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Overall demand to record a growth of 12-14% in fiscal 2019 on back of healthy OEM sales and exports

Overall domestic auto-component production grew at 7% in fiscal 2017

In fiscal 2017, overall automotive component industry has grown moderately on account of slower growth in
replacement market due to demonetization, however healthy offtake from OEM (Original Equipment
Manufacturer), and revival in exports due to the recovery in global economy had driven the growth.

Overall domestic auto component production to grow at 11-13% in fiscal 2018

In fiscal 2018, we estimate that the OEM offtake has increased at healthy pace of 13-15% on account of expected
growth in the two-wheeler due to improving rural sentiment; PV (passenger vehicle) due to increasing
affordability, easier access to finance and various new model launches and in CV (commercial vehicle) space due
to improvement in freight demand from sectors such as infrastructure.

Exports is estimated to record a growth of 7-9% on account of improvement in global economy such as USA, stable
growth in European countries and higher exports to emerging nations such as SAARC (South Asian Association for
Regional Cooperation) countries.

From April 1%, 2017 BS IV was implemented. The transition from BS Ill to BS IV led to the higher average realisation
particularly for the commercial vehicle component manufacturer.

Overall auto component production to grow at 12-14% in fiscal 2019 supported by better growth in the domestic

market and a healthy growth in exports

We expect the industry to grow on the back of higher domestic demand across the vehicle segments over a high
base of fiscal 2018. Higher demand is expected to be seen from CV segment because of the Government push
towards end use segments such as infrastructure, support from Government in the form of MSP (Minimum
Support Price) to aid the profitability of the farmers and boost tractor demand.

Exports is expected to register a growth of 8-10% in fiscal 2019 due to improvement in Global scenario. Growth
will be seen from countries such as USA and Euro zone. However, issues on global trade by Trump Administration
remains a key monitorable. Our other export partners, such as Latin American and countries like Brazil are
expected to recover from recession. Crude oil price is expected to move north which signals improvement in
Middle east economy.

Uptick in exports from fiscal 2018

Segments 201516 201617 201718 E 201819 P
OEM 7% 8.6% 13-15%  14-16%
Replacement 8% 7.5% 7-9% 7-9%
Exports 4% 1.0% 7-9% 8-10%
Imports 8% 3.0% B-8% 7-9%

Source: CRISIL Research
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EBITDA margin to decline marginally by 40 bps in FY 2018 and remain stable in FY 2019

Prices of raw materials of automotive component manufacturers bottomed out in fiscal 2016 and began to rise in fiscal
2017, putting pressure on EBITDA (earnings before interest, tax, depreciation and amortization) margins. The auto raw
material index rose from the second quarter of fiscal 2017 - leaving the year with a ~13% rise. We project the raw material
index to increase further by 7-9% in fiscal 2018. We estimate margins to slightly decline by about 40 bps on-year to 13.5%
by the end of fiscal 2018 for a sample set of 107 companies (representing 35% of the industry). Further in fiscal 2019, we
expect the raw material index to grow marginally by 0-2%, thereby the operating margin to remain stable at 13.5% due to

cost optimization techniques adopted by the players.

Capital expenditure to pick up in view of regulations and uptick in demand

In fiscal 2018, auto component players are estimated to have incurred a higher capex on account of Bharat Stage VI (BS-
V1) norms which are to be implemented from fiscal 2021. Many players are also investing in new technology on the
possibility of hybrid and electric vehicles hitting the ground soon. However, due to healthy outlook on the cash flow, we
expect the debt protection metric to remain comfortable.

Healthy credit quality with improving cash accrual

Auto-component players have healthy credit quality metrics because of better operating efficiency and higher sales.
During the past year, ratings for 37 companies were upgraded, whereas ratings for 26 companies were downgraded,
with total outstanding amount of Rs 268 billion. Upgrades were due to the robust cash accrual, led by cost optimization
efforts, moderate capex, prudent working capital management, and steady accretion to reserves. Operating profitability
improved, driven by healthy demand, and triggered healthy cash generation. Companies with superior technical know-
how and those well-positioned to take advantage of the business opportunities presented by the changing regulatory

environment, have seen upgrades as they began to significantly scale up the volume.

Over the medium term, we believe automotive-component firms will have to make additional investments to upgrade
their technology to meet the changing dynamics of the auto industry. Steady margins and higher turnover will maintain
healthy returns despite higher capex spending. Healthy balance sheets and better cash flows will provide the necessary

cushion to absorb higher capex requirement, without denting key credit metrics.

Long-term prospects remain robust

Long-term prospects are better than near-term numbers

e We expect domestic auto-component production to grow at a CAGR of 11-13% to ~Rs 4,717 billion between fiscal
2017 and fiscal 2022. In the long run, OEM demand is expected to grow at 11-13%, exports will grow at 10-12%.
e Higher realisation is expected across vehicle segments over the long term, as regulatory norms raise the cost

of components.
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Higher cost of vehicles due to BS-VI implementation is expected to lower automobile demand and lead to
temporal slowdown in component offtake in fiscal 2021, as prices are expected to rise sharply.

Prospects of the auto-component industry will be guided by changes in products (a reduction in the weight of
vehicles, by replacing metals with plastics and increasing electronic content) and regulations (emission and safety
norms). Emerging technologies, such as automated manual transmissions, anti-lock braking systems, electronic
control units/sensors, and advance engine designs hold immense medium-term growth potential. Requirement

for safety systems such as lane assistance, distance control, and vehicle-to-vehicle communication is also rising.

Long term prospects remain healthy

Segments FY 2012 to FY 2017 FY 2017 to FY 2022
OEM 5% 12-14%
Replacement 7% 6-8%
Exports 7% 10-12%
Imports 6% 6-8%

Source: CRISIL Research

Exports will record a 10-12% CAGR between fiscal 2017 and fiscal 2022, as India serves as a hub for global OEMs
to cater to the underlying markets. The rise will be higher than over the past five years exports growth because of
India being positioned as a low-cost country.

Auto-component imports (of which over 70% are estimated to cater to replacements) are forecast to expand at
6-8% CAGR between fiscal 2017 and fiscal 2022. Government in the recent budget of fiscal 2019 have raised
custom duty on various components such as engine parts, electrical parts, steering and suspension parts. This will

further boost the localization of the components.
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About CRISIL Limited

CRISIL is a leading, agile and innovative global analytics company driven by its mission of making markets function better.

It is India’s foremost provider of ratings, data, research, analytics and solutions, with a strong track record of growth,

culture of innovation and global footprint.

It has delivered independent opinions, actionable insights, and efficient solutions to over 100,000 customers.

It is majority owned by S&P Global Inc, a leading provider of transparent and independent ratings, benchmarks, analytics

and data to the capital and commodity markets worldwide.
About CRISIL Research

CRISIL Research is India's largest independent integrated research house. We provide insights, opinion and analysis on the
Indian economy, industry, capital markets and companies. We also conduct training programs to financial sector
professionals on a wide array of technical issues. We are India's most credible provider of economy and industry research.
Our industry research covers 86 sectors and is known for its rich insights and perspectives. Our analysis is supported by
inputs from our large network sources, including industry experts, industry associations and trade channels. We play a key
role in India's fixed income markets. We are the largest provider of valuation of fixed income securities to the mutual fund,
insurance and banking industries in the country. We are also the sole provider of debt and hybrid indices to India's mutual
fund and life insurance industries. We pioneered independent equity research in India, and are today the country's largest
independent equity research house. Our defining trait is the ability to convert information and data into expert judgments
and forecasts with complete objectivity. We leverage our deep understanding of the macro-economy and our extensive
sector coverage to provide unique insights on micro-macro and cross-sectoral linkages. Our talent pool comprises

economists, sector experts, company analysts and information management specialists
CRISIL Privacy Notice

CRISIL respects your privacy. We use your contact information, such as your name, address, and email id, to fulfil your
request and service your account and to provide you with additional information from CRISIL and other parts of S&P Global

Inc. and its subsidiaries (collectively, the “Company”) you may find of interest.

For further information, or to let us know your preferences with respect to receiving marketing materials, please visit

http://www.crisil.com/privacy. You can view the Company’s Customer Privacy at https://www.spglobal.com/privacy.
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Disclaimer

CRISIL Research, a division of CRISIL Limited (CRISIL) has taken due care and caution in preparing this Report based on the
information obtained by CRISIL from sources which it considers reliable (Data). However, CRISIL does not guarantee the
accuracy, adequacy or completeness of the Data / Report and is not responsible for any errors or omissions or for the
results obtained from the use of Data / Report. This Report is not a recommendation to invest / disinvest in any company
covered in the Report. CRISIL especially states that it has no financial liability whatsoever to the subscribers/ users/
transmitters/ distributors of this Report. CRISIL Research operates independently of, and does not have access to
information obtained by CRISIL’s Ratings Division / CRISIL Risk and Infrastructure Solutions Limited (CRIS), which may, in
their regular operations, obtain information of a confidential nature. The views expressed in this Report are that of CRISIL
Research and not of CRISIL’s Ratings Division / CRIS. No part of this Report may be published / reproduced in any form

without CRISIL’s prior written approval.



