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Introducing model portfolio — Auto MOdel Portfolio

M del Portfolio

2020 has been year of a high
volatility with indices
swinging from depth of
extreme pessimism to sharp
recovery in short span of
time. Stock selection, in such
challenging and ever-
changing times assumes
even greater importance. In
this context, we are
launching a new initiative —
MOdel Portfolio! Through
this, we shall attempt to
present our relative
preference in various sectors
and discuss sector portfolio
related nuances in greater
and granular details.

MOFSL Auto MOdel Portfolio

Cos MOFSL OW vs NSE
Wt (%) Auto Index
MSIL 19 -4.8
MM 23 6.4
BJAUT 7 -4.0
HMCL 13 3.1
EIM 6 -2.4
TTMT 8 2.1
MSS 5 1.6
BHFC 0 -2.8
TVSL 0 -2.4
AMRIJ 0 -1.7
ESC 0 0.0
ENDU 2 2.0

Overweight on plays on rural markets and global PVs

The divergent stock performance vis-a-vis the NSE Auto Index highlights the need for an
active stock selection strategy, especially considering the numerous sub-segments within
Auto with highly varied driving forces. In this endeavor, we introduce the MOFSL Auto
MOdel Portfolio with the objective of optimizing sectors’ risk-adjusted returns through a
holistic approach to sector positioning. We have an Overweight stance on Auto as we
believe we are just at the start of the recovery cycle following the last two years of
unprecedented weakness. With a good performance post the restart, we prefer companies
with higher visibility on volume growth, external as well as internal drivers for earnings,
and reasonable valuations. In our 1st edition of MOFSL Auto MOdel Portfolio, we start
with an Overweight stance on plays on the rural economy (MM, HMCL) and global PV
segment (TTMT, MSS). We are Underweight on India PV (MSIL) and 2W (underweight
BJAUT, EIM, TVSL).

Auto outperforms Nifty 50 in FY21YTD, driven by a handful of stocks

m The Auto sector (NSE Auto Index) has outperformed Nifty sharply in FY21YTD by
~31%. This is attributable to sharper-than-expected demand recovery post the
lifting of the lockdown and the strengthening of the rural market narrative on
the back of a normal monsoon season. The NSE Auto Index has delivered ~91%
return in FY21YTD, against Nifty 50, which delivered ~57% returns.

m  However, further analysis of this outperformance indicates even stronger
performances from a handful of stocks — TTMT (+75% outperformance over NSE
Auto Index), MM (+74%), MSS (+65%), and APTY (+46%).

m This divergence in performance among select stocks v/s the NSE Auto Index
highlights the need for an active stock selection strategy. This is especially true
considering the numerous sub-segments within Auto with highly varied driving
forces.

Auto has sub-segments with very different drivers

m Unlike many other sectors, the Auto sector offers a varied play on different sub-
segments with different underlying characteristics and critical success factors
(CSFs).

m The Auto sector has at least 6—7 sub-segments, which provides the opportunity
to cherry-pick stocks based on the prevailing outlook for the sub-segments.

B Sub-segments have different CSFs due to different end-customer profiles and
markets, implying a varying impact from any macro parameters. For example,
even B2C businesses, such as 2W and PV, have different drivers and at times see
an opposite impact for the same variable (for e.g., a depreciating INR is a
negative for PV, whereas it is a positive for 2W).
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Auto MOdel Portfolio aimed at actively capturing dynamism of the sector

Considering the multiple sub-segments, varying critical success factors, and
resultant substantial divergence in stock performances, we see the opportunity
to generate alpha by actively capturing the dynamism of the sector.

In this endeavor, we introduce the MOFSL Auto MOdel Portfolio with the
objective of optimizing sectors’ risk-adjusted returns and generating alpha vis-a-
vis the NSE Auto Index. We aim to achieve this objective through a holistic
approach to sector positioning, without missing out on less-popular stocks.

For the purpose of sector model portfolio construction, we place all the key
stocks in six buckets: a) 2W, b) PV, c) Tractor, d) CV, e) B2C Auto Comps and f)
B2B Auto Comps. Within each of these buckets, we further place the stocks as
plays on the local or global markets.

Post these classifications, we evaluate each bucket on: a) near- and medium-
term demand trends, b) competitive intensity, c) commaodity price trends, d)
profitability trajectory, e) changes in financial gearing, and f) relative valuations.

Recovery underway, after six/eight quarters of volume/margin decline

During the festive season (32 days from Navaratri to Diwali), retail recovery
continued with 2Ws witnessing a mid-single digit decline, PVs clocked 10-13%
growth and Tractors grew at 12-15% (supply constrains). Sustenance of demand
momentum after the festive season is the critical and biggest monitorable.

We expect demand recovery to sustain across segments and estimate volumes
to grow (on a low base) in FY22E for 2Ws (19%), PVs (~25%), CVs (~30%) and
Tractors (10-11%).

EBITDA margins are expected to improve to 13.5% by FY23E (v/s 10.5% in FY20
and 12.7% in FY19) as the benefits of price increases, lower discounts, cost
cutting initiatives and operating leverage would be diluted by commodity cost
pressures.

With a likely pick-up in volumes (higher asset turns), margin improvement and
lower capex intensity, we expect a sharp improvement in FCF generation over
FY21-23E. For our Auto OEMs (ex-JLR) universe, FCF conversion (% of PAT) is
estimated to be at 100-125% over FY21-23E (as against 20% in FY20 and 33% in
FY19).

Analysis of past cycles suggests that valuations expand as cyclical recovery
sustains, laying a foundation for the next upcycle. Current valuations largely
reflect an early to mid-cycle recovery, with scope for further expansion if
volume expansion sustains.

1* edition of Auto MOdel Portfolio — Overweight on rural and global PV

We have an Overweight stance on Auto as we believe we are just at the start of
the recovery cycle following the last two years of unprecedented weakness.
With a good performance post the restart, we prefer companies with higher
visibility on volume growth, external as well as internal drivers for earnings, and
reasonable valuations.

In our 1st edition of MOFSL Auto MOdel Portfolio, we start with an Overweight
stance on plays on the rural economy and global PV segment. Our positive
stance on the rural economy is driven by strong Agri indicators, a lower impact
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from the pandemic in the rural & semi-urban markets, and relatively higher
support from the government. Global PV would recover faster owing to
significant and timely stimulus for the overall economy in general and PVs in
particular (in the EU and China). Also, both of our global PV plays (TTMT and
MSS) have company-specific drivers for earnings.

We are Overweight on MM (+6.4pp) as we see good traction in the Tractor and
LCV businesses as well as a possible upside from the focus on capital allocation.
Also, we are Overweight on HMCL (+4pp) as a play on rural, with the best
positioning in 2W in the rural markets.

In global PV, we are Overweight on TTMT (+2pp) and MSS (+1.6pp) as both
companies have company-specific drivers for faster growth. Lastly, Endurance
(+2%) stance is on account of it being best proxy on 2Ws along with a play on
the EU PV cycle recovery.

We are Underweight on India PV (MSIL) due to valuations largely reflecting
expected recovery, albeit with some risks in terms of demand, market share,
and margins. We are Underweight on BJAUT and TVSL’s due to their more
urban-centric portfolio, risk related to the reduction of export incentives, and
the risk of electrification in Scooters and 3W.

Valuation and view

After witnessing a severe impact from the COVID-19 pandemic, demand is
returning at a pace faster than originally expected. This has led to supply-side
constraints across segments as supply chain normalization took longer. We
expect demand momentum to sustain in the foreseeable future, driven by
normalization of supply side factors (finance, supply chain, systemic inventory
etc) as well as improving rural markets and recovery in urban markets.

In our estimates, we build in strong recovery in 2HFY21 and beyond. For
2HFY21/FY22, we estimate growth for 2W at 23%/20%, PV at 21%/26%, CV at
33%/30%, and Tractor at 27%/11%.

Auto stocks have outperformed NIFTY 50 by ~19pp since the lifting of the
lockdown (4™ May), driven by faster demand recovery as well as a normal
monsoon season. Considering such sharp outperformance, we would focus on
companies with lower risk to demand, lower competitive intensity, company-
specific growth drivers, and strong balance sheets.

MM and HMCL are our top OEM picks. In the auto component, we prefer ENDU
and MSS.

MM’s overweight stance is driven by faster recovery in the core businesses
(tractor, LCVs and SUVs), the focus on tightening capital allocation could act as a
re-rating catalyst. Hence, we see twin levers of EPS growth and re-rating.
Maintain Buy with a TP of INR830/share (Dec’22E SoTP).

ENDU strong positioning in the 2W segment makes its the best proxy to play the
India 2W opportunity, with good scope for content increase led by technology.
Maintain Buy with TP of INR1,390 (25x Dec-22E consol. EPS).
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Exhibit 1: MOFSL Auto MOdel Portfolio is Overweis

ght on rural and global PV plays

Dec-20
Companies Segments Weights (%)
NSE Auto MOFSL Auto ow/(uw)

Maruti Suzuki OEMs- 4W 23.8 19

M &M OEMs - Tractors 16.6 23

Bajaj Auto OEMs - 2W 11.0 7

Hero MotoCorp OEMs - 2W 99 13

Eicher Motors OEMs - 2W 8.4 6 -2.4
Tata Motors OEMs - Global 5.9 8 2.1
MRF Ancs-B2C-India 3.7 0 -3.7
Motherson Sumi Ancs-B2B-Global 3.4 5 1.6
Bosch Ancs-B2B-India 3.2 5 1.8
Balkrishna Inds Ancs-B2C-Global 3.1 4 0.9
Bharat Forge Ancs-B2B-Global 2.8 0 2.8
TVS Motor Co. OEMs - 2W 2.4 0 2.4
Exide Inds. Ancs-B2C-India 2.1 3 0.9
Ashok Leyland OEMs - CVs 2.1 3 0.9
Amara Raja Batt. Ancs-B2C-India 1.7 0 -1.7
Escorts OEMs - Tractors 0.0 0 0.0
Endurance Technologies Ancs-B2B-Global 0.0 2 2.0
Cash 0.0 0 0.0
Total 100.0 100.0 0.0
Large-caps 85.9 86 0.1
Mid-caps 14.1 12 -2.1
Small-caps 0.0 0 0.0

Source: MOFSL

Exhibit 2: MOSFL Auto MOdel Portfolio is overweight on rural and global PVs

NSE Auto

MOFSL Auto

m OEMs - 2Ws

m OEMs - 4W

= OEMs - Tractors
m OEMs - CVs

= OEMs - Global

= Ancs-B2C

= Ancs-B2B-India
m Ancs-B2B-Global

Source: Bloomberg, MOFSL
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Exhibit 4: Catalysts for the stocks

Exhibit 3: Strong performance by many Auto stocks in FY21YTD
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Exhibit 5: Key operating indicators
Vol/Rev Gr (%) EBITDA ins (%) () (%)

FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E

Auto OEM's

Bajaj Auto -8.1 -12.5 22.5 17.0 17.4 18.2 187.4 157.2 197.9 26.0 21.8 24.9
Hero MotoCorp -18.8 -5.9 17.2 13.7 12.9 14.2 153.0 147.1 190.9 22.6 20.4 24.9
TVS Motor -16.6 -9.6 22.2 8.2 7.9 9.7 13.0 9.8 19.9 17.7 12.4 22.3
Eicher Motors -15.8 -9.2 25.0 24.0 21.6 25.5 66.9 54.0 85.6 19.3 14.0 19.5
Maruti Suzuki -16.1 -9.6 25.8 9.7 9.2 12.1 188.0 171.4 273.8 11.7 10.0 14.2
M&M -17.2 -5.2 14.7 14.2 15.1 14.8 30.0 324 38.8 9.7 9.9 11.1
Tata Motors -35.3 -3.5 32.8 9.2 10.9 13.3 -25.3 -14.8 11.7 -25.3 -14.8 11.7
Ashok Leyland -36.5 -12.3 39.8 6.7 6.0 10.1 1.2 0.4 3.7 4.4 1.5 14.0
Escorts -10.8 17.0 8.0 11.4 16.0 15.1 54.0 78.6 85.3 16.6 19.8 16.2
Auto Ancillaries

Bharat Forge -20.6 -14.3 22.1 13.5 11.1 17.1 9.2 43 15.3 8.1 3.8 12.5
Exide Industries -6.9 -4.0 16.7 13.8 13.2 13.9 9.9 8.1 10.6 13.4 10.3 12.4
Amara Raja 0.7 2.2 14.6 16.1 16.2 15.9 38.7 37.2 423 18.9 16.5 16.7
BOSCH -18.6 -6.1 15.5 15.1 10.9 14.2 418.8 301.6 429.7 13.4 9.4 12.6
Endurance Tech -8.4 -8.3 21.2 15.9 15.6 17.2 38.0 32.3 48.7 19.2 14.4 19.2
Motherson Sumi 0.0 -6.7 18.5 8.2 7.7 10.6 3.7 1.7 5.9 10.5 4.8 15.2
Mabhindra CIE -1.5 -23.1 23.7 12.2 8.4 12.4 9.4 3.2 10.8 8.0 2.6 8.2
CEAT -2.9 4.9 15.0 10.7 12.6 13.1 57.1 86.9 97.0 8.1 11.5 11.7

Exhibit 6: Comparative valuations

FY22 Yield | EPS CAGR

Rating Mcap CMP TP P/E (x) EV/EBITDA (x) PB (x) ) )
(INRb) (INR) (INR) | FY21E FY22E | FY21E FY22E | FY21E FY22E | Div FCF | FY20-22E

Auto OEM's
Bajaj Auto Neutral 961 3,320 3,300 16.8 15.5 11.5 10.3 3.9 3.5 2.6 6.1 4.5
Hero MotoCorp Buy 635 3,174 3,700 16.6 15.3 10.3 9.2 4.0 3.7 3.8 6.3 10.8
TVS Motor Neutral 243 511 445 25.7 20.3 13.6 11.2 5.3 4.4 0.9 4.9 24.6
Eicher Motors Buy 699 2,561 2,670 29.9 24.2 23.3 19.4 5.4 4.6 0.6 3.8 16.5
Maruti Suzuki Buy 2,338 7,740 7,850 28.6 24.0 19.0 15.6 4.1 3.7 1.3 2.8 20.1
M&M Buy 897 752 835 19.4 16.9 12.8 11.4 1.1 1.0 1.3 6.5 14.1
Tata Motors Buy 660 184 230 15.7 7.0 3.0 2.1 1.1 0.9 0.0 239 LTP
Ashok Leyland Buy 279 95 101 25.8 17.9 12.8 9.6 3.5 3.1 2.1 8.0 65.7
Escorts Neutral 171 1,398 1,350 16.4 14.7 12.8 12.8 2.5 2.1 0.3 4.4 32.9
Auto Ancillaries
Bharat Forge Buy 256 549 565 35.8 25.4 19.3 14.6 4.3 3.9 1.1 4.5 32.8
Exide Industries Buy 160 189 193 17.8 15.6 9.8 8.5 2.2 2.0 1.7 5.5 6.8
Amara Raja Neutral 157 919 800 21.7 19.6 12.0 10.6 3.4 3.1 1.4 3.1 6.5
BOSCH Neutral 396 13,434 13,500  31.3 27.0 23.7 19.1 3.7 3.4 0.8 2.3 6.0
Endurance Tech Buy 163 1,161 1,330 23.8 20.1 11.7 9.7 4.3 3.7 1.2 4.0 15.0
Motherson Sumi Buy 502 159 160 26.9 21.0 7.0 5.6 3.9 3.4 1.3 7.4 26.8
Mabhindra CIE Buy 61 161 165 14.9 12.0 7.7 6.3 1.2 1.1 0.0 6.8 19.0
CEAT Buy 46 1,145 1,317 11.8 10.1 6.4 5.5 1.3 1.2 1.0 8.4 41.2

Source: Company, MOFSL
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Exhibit 7: Trend in FY22 consensus EPS movement over last 12 months
FY22E EPS INR as on date

Mar-20 Jun-20
Ashok Leyland 5.1 4.8 4.5 3.2 4.4
Amara Raja 39.3 44.4 45.5 43.1 47.2
Apollo Tyres 18.1 17.1 15.7 9.4 12.9
Bharat Forge 25.3 24.8 21.2 15.4 19.7
Bajaj Auto 183.9 196.9 200.8 184.5 201.4
Bosch 577.1 585.0 537.4 462.2 508.9
CEAT 68.7 65.0 79.0 70.9 90.5
Eicher Motors 90.9 100.1 99.4 84.9 97.0
Endurance Tech. 50.9 56.4 51.2 44.7 52.2
Escorts 54.4 60.7 71.3 63.6 80.2
Exide Inds. 12.0 12.5 12.3 10.8 11.2
Hero Motocorp 188.4 195.7 183.6 171.5 191.2
M&M 39.9 41.2 38.1 333 40.0
Mabhindra CIE 17.5 16.0 15.0 10.2 12.7
MRF 3864.3 4058.9 3558.9 3633.3
Maruti Suzuki 265.7 261.5 292.3 252.0 255.6
Motherson Sumi 7.0 7.7 7.4 5.9 7.8
Tata Motors 15.6 17.5 21.4 5.6 13.7
TVS Motor 19.3 20.3 20.3 15.5 19.0

Source: Bloomber, MOFSL

Exhibit 8: Trend in Buy rating over last 12 months (Buy rating as % of total rating)
Buy ratings (% of total ratings)

Mar-20 Jun-20
Ashok Leyland 44.9 429 47.8 50.0 72.1
Amara Raja 65.2 63.6 54.5 59.1 73.9
Apollo Tyres 70.4 66.7 69.2 54.5 73.9
Bharat Forge 433 36.7 41.9 37.5 37.9
Bajaj Auto 32.7 35.2 60.4 54.7 58.8
Bosch 111 111 22.2 111 14.3
CEAT 36.0 32.0 36.0 59.1 54.5
Eicher Motors 30.2 333 45.5 54.3 48.9
Endurance Tech. 66.7 60.0 69.2 69.2 76.5
Escorts 61.1 63.2 84.2 86.4 85.2
Exide Inds. 70.4 81.5 88.5 64.0 83.3
Hero Motocorp 48.0 42.0 64.0 66.7 58.8
M & M 80.0 82.2 83.7 85.4 90.2
Mahindra CIE 100.0 100.0 90.9 90.0 90.0
MRF 77.8 60.0 60.0 62.5 70.0
Maruti Suzuki 56.6 51.9 60.0 67.3 64.0
Motherson Sumi 75.8 74.3 69.4 72.2 74.2
Tata Motors 40.5 52.6 55.3 48.6 51.5
TVS Motor 25.0 27.3 25.6 18.6 26.8

Source: Bloomberg, MOFSL
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Exhibit 9: Shareholding pattern (%)

Company Promoters Public
Sep’l9 Sep’20

AL 51.1 51.1 11.0 17.5 18.8 15.3 19.1 16.1
AMRIJ 28.1 28.1 13.9 14.7 17.3 18.6 40.8 38.6
APTY 40.9 41.75 19.3 17.4 23.7 20.0 16.1 20.8
BHFC 45.8 45.8 13.5 11.8 19.0 21.9 21.7 20.5
BJAUT 53.5 53.7 8.6 10.4 14.6 13.6 23.3 22.3
BOS 70.5 70.5 13.2 14.2 7.4 6.7 8.8 8.6
CEAT 51.1 46.8 5.7 16.2 25.1 23.7 18.2 13.3
EIM 49.3 49.3 4.8 10.1 33.2 28.2 12.7 12.5
ENDU 75.0 75.0 5.7 11.9 16.4 11.6 2.9 1.5
ESC 40.3 36.6 5.5 8.5 229 23.8 31.3 31.1
EXID 46.0 46.0 24.7 23.1 8.9 9.8 20.4 21.1
HMCL 34.6 34.8 18.6 22.9 35.2 33.3 11.6 9.1
MM 18.9 18.9 23.1 29.9 41.9 41.1 16.1 10.2
MACA 67.7 71.6 7.1 3.4 10.3 14.5 14.9 10.6
MRF 27.7 27.9 14.9 18.16 6.5 7.4 50.8 46.5
MSIL 56.2 56.4 13.5 16.8 23.2 21.9 7.2 5.0
MSS 61.7 61.7 11.1 13.6 16.4 16.0 10.9 8.7
TTMT 38.4 42.4 16.0 13.2 19.5 15.8 26.1 28.6
TVSL 57.4 57.4 16.4 21.9 15.7 10.6 10.5 10.1

Source: Company, MOFSL
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