45,046 -12,248 -25,000 -25,000
Other investing activities 947 -2,733 -4,895 -4,974
(Inc)/dec inIntangible assets 69 -1,394 0 0
(Inc)/dec in Other non curr assets 200 -2,017 -4,895 -4,974
Cash flow from investing (b) -83,017  -39,723  -84,895 -69,974
Free cash flow (a+b) 34,852 28,438 37,529 44,489
Inc/dec in borrowings 1,108 5,030 200 200
Dividend paid (incl. tax) -27,268 -31,608 -35,928 -39,746
Other financing activities -8,262 -758 -1,200 -1,300
Cash flow from financing (c) -34,422 -27,336 -36,928 -40,846
Net chng in cash (a+b+c) 430 1,102 601 3,644
Closing cash & cash equiv. 711 1,788 2,364 5,982
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Maruti Suzuki (MSIL)

DISCLAIMERS AND DISCLOSURES

LKP Sec. Itd. (CIN-L67120MH1994PLC080039, www. Lkpsec.com) and its affiliates are a full-fledged, brokerage and financing group. LKP was established in 1992 and is one of
India's leading brokerage and distribution house. LKP is a corporate trading member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited(NSE), MCX
Stock Exchange Limited (MCX-SX).LKP along with its subsidiaries offers the most comprehensive avenues for investments and is engaged in the businesses including stock broking
(Institutional and retail), merchant banking, commodity broking, depository participant, insurance broking and services rendered in connection with distribution of primary market

issues and financial products like mutual funds etc.

LKP hereby declares that it has not defaulted with any stock exchange nor its activities were suspended by any stock exchange with whom it is registered in last five years. However,
SEBI and Stock Exchanges have conducted the routine inspection and based on their observations have issued advice letters or levied minor penalty on LKP for certain operational
deviations in ordinary/routine course of business. LKP has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has its certificate of

registration been cancelled by SEBI at any point of time.

LKP offers research services to clients. The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject
company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views

expressed in this report.

Other disclosures by LKP and its Research Analyst under SEBI (Research Analyst) Regulations, 2014 with reference to the subject company(s) covered in this report-:
Research Analyst or his/her relative’s financial interest in the subject company. (NO)

LKP or its associates may have financial interest in the subject company.

LKP or its associates and Research Analyst or his/her relative’s does not have any material conflict of interest in the subject company. The research Analyst or research entity (LKP)

has not been engaged in market making activity for the subject company.

LKP or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication

of Research Report.

Research Analyst or his/her relatives have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date

of publication of Research Report: (NO)

LKP or its associates may have received any compensation including for investment banking or merchant banking or brokerage services from the subject company in the past 12

months.

LKP 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.
LKP or its associates may have received any compensation or other benefits from the Subject Company or third party in connection with the research report.

Subject Company may have been client of LKP or its associates during twelve months preceding the date of distribution of the research report and LKP may have co-managed public

offering of securities for the subject company in the past twelve months.
Research Analyst has served as officer, director or employee of the subject company: (NO)

LKP and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. Our salespeople, traders, and other
professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our

proprietary trading and investing businesses may make investment decisions that may be 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 including but not
limited to those stated herein. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided
herein. This report is not directed to, 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 or regulation or which would subject LKP or its group companies to any registration or
licensing requirement within such jurisdiction. Specifically, this document does not constitute an offer to or solicitation to any U.S. person for the purchase or sale of any financial

instrument or as an official confirmation of any transaction to any U.S. person.

Unless otherwise stated, this message should not be construed as official confirmation of any transaction. No part of this document may be distributed in Canada or used by private

customers in United Kingdom.

All trademarks, service marks and logos used in this report are trademarks or registered trademarks of LKP or its Group Companies. The information contained herein is not
intended for publication or distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying of this communication is
prohibited unless otherwise expressly authorized. Please ensure that you have read “Risk Disclosure Document for Capital Market and Derivatives Segments” as prescribed by
Securities and Exchange Board of India before investing in Indian Securities Market. In so far as this report includes current or historic information, it is believed to be reliable,

although its accuracy and completeness cannot be guaranteed.

All material presented in this report, unless specifically indicated otherwise, is under copyright to LKP. None of the material, nor its content, nor any copy of it, may be altered in

any way, transmitted to, copied or distributed to any other party, without the prior express written permission of LKP.
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