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Navigating the speed bumps 
Our ‘CODEC’ framework to decode diverse dynamics for Auto OEMs 
objectively drives our preferences for tractors > 2Ws/LCV > PVs/M&HCV. 
Our preferred segments, viz. tractors, 2Ws and LCVs are witnessing a) 
demand turning favourable, b) stable competitive intensity, c) better 
earnings growth and d) lower capex intensity, leading to better FCF 
conversion. PVs will continue to see K-shaped recovery, with SUVs 
continuing to drive growth; but it will also have highest competitive and 
capex intensity. M&HCV cycle is at a crossroads with estimates of muted 
volume growth (decline in FY27E) though pricing discipline (till it lasts) 
would drive earnings growth. Prefer OEMs with better segmental outlook, 
company-specific revenue & margin triggers, lower risk of disruptions, 
and reasonable valuations. We initiate coverage on the 9 OEM stocks, 
with preference order among BUYs being MM>EIM>TTMT>AL. 

Demand – diverging trends: 2Ws/LCVs/Tractors to grow fast on a low base 

After witnessing broad-based recovery in demand over the last 2 years driven by 
post-Covid surge, we expect divergent trends in demand over the next 2-3 years. 
In business-as-usual scenario, we expect favourable demand environment for a) 
2Ws (9.8% CAGR, FY24-27E) led by sustained broad-based recovery in domestic 
and exports starting to recover, b) Tractors (6.1% CAGR) led by normal monsoon 
+ benefit of ramp-up in agri machinery, and c) LCVs (6.8% CAGR) led by recovery 
in consumption economy. PV volumes will clock 6.5% CAGR, led by SUVs (9% 
CAGR) but small cars will be muted. M&HCV volumes are estimated to grow the 
slowest with a 3.5% CAGR, with expectation of a volume decline in FY27E, given 
fleet utilizations are low (65-70%) and lower growth in infra spending. 

Profitability: Limited levers for sharp expansion 

Auto OEMs (ex Tractors) would have limited drivers for EBITDA margin expansion 
after witnessing sharp margin improvement over FY21-24 (up to 5.8ppt). We 
expect benefit of mix and operating leverage to be offset by higher RM cost and 
continued losses in EVs restricting margin improvement to ~50bps (FY24-27E). 
The tractor segment would benefit from operating leverage and reduced losses in 
the farm machinery business, resulting in ~110bps expansion (FY24-27E). Thus, 
PAT growth over FY24-27E would be higher for 2Ws and tractors at ~14% CAGR 
vs PVs/CVs at ~11%/5% CAGR. RoCE is expected to remain stable for 2Ws (FY25-
27E) but moderate for other segments (by 60-220bps). 

Disruptions – Tractors least vulnerable, 2W/LCVs most 

India is at an early stage of electrification, which has the potential to disrupt the 
competitive landscape in India. We expect faster penetration of EVs in 2Ws (22.3% 
by FY29E vs 5.3% in FY24), LCVs (21.7% by FY29E vs <1% in FY24), and buses 
(24% by FY29E vs 6.8% in FY24). PVs are estimated to see 9% EV adoption by 
FY29E (vs 2.3% in FY24). However, M&HCV and tractors are expected to see much 
back-ended electrification in the mass volume segment. Apart from disruption due 
to electrification, we see disruption risk from a) CNG 2Ws (Jul-24 launch by 
BJAUT), b) TREM-5 norms for Tractors (leading to up to 20% cost inflation) and c) 
Dedicated Freight Corridor enabling railways to recover share from road. 

Valuations – Growth visibility comes at a premium 

Nifty Auto index delivered 45ppt/86ppt outperformance over the last 1 year/3 
years, resulting in a good re-rating for most OEMs despite imminent risk of EV in 
many segments. In this context, we prefer companies with better segmental 
growth outlook, company-specific revenue and margin triggers, lower risk of 
disruptions, and reasonable relative valuations. We initiate on the 9 Auto OEMs, 
with BUY rating for MM>EIM>TTMT>AL and SELL rating for ESCORTS > TVSL >  
HMCL > BJAUT > MSIL. 
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Trend in volume growth  

Segment FY19-24 FY24-27E 

2W -2.6% 9.8% 

3W -4.8% 10.1% 

PV 3.8% 6.5% 

LCV -0.8% 6.8% 

M&HCV -2.3% 3.5% 

Tractor 2.0% 6.1% 

Source: Industry, Ambit Capital research 

Note: The stock prices and related data is based 
on closing prices of 25th June 2024 
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The Narrative in Charts 
Exhibit 1: We prefer 2Ws, LCVs and Tractors based on our 
‘CODEC’ framework 

Factors 
OEM Segments 

2W PV Tractor LCV M&HCV 

Cycle (C)  4 3 3 3 2 

Opponents (O) 4 3 5 5 3 

Disruption (D) 1 3 4 1 3 

Earnings (E) 4 2 5 3 3 

Cashflows (C)  4 3 5 4 3 

Valuations 3 4 3 4 4 

Aggregate score 3.3 3.0 4.2 3.3 3.0 

Source: Company, Ambit Capital research; On a scale of 5, the higher the 
score, the better it is  

 
Exhibit 2: 2W/3Ws, LCVs to grow faster till FY27E (‘000 units) 
 

Source: Company, Ambit Capital research 

Segment FY19 FY24 FY25E FY26E FY27E 
FY24 

vs 
FY19 

FY24-27E 
CAGR 

2W 24,389 21,433 23,663 26,003 28,374 88% 9.8% 

3W 1,268 992 1,095 1,212 1,325 78% 10.1% 

PV 4,052 4,891 5,165 5,500 5,907 121% 6.5% 

LCV 668 642 681 731 783 96% 6.8% 

M&HCV 439 391 411 452 434 89% 3.5% 

Tractor 872 965 1,013 1,078 1,154 111% 6.1% 

 

Exhibit 3: CV/tractors most consolidated (FY24 market share) 

 

Source: Industry, Ambit Capital research 

 
Exhibit 4: 2Ws, LCVs, and buses to see faster EV penetration 

 

Source: Company, Ambit Capital research 

 

Exhibit 5: 2W volumes, especially for the entry segment, are 
significantly below the FY19 peak  

 

Source: Industry, Ambit Capital research 

 
Exhibit 6: Domestic 2W volumes on a recovery path with FY19 
peak volumes estimated to be crossed in FY27E 

 

Source: Industry, Ambit Capital research 
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Exhibit 7: Hatchback volumes remain below pre-Covid peak 

 

Source: Industry, Ambit Capital research 

 
Exhibit 8: Domestic PV volume growth to moderate 

 

Source: Industry, Ambit Capital research 

 

Exhibit 9: Tractor volumes to clock 6.1% CAGR (FY24-27E) 

 

Source: Industry, Ambit Capital research 

 
Exhibit 10: Farm mechanization is yet to fully play out in India 

  

Source: Industry, Ambit Capital research 

 

Exhibit 11: M&HCV volume growth from the previous peak to 
the new peak is estimated at ~1% CAGR 

 

Source: Industry, Ambit Capital research, * P-P CAGR: Peak to peak volume 
CAGR 

 
Exhibit 12: LCV to witness recovery tracking revival of the 
consumption segment 

 

Source: Industry, Ambit Capital research; * P-P CAGR: Peak to peak volume 
CAGR 
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Exhibit 13: Reverse DCF-based implied growth over FY25-35E 
seems quite high for TVSL and ESCORTS 

 

Source: Company, Ambit Capital research 

 
Exhibit 14: Auto sector allocation: DIIs have been overweight 
since Covid, FIIs are playing catch-up (% of AUM) 

 

Source: Company, Ambit Capital research 

 

Exhibit 15: Key operating Indicators 

Auto OEM's 
Vol/Rev Gr (%) EBITDA Margins (%) EPS (INR) RoCE (%) 

FY24 FY25E FY26E FY27E FY24 FY25E FY26E FY27E FY24 FY25E FY26E FY27E FY24 FY25E FY26E FY27E 

Bajaj Auto  10.8 12.3 12.6 10.5 19.7 19.5 19.6 19.7 276 303 342 381 37.8 39.5 41.0 42.0 

Hero 
MotoCorp 

5.5 8.5 8.6 7.8 14.0 14.1 14.4 14.5 205 226 255 289 30.6 31.0 31.4 31.8 

TVS Motor 13.9 11.4 11.3 10.5 11.1 11.5 12.0 12.1 43.8 52.6 64.1 74.5 33.8 34.4 34.9 33.2 

Eicher Motors 9.3 10.4 11.3 11.5 26.7 27.2 27.8 28.0 146 166 201 230 31.7 30.7 31.3 30.1 

Maruti Suzuki 8.6 6.7 7.9 7.0 11.6 12.3 12.2 12.3 420 477 521 569 20.5 20.6 19.8 19.3 

M&M 9.5 9.9 8.8 9.3 13.1 13.2 13.3 13.4 89 92 105 119 25.8 23.7 23.4 23.3 

Tata Motors 0.3 10.0 7.6 4.0 13.6 13.9 14.4 14.6 85 66 74 79 21.6 21.4 21.3 20.1 

Ashok Leyland 1.3 5.4 9.4 -0.5 12.0 12.8 13.0 12.4 9.1 11.8 13.8 13.2 34.9 39.0 39.9 33.7 

Escorts Kubota -7.2 5.0 8.0 7.0 13.2 13.8 14.1 14.3 95 107 122 137 16.1 16.5 17.0 17.1 

Source: Company, Ambit Capital research 

 

Exhibit 16: Auto OEMS - Comparative valuations 

Auto OEM's Ticker 
CMP TP 

Rating 
P/E (x) EV/EBITDA (x) P/B (x) FY25 Yield (%) EPS CAGR (%) 

FY24-27E (INR) (INR) FY26E FY27E FY26E FY27E FY26E FY27E Div FCF 

Bajaj Auto  BJAUT IN 9,660 9,652 SELL 28.3 25.4 21.5 18.9 9.3 8.5 2.3 2.4 11.3 

Hero MotoCorp HMCL IN 5,510 5,900 SELL 21.6 19.1 13.8 12.0 4.9 4.4 2.3 4.1 12.2 

TVS Motor TVSL IN 2,415 2,071 SELL 37.7 32.4 22.8 19.5 9.3 7.5 0.4 1.9 19.3 

Eicher Motors EIM IN 4,775 5,599 BUY 23.8 20.7 21.8 18.7 5.2 4.4 1.2 3.0 16.4 

Maruti Suzuki MSIL IN 12,117 12,038 SELL 23.3 21.3 14.6 13.2 3.5 3.2 1.1 1.4 10.7 

M&M MM IN 2,909 3,284 BUY 27.8 24.4 19.8 17.0 2.5 2.2 0.8 3.2 10.1 

Tata Motors TTMT IN 955 1,064 BUY 12.9 12.2 4.2 3.5 2.6 2.2 0.4 9.0 -2.5 

Ashok Leyland AL IN 242 266 BUY 17.6 18.3 11.2 11.6 5.7 5.0 2.5 3.2 13.2 

Escorts Kubota ESCORTS IN 4,199 3,563 SELL 34.4 30.7 25.7 22.3 4.2 3.8 0.5 2.0 12.9 

Source: Company, Ambit Capital research 

 

5
.7

% 8
.8

% 1
1
.2

%

7
.1

%

5
.7

%

7
.2

%

5
.1

%

6
.1

%

1
3
.8

%

4
.3

%

H
M

C
L

B
JA

U
T

T
V

S
L

E
IM

 (
R
E
)

E
IM

 (
V

E
C

V
)

M
S
IL

M
M

 (
A

u
to

s)

M
M

 (
T
ra

ct
o
rs

)

E
S
C

O
R
T
S

A
L

Implied Volume Growth FY25-35E

4%

5%

6%

7%

8%

9%

10%

M
a
r-

1
8

M
a
r-

1
9

M
a
r-

2
0

M
a
r-

2
1

M
a
r-

2
2

M
a
r-

2
3

D
e
c-

2
3

M
a
r-

2
4

NSE500 DII FII

cellita.monteiro@ambit.co 2024-09-13 Friday 11:41:24



 

Automobiles 

 

 

June 27, 2024 Ambit Capital Pvt. Ltd. Page 7 

Prefer 2Ws and tractors OEMs 
Considering diverse dynamics for Auto OEMs, we have formulated the ‘CODEC’ 
framework to decode these dynamics objectively, integrating it with valuations 
to pick our preferences. The CODEC framework-based preferences are for 
tractors > 2Ws/LCV > PVs/M&HCV. Our preferred segments viz tractors, 2Ws, 
and LCVs are witnessing a) demand turning favourable, b) stable competitive 
intensity, c) better earnings growth, and d) lower capex intensity leading to better 
FCF conversion. While valuations have re-rated in the last 12 months reflecting 
higher growth visibility, they are still reasonable considering lesser volatility in 
operating performance vis-à-vis PVs and M&HCVs. PVs will continue to see a K-
shaped recovery, with SUVs continuing to drive growth, but also have the highest 
competitive and capex intensity. The M&HCV cycle is at a crossroads with 
estimates of muted volume growth, based on the assumption of volume decline 
in FY27E, though pricing discipline (till it lasts) would drive earnings growth. Our 
stock preferences are: MM > EIM >TTMT > AL. 

 

CODEC framework to decode diverse OEM dynamics 

▪ We have synthesized a framework to objectively evaluate auto OEMs, considering 
diverse dynamics at work. Our CODEC framework seeks to provide a holistic picture 
of key variables viz a) Cycle (C), b) Opponents or competition (O), c) Disruptions (D), 
d) Earnings (E) and f) Cashflow (C). We integrate these variables with valuations to 
determine our preferred segments and stocks. The CODEC framework-based 
preferences are for tractors > 2Ws/LCV > PVs/M&HCV. 

▪ Cycle – Favourable for 2Ws: Considering the cyclical nature of auto OEMs, we 
compare the stage of the cycle for each of the sub-segments of OEMs based on our 
expectation of drivers of growth and estimate of volume growth. We expect volumes 
for the 2W industry to grow the fastest at 9.8% CAGR over FY24-27E driven by a 
sustained recovery in domestic demand and recovery in exports from FY25E. PV 
volumes are estimated to clock 6.5% CAGR led by strong growth in SUVs (9.2%) and 
small cars (a muted 2%). Tractors are estimated to grow at 6.1% CAGR led by 
favorable monsoon. LCVs are estimated to recover with a 6.8% CAGR in volumes 
driven by a recovery in consumption and the availability of finance. M&HCV volumes 
are estimated to grow the slowest with a 3.5% CAGR, with the expectation of volume 
decline in FY27E, as fleet utilizations are low (65-70%) and lower growth in infra 
spending.  

▪ Opponents – LCVs & Tractors are least competitive: Competitive intensity 
materially influences the profitability of the auto OEMs through the ability to a) price 
products and b) pass through cost inflation. Based on an analysis of the industry 
structure (at the segment and sub-segment levels), customer preferences and 
feedback from the ground, we believe competitive intensity is least in LCVs and 
tractors due to strong customer preferences for usage in earning a livelihood. 2Ws 
also enjoy a favourable competitive landscape as most sub-segments (except 
fragmented 125-200cc motorcycles) are highly consolidated due to strong brand 
preferences. In PVs, small cars are less competitive but weak demand is driving higher 
discounts. On the other hand, the SUV segment is hyper-competitive with aggressive 
pricing. M&HCV, the most consolidated segment, has experienced an oscillating focus 
of the key OEMs between market share and margins, though the current preference 
is toward margins. 

  

2Ws to see higher growth 

 

Source: Ambit Capital research 

 

Tractor/LCV most consolidated 

 

Source: Ambit Capital research 

 

 

EV risk least for tractors 

 

Source: Ambit Capital research 
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▪ Disruptions – Tractors least vulnerable, 2W/LCVs most: Over the last 5 years, 
the Indian auto industry has narrowed the gap with developed markets in terms of 
technological adoption. India is at an early stage of electrification, which has the 
potential to disrupt the competitive landscape in India. We expect faster penetration 
of EVs in 2Ws (22.3% by FY29E vs 5.3% in FY24) and LCVs (21.7% by FY29E vs <1% 
in FY24). Also, buses (13-18% of the M&HCV segment) would see much faster 
adoption at 24% by FY29E (vs 6.8% in FY24). PVs are estimated to see 9% EV adoption 
by FY29E (vs 2.3% in FY24). However, tractors are expected to see much back-ended 
electrification in the mass volume segment due to difficulty in achieving a balance 
between cost and performance. Similarly, goods M&HCV is also expected to have a 
back-ended move towards zero-emission vehicles (likely through the H2 route) due 
to disparity in TCO and lack of adequate infrastructure. Apart from disruption due to 
electrification, we see disruption risk from a) CNG 2Ws (launch by BJAUT in Jul-24), 
b) TREM-5 norms for Tractors (leading to up to 20% cost inflation) and c) Dedicated 
Freight Corridor enabling railways to recover share from the road. 

▪ Earnings – 2Ws and Tractors to see higher earnings growth: With commodity 
prices inching up, pricing power would be an important driver to support earnings. 
2W OEM earnings (~14% CAGR over FY24-27E) are expected to be driven by 
improvement in the mix, pricing power to pass cost inflation and operating leverage. 
Tractor segment earnings (~13% CAGR) would be driven by the benefit of pricing as 
well as operating leverage. While CV segment earnings (5% CAGR) would benefit 
from pricing actions/discount reduction, operating leverage would be an additional 
driver of earnings for LCVs. Earnings for the PV segment (11% CAGR) will continue to 
benefit from improving mix. However, the benefit would be diluted by further 
increases in discounts due to weak demand and limited operating leverage. Average 
RoCE (FY25-27E) is expected to remain stable for 2Ws, but moderate for other 
segments (by 60-220bps). 

▪ Cashflows – 2Ws and tractor segment to have better FCFF generation: Led by 
faster earnings growth and normal capex, we expect FCFF conversion to be better for 
2Ws (83% FCFF conversion). Tractors’ FCFF conversion (72%) is slightly lower than in 
the recent past due to increase in capex. CVs FCFF conversion is estimated at 125%, 
based on an assumption of sustained pricing discipline in M&HCV and no major 
increase in capex intensity. Despite increased capex, PVs would have a healthy FCF 
conversion of 85%.  

▪ Valuations – Growth visibility comes at a premium: The Nifty Auto index 
delivered 45ppt/86ppt outperformance over the last 1/3 years, resulting in good re-
rating for most OEMs. A good recovery in volumes drove this due to the receding 
impact of Covid and supply-side issues along with improving affordability. However, 
segments like 2Ws and PVs have seen an increased risk of EV disruption. Currently, 
2Ws and tractors are already trading at a premium to 10-year average valuations – 
1-year forward P/E at 29-73% premium for 2W OEMs and 124-146% for tractor OEMs 
due to improved growth visibility as they are at an early stage of recovery. On the 
other hand, segments where growth visibility is not as high, i.e. PVs and CVs, are 
trading at reasonable valuations compared to LPA – MSIL (PV) is trading at an 18% 
discount to 10-year average 1-year forward P/E and AL's EV/EBITDA ratio is 
comparable to what it was at a similar point in the previous cycle (and ~55% premium 
on P/B basis to LPA). Our stock preferences are MM > EIM > TTMT > AL. 

 

 

 

Tractor/2W EPS to grow faster… 

 

Source: Ambit Capital research 

 
 

…and have better FCFF 

 

Source: Ambit Capital research 

 
 

Valuations reasonable for CVs 

 

Source: Ambit Capital research 
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Exhibit 17: CODEC framework for evaluating auto OEMs 

Factors  OEM Segments 

2Ws PVs Tractors LCVs M&HCVs 

Cycle (C)  

Score 4 3 3 3 2 

FY14-24 Vol Gr 2.4% 4.7% 3.3% 2.8% 5.8% 

FY25E Vol Gr 10.4% 5.6% 5.0% 5.2% 4.9% 

FY24-27E CAGR 9.8% 6.5% 6.1% 6.8% 3.5% 

Drivers of growth 
A sustained recovery in 
domestic demand and 

recovery in exports. 

Continued growth in the 
SUV segment and stable 
volumes in small cars. 

Volume recovery led by 
normal monsoon and 

improving terms of trades for 
farmers. 

Recovery in consumption & 
improving availability of 

finance. 

Lower fleet utilization, slower 
GDP growth, & lower growth 

in infra spends. Also, 
M&HCVs are in the late cycle 

phase. 

Other drivers NA 
Premiumization driven by 
SUV segment (9.2% CAGR 

FY24-27E). 

Nascent farm equipment 
business ramp-up to drive 
higher revenue growth. 

NA 
Strict implementation of the 

Scrappage Policy. 

Opponents 
(O) 

Score 4 3 5 5 3 

HHI score 2,075 2,354 2,480 3,057 3,156 

Competitive 
intensity 

Premium segment is 
fragmented. New e-2Ws 
players can be disruptors. 

SUVs to have heightened 
competition. New entrants 
leveraging on SUV & EV 
trends to make a mark. 

Stable competitive intensity, 
though regional disparities 

will influence overall market 
shares. 

LCV segment to have stable 
competitive intensity, with 
clear customer preferences 

for sub-segments. 

Competitive intensity 
fluctuates, despite being the 
most consolidated segment. 
New e-buses players can be 

disruptors. 

Pricing power 
Higher sub-segment level 

concentration drives pricing 
power. 

Competitive intensity is 
higher in SUVs, with 
aggressive pricing. 

Brand loyalty drives pricing 
power. 

Highly consolidated market, 
catering to very fragmented 

customer base. 

Fluctuating focus between 
market share and margins 

affects pricing power. 

Disruption (D) 

Score 1 3 4 1 3 

EVs 
22.3% EV penetration by 

FY29E 
9% EV penetration by FY29E 

EV adoption to be back-
ended, except niche 

applications 

21.7% EV penetration by 
FY29E 

24% EV penetration in buses 
by FY29E. Goods segment 

may see slower adoption of 
EVs. 

Others CNG 2Ws  TREM-5 norms  DFCC 
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Factors  OEM Segments 

2Ws PVs Tractors LCVs M&HCVs 

Earnings (E) 

Score 4 2 5 3 3 

Pricing 
Price increases to pass on cost 

pressures 
Discounts likely to go up as 

demand moderates 
Price increases to pass on 

cost pressures 
Stable pricing 

Discount reduction as 
focus is on margins 

Mix 
Premiumization trend to sustain, 

but higher EV salience is 
negative. 

Premiumization trend to 
sustain, but EVs may dilute 

the benefit 

Stable mix, but dilution due 
to faster growth in farm 

machinery business 

Increasing salience of 
>2 ton segment 

Increasing salience of 
heavy trucks 

Op. leverage 
Op. Lev. to play out as volume 

growth picks-up 
Ltd. op. lev. As growth 

moderates. 
Op. Lev. to play out as 

volumes recover 
Op. Lev. to play out as 

volumes recover 

No op. lev as volumes 
are expected to be 

muted 

Cashflows 
(C)  

Score 4 3 5 4 3 

PAT CAGR (%) 13.7% 10.7% 13.3% 5.4% 

FCFF conversion (% of PAT) 83% 85% 72% 125% 

Valuations 

Score 3 4 3 4 4 

Implied volume growth 
over next 10 years (%) 

5.7% to 11.2% 5.1% to 7.9% 6.1% to 13.8% 4.3% to 5.7% 

Delta in Avg RoCE (pp) vs 
FY24 

0 -0.8 -1.4 -2.2 

vs 10 Yr Avg 
1yr fwd PE at 20% to 64% 

premium 
11.5% discount for MSIL 

1yr fwd PE at 110%-130% 
premium 

1yr fwd P/B at 33% premium for AL; EV/EBITDA at 
similar levels as similar stage of the previous 

cycle. 

Aggregate 
score 

Score 3.3 3.0 4.2 3.3 3.0 

Preferred Co. EIM M&M AL 

Source: Ambit Capital research; Note: Rating is on a scale of 5, with 5 being the highest. The higher the score, the better it is. 
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Exhibit 18: 2W/3Ws, LCVs to grow faster till FY27E (‘000 units) 

Segment FY19 FY24 FY25E FY26E FY27E 
FY24 

vs 
FY19 

FY24-27E 
CAGR 

2W 24,389 21,433 23,663 26,003 28,374 
88% 9.8% 

Growth  6.1% 9.7% 10.3% 10.0% 9.1% 

3W 1,268 992 1,095 1,212 1,325 
78% 10.1% 

Growth 24.8% 14.0% 10.4% 10.7% 9.3% 

PV 4,052 4,891 5,165 5,500 5,907 
121% 6.5% 

Growth 0.6% 7.4% 5.6% 6.5% 7.4% 

LCV 668 642 681 731 783 
96% 6.8% 

Growth 17.5% -2.6% 6.1% 7.3% 7.2% 

M&HCV 439 391 411 452 434 
89% 3.5% 

Growth 14.4% 2.7% 4.9% 10.0% -4.1% 

Tractor 872 965 1,013 1,078 1,154 
111% 6.1% 

Growth 9.5% -9.8% 5.0% 6.4% 7.0% 

Source: Industry, Ambit Capital research 

 
Exhibit 19: CV/tractors most consolidated (FY24 MS) 

 

Source: Industry, Ambit Capital research 

 

Exhibit 20: 2Ws, LCVs and buses to see faster EV penetration 

 

Source: Industry, Ambit Capital research 

 
Exhibit 21: EBITDA margins to remain largely stable (%) 

 

Source: Company, Ambit Capital research 

 

Exhibit 22: Commodity prices have started to inch up, posing a risk to margins 

Commodity  Spot 1QFY25YTD 1QFY24 YoY Change 4QFY24 QoQ Change 

Base Commodities       

Steel (INR/Kg) 53,850 53,498 57,954 -8% 53,600 0% 

Lead (INR/Kg) 179,215 180,097 173,977 4% 172,568 4% 

Copper (INR/Kg) 797,464 811,693 693,647 17% 700,860 16% 

Alu (INR/Kg) 205,885 209,964 185,691 13% 182,339 15% 

Rubber (INR/Kg) 169 185 119 55% 174 7% 

Polymer (INR/Kg) 92,682 89,394 85,093 5% 86,748 3% 

Precious Metals       

Platinum (INR/Gm) 2,672 2,620 2,729 -4% 2,430 8% 

Palladium (INR/Gm) 2,564 2,609 3,851 -32% 2,613 0% 

Rhodium (INR/Gm) 12,758 12,636 18,889 -33% 12,025 5% 

Source: Ambit Capital research 
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Exhibit 23: Average FCF conversion to improve 
 

FCFF/PAT Avg FY19-24 Avg FY25-27E 

2W 75.3% 82.9% 

PV 55.3% 84.6% 

CV 387.0% 125.2% 

Tractors 69.6% 71.7% 

Source: Company, Ambit Capital research 

 
Exhibit 24: RoCE to remain stable for 2Ws, moderate for 
others 

ROCE FY24 Avg FY25-27E 

2W 31.8% 31.6% 

PV 20.5% 19.9% 

CV 30.4% 28.2% 

Tractors 36.9% 35.5% 

Source: Company, Ambit Capital research 

 

Exhibit 25: Auto sector allocation: DIIs have been overweight 
since Covid, FIIs are playing catch-up (% of AUM) 

 

Source: Ambit Capital research 

 
Exhibit 26: Reverse DCF-based implied growth expectations 
quite high for BJAUT, TVSL and ESCORTS 

 

Source: Ambit Capital research 

 

Exhibit 27: Valuations have re-rated for all the OEMs except EIM and MSIL 

Company 
Current 10 YR PE (x) 

Prem /  
Disc PE (x) 

Current 10 YR PB (x) 
Prem /  

Disc PB (x) 

P/E (x) Avg PE (x) +1SD PE (x) -1SD PE (x) Avg (x) P/B (x) Avg PB (x) 
+1SD PB 

(x) 
-1SD PB (x) Avg (x) 

Automobiles 26.2 27.2 36.5 17.9 -3.4 5.0 3.4 4.0 2.9 44.1 

AL  17.7 37.4 139.2 -64.3 -52.6 5.9 3.8 4.8 2.9 55.1 

BJAUT  31.9 18.5 21.9 15.0 72.8 9.8 4.4 5.7 3.1 123.2 

EIM  27.8 31.6 37.3 25.8 -11.8 6.0 7.2 9.9 4.6 -17.3 

ESCORTS  38.1 17.0 25.1 8.8 124.2 4.5 2.0 2.9 1.1 124.3 

HMCL  22.6 17.6 20.6 14.5 28.7 5.1 4.4 5.8 3.0 16.3 

MM  28.6 11.6 15.7 7.6 145.6 4.2 1.4 2.0 0.8 187.2 

MSIL  24.3 29.8 40.3 19.4 -18.3 4.3 4.6 5.4 3.8 -7.4 

TTMT  15.7 53.8 317.2 -209.6 -70.8 3.1 2.1 2.9 1.2 48.7 

TVSL  40.4 28.4 36.4 20.4 42.3 10.2 6.1 7.9 4.3 66.7 

Source: Ambit Capital research 
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Exhibit 28: Key operating Indicators 

Auto OEM's 
Vol/Rev Gr (%) EBITDA Margins (%) EPS (INR) RoCE (%) 

FY24 FY25E FY26E FY27E FY24 FY25E FY26E FY27E FY24 FY25E FY26E FY27E FY24 FY25E FY26E FY27E 

Bajaj Auto  10.8 12.3 12.6 10.5 19.7 19.5 19.6 19.7 276 303 342 381 37.8 39.5 41.0 42.0 

Hero 
MotoCorp 

5.5 8.5 8.6 7.8 14.0 14.1 14.4 14.5 205 226 255 289 30.6 31.0 31.4 31.8 

TVS Motor 13.9 11.4 11.3 10.5 11.1 11.5 12.0 12.1 43.8 52.6 64.1 74.5 33.8 34.4 34.9 33.2 

Eicher Motors 9.3 10.4 11.3 11.5 26.7 27.2 27.8 28.0 146 166 201 230 31.7 30.7 31.3 30.1 

Maruti Suzuki 8.6 6.7 7.9 7.0 11.6 12.3 12.2 12.3 420 477 521 569 20.5 20.6 19.8 19.3 

M&M 9.5 9.9 8.8 9.3 13.1 13.2 13.3 13.4 89 92 105 119 25.8 23.7 23.4 23.3 

Tata Motors 0.3 10.0 7.6 4.0 13.6 13.9 14.4 14.6 85 66 74 79 21.6 21.4 21.3 20.1 

Ashok Leyland 1.3 5.4 9.4 -0.5 12.0 12.8 13.0 12.4 9.1 11.8 13.8 13.2 34.9 39.0 39.9 33.7 

Escorts Kubota -7.2 5.0 8.0 7.0 13.2 13.8 14.1 14.3 95 107 122 137 16.1 16.5 17.0 17.1 

Source: Company, Ambit Capital research 

 

Exhibit 29: Auto OEMS - Comparative valuations 

Auto OEM's Ticker 
CMP TP 

Rating 
P/E (x) EV/EBITDA (x) P/B (x) FY25 Yield (%) EPS CAGR (%) 

FY24-27E (INR) (INR) FY26E FY27E FY26E FY27E FY26E FY27E Div FCF 

Bajaj Auto  BJAUT IN 9,660 9,652 SELL 28.3 25.4 21.5 18.9 9.3 8.5 2.3 2.4 11.3 

Hero MotoCorp HMCL IN 5,510 5,900 SELL 21.6 19.1 13.8 12.0 4.9 4.4 2.3 4.1 12.2 

TVS Motor TVSL IN 2,415 2,071 SELL 37.7 32.4 22.8 19.5 9.3 7.5 0.4 1.9 19.3 

Eicher Motors EIM IN 4,775 5,599 BUY 23.8 20.7 21.8 18.7 5.2 4.4 1.2 3.0 16.4 

Maruti Suzuki MSIL IN 12,117 12,038 SELL 23.3 21.3 14.6 13.2 3.5 3.2 1.1 1.4 10.7 

M&M MM IN 2,909 3,284 BUY 27.8 24.4 19.8 17.0 2.5 2.2 0.8 3.2 10.1 

Tata Motors TTMT IN 955 1,064 BUY 12.9 12.2 4.2 3.5 2.6 2.2 0.4 9.0 -2.5 

Ashok Leyland AL IN 242 266 BUY 17.6 18.3 11.2 11.6 5.7 5.0 2.5 3.2 13.2 

Escorts Kubota ESCORTS IN 4,199 3,563 SELL 34.4 30.7 25.7 22.3 4.2 3.8 0.5 2.0 12.9 

Source: Company, Ambit Capital research 
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2Ws: Coming back, at last 
The 2W industry is witnessing a broad-based recovery, with most impacted 100cc 
motorcycles showing signs of sustainable recovery. Low base for the domestic 2W 
industry (15% lower than FY19 peak) and recovering exports would drive 9.8% 
CAGR in volumes over FY24-27E. Competitive intensity is quite low in most sub-
segments (ex 125-200cc motorcycles) due to strong brand preferences, enabling 
reasonable pricing power. However, we see risk from EV disruption (estimate 
22.3% EV penetration by FY29E vs 5.3% in FY24), especially considering entry of 
new age players [refer to our detailed report on Ola Electric for EV competitive 
landscape]. Volume recovery, coupled with sustained premiumization and 
operating leverage, would drive ~14% earnings CAGR despite factoring in 
continued losses in EVs. This coupled with low capex intensity will drive 82% FCFF 
conversion and stable RoCE. Some of these positives are reflected in the sharp 
rerating of 2W OEMs (ex. EIM) despite the EV risk. In 2Ws, we prefer EIM > BJAUT 
> HMCL > TVSL. 

 

▪ Cycle – Broad-based recovery underway: Domestic 2W volumes are witnessing a 
broad-based recovery, including recovery in the worst impacted 100cc motorcycles 
led by absorption of sticker shock and improving affordability. Domestic 2W volumes 
are still 15% lower than the peak of FY19, with 100cc motorcycle volumes still lower 
by 27%. We estimate volumes (including exports) to post 9.8% CAGR over FY24-27E 
driven by sustained rural recovery and revival of exports, implying new peak volumes 
in FY27. Over the long term (10 years), we expect 6-8% volume CAGR driven by 
increased penetration in rural markets (benefitting <125cc motorcycles) and 
premiumization in urban markets. 

▪ Opponents - Strong brand loyalty drives pricing power: While the 2W industry 
has the highest fragmentation amongst all vehicle categories, competitive intensity is 
quite low in most sub-segments due to strong brand preferences. Except for 125-
200cc motorcycles, all other sub-segments of 2Ws have a higher level of consolidation 
with a clear market leader with >45% market share of the sub-segment and 
reasonable pricing power. The 125-200cc motorcycle is the most fragmented segment 
in 2Ws, with all the players having offerings and more broad-based market shares, 
as customers' propensity to try new products is higher due to the need for 
performance. 

▪ Disruption - EV disruption to test competitive stability: 2Ws have witnessed good 
acceptance of EVs, with EV penetration at 5.3% in FY24 (vs 4.5% in FY23). We estimate 
EV penetration to see faster adoption to 22.3% by FY29E. However, electrification is 
expected to be the fastest in scooters (40% by FY29E vs 16% in FY24) followed by 
125-200cc motorcycles (18% by FY29 vs 0.8% in FY24) and slowest in 100c 
motorcycles (12% by FY29E vs nil in FY24). EVs can potentially disrupt the competitive 
landscape in the 2W industry as there are several new players and incumbents 
entering newer segments in EV. Apart from EVs, there can be a potential disruption 
from CNG-powered motorcycles, especially the 100cc motorcycle segment planned 
for launch in 1HFY25 by BJAUT. Its success would depend on it balancing safety, 
performance, range and initial cost of ownership. 

▪ Earnings - Multiple drivers for earnings: Earnings for the 2W industry will benefit 
from a) sustained premiumization, b) price increases to offset commodity cost inflation 
and c) return of operating leverage; though there will be some dilution due to EV 
losses. Hence, we estimate EBITDA margins for the 2W segment to expand by 60bps 
over FY24-27E (vs 230bps expansion over FY21-24) assuming a sustained impact of 
EV losses of 100-120bps at blended margins over the next 3 years. 

▪ Cashflows - Strong FCFF generation: Strong volume growth coupled with margin 
expansion would drive ~14% earnings CAGR over FY24-27E for the 2W segment. 
This coupled with stable capex, largely towards EVs, would drive strong FCFF 
conversion at ~82%. This will strengthen the net cash balance sheets of the 2W 
players and support higher dividend payouts. 

https://ambitresearch.co/user/download-report/Ambit-Ola_Electric_NOT_RATED_Well_begun_is_half_done-05-03-2024_16-29-01.pdf
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▪ Valuations – Re-rated despite the risk of EV disruption: 2W OEMs have seen a 
sharp rerating over the last 12 months driven by an improving demand outlook 
despite the increase in EV risk. As a result, BJAUT (73% premium to 1 year forward 
average PE), TVSL (42% premium) and HMCL (29% premium) are already trading at 
a premium to LPA multiples. Eicher is trading at a 12% discount to LPA due to slower 
growth and increasing competition. We expect valuations to trade at a premium to 
LPA due to a) expectation of stronger growth, b) more diversified revenue streams 
(exports and spares) and c) lower capex intensity, but adjusted downward for the 
potential of the EV-led disruption for the sub-segments prone to electrification in the 
foreseeable future (scooters and 125-200cc motorcycle). Based on our CODEC 
framework for 2Ws, we prefer EIM > BJAUT > HMCL >TVS. 

 

Exhibit 30: CODEC framework for 2W OEMs indicates preference for HMCL and EIM  

Factors  BJAUT HMCL TVSL EIM 

Cycle 

Score 4 3 4 3 

Mix 

Dom sales: 68% 
3Ws - 14% of vols 

125-200cc M/C - 63% 
of Dom. 2Ws 

Dom sales:97% 
100cc M/C - 81% of 

Dom. 2Ws 

Dom sales: 76% 
Scooters/125cc 

M/C/150-200cc M/C - 
46%/15%/ 12% of 

Dom. 2Ws 

Dom sales:88% 
>300cc M/C - 100% of 

Dom. 2Ws 

Others 
e-scooters & CNG bikes 
can add large volume 

segment. 

Optionality in 125cc 
M/C, Premium M/C & 

Scooters (incl. EV) 

Would enter >300cc 
through Norton in 2 

years 

Accessories & 
Merchandise has good 

scope to grow 

Opponents 

Score 2 4 2 2 

Competitive 
intensity 

Intense competition in 
125-200cc M/C (HHI 

score ~2,600) 

100cc M/C has seen an 
increase in 

consolidation (HHI 
score 6,200). 

Intense competition in 
125-200cc M/C & 
scooters (HHI score 

2,600 to 2,800) 

Most consolidated 
segment of 2Ws, but 

diluting due to entry of 
new players (HHI score 

8,000). 

Pricing 
power 

Aggressive pricing due 
to heightened 
competition. 

Reasonable pricing 
power with HMCL. 

Aggressive pricing 
regime in 125-200cc; 
scooters pricing power 

restricted due to 
aggressive EV pricing. 

Restricted pricing power 
due to entry of new 

players. 

Disruption 

Score 3 3 2 4 

Risk of 
disruption 

e-scooters is an 
opportunity; 125-200cc 
M/C may get electrified 
soon; 3Ws ripe for EVs. 

100cc M/C low 
vulnerable to EVs. 
Opportunity in e-

scooters & 125-200cc 
e-M/C. CNG bike could 

be a risk. 

25% market share in 
scooters at risk from 
EVs. 125-200cc M/C 

may be next in line for 
electrification. 

>300cc leisure M/C 
least vulnerable to EVs. 

Earnings 

Score 2 3 4 4 

PAT CAGR 
(FY24-27E) 

11.3% 12.2% 19.3% 16.4% 

Drivers 
Adverse Mix, Fx & Op. 

Lev 
Favourable Mix, Pricing 

& Op. Lev 
Adverse Mix, Fx & Op. 

Lev 
Favourable mix & Op. 

Lev 

Cashflows 

Score 3 4 2 4 

Capex & 
Invest. 

Low capex intensity 
(1.5% of sales), but 

need to invest in new 
NBFC 

Higher capex towards 
R&D (2.2% of sales), 

but limited investments 
need. 

Higher capex intensity 
(4.7% of sales) & 

investments need (3-
5% of sales). 

Low capex intensity (1% 
of sales). 

FCF 
Conversion 

82% (avg. FY25-27E) 102% (avg. FY25-27E) 98% (avg. FY25-27E) 68% (avg. FY25-27E) 

Valuations 

Score 3 3 2 4 

Implied 10 
yr vol. 
growth 

8.8% 5.7% 11.2% 7.1% 

vs 10-yr 1 yr 
fwd avg. PE 

72.8% 28.7% 42.3% -11.8% 

Aggregate score 2.8 3.2 2.7 3.5 

Source: Ambit Capital research; Note: Rating is on a scale of 5, with 5 being the highest. The higher the score, the better it is. 

 



 

Automobiles 

 

 

June 27, 2024 Ambit Capital Pvt. Ltd. Page 16 

Exhibit 31: Affordability for 2W has started to improve 
 

 

Source: Company, Ambit Capital research; Note: Calculated as (HMCL ex-
showroom price + insurance)/annualized rural wages 

 
Exhibit 32: India’s 2W penetration (%) to remain well below 
Asian peers despite 6% CAGR up till FY35E 

 

Source: Industry, Ambit Capital research 

 

Exhibit 33: While India’s overall penetration is 14%, affluent 
states are at 18-20% 

 

Source: Industry, Ambit Capital research; Note: Green highlighted states have 
above national average penetration of 2Ws, whereas Red highlighted states are 
below national average. 

 
Exhibit 34:  Significant improvement in rural road 
connectivity augurs well for the motorised transport 

 

Source: PMGSY, Ambit Capital research 

 

7
4
.3

7
2
.6

7
1
.9

6
7
.8

5
9
.9

5
9
.8

7
1
.0

7
9
.1

6
7
.6 6
9
.2

6
7
.3

F
Y
1
4

F
Y
1
5

F
Y
1
6

F
Y
1
7

F
Y
1
8

F
Y
1
9

F
Y
2
0

F
Y
2
1

F
Y
2
2

F
Y
2
3

F
Y
2
4

2W Affordability Index (cost as % of annual income)

1
2
.4

1
3
.0

1
3
.4

1
3
.6

1
3
.8

1
4
.0

1
4
.2

1
4
.5

1
4
.8

1
5
.1

1
5
.5

1
5
.8

1
6
.1

1
6
.8

1
7
.7

1
8
.8

1
9
.8

Indonesia, 
46.0

China, 32.5

Thailand, 31.0

F
Y
1
9

F
Y
2
0

F
Y
2
1

F
Y
2
2

F
Y
2
3

F
Y
2
4

F
Y
2
5
E

F
Y
2
6
E

F
Y
2
7
E

F
Y
2
8
E

F
Y
2
9
E

F
Y
3
0
E

F
Y
3
1
E

F
Y
3
2
E

F
Y
3
3
E

F
Y
3
4
E

F
Y
3
5
E

India

0

100

200

300

400

500

600

700

800

F
Y
1
0

F
Y
1
1

F
Y
1
2

F
Y
1
3

F
Y
1
4

F
Y
1
5

F
Y
1
6

F
Y
1
7

F
Y
1
8

F
Y
1
9

F
Y
2
0

F
Y
2
1

F
Y
2
2

F
Y
2
3

F
Y
2
4

PGMSY Road Network ('000 km)

cellita.monteiro@ambit.co 2024-09-13 Friday 11:41:24



 

Automobiles 

 

 

June 27, 2024 Ambit Capital Pvt. Ltd. Page 17 

Exhibit 35: 2W volumes, especially for the entry segment, are 
significantly below the FY19 peak  

 

Source: Industry, Ambit Capital research 

 
Exhibit 36: Domestic 2W volumes on recovery path with FY19 
peak volumes estimated to be crossed in FY27E 

 

Source: Industry, Ambit Capital research 

 

Exhibit 37: India’s share of 2W exports has been rising 

 

Source: UN Comtrade, Ambit Capital research 

 
Exhibit 38: 2W exports to recover from FY25E 

 

Source: Industry, Ambit Capital research 

 

Exhibit 39: e-2W penetration estimated to be 22.3% by FY29E 
 

 

Source: Industry, Ambit Capital research 

 
Exhibit 40: e-2W competitive landscape to evolve as players 
like HMSI and Suzuki launch their e-2W (market share) 

 

Source: Industry, Ambit Capital research 

 

100 100

75 
67 

85 

73 

2W 100cc Motorcycle

FY19 FY23 FY24

-25

-20

-15

-10

-5

0

5

10

15

20

25

0

5

10

15

20

25

F
Y
1
7

F
Y
1
8

F
Y
1
9

F
Y
2
0

F
Y
2
1

F
Y
2
2

F
Y
2
3

F
Y
2
4

F
Y
2
5
E

F
Y
2
6
E

F
Y
2
7
E

2W volumes (in mn) Growth % (RHS)

0%

15%

30%

45%

Europe North
America

ASEAN Latin
America

Middle
East

Africa

2013 2018 2022

-20

-10

0

10

20

30

40

1,000

1,500

2,000

2,500

3,000

3,500

4,000

4,500

5,000
F
Y
1
7

F
Y
1
8

F
Y
1
9

F
Y
2
0

F
Y
2
1

F
Y
2
2

F
Y
2
3

F
Y
2
4

F
Y
2
5
E

F
Y
2
6
E

F
Y
2
7
E

2W Exports Growth % (RHS)

1.9% 4.6% 5.3% 6.6%

22.3%

97.3%

FY22 FY23 FY24 FY25E FY29E FY35E

e-2w Penetration (RHS)

0%

20%

40%

60%

80%

100%

F
Y
2
2

F
Y
2
3

1
H

F
Y
2

4

2
H

F
Y
2

4

1
Q

F
Y
2
5

Y
T
D

Ola TVS Bajaj Ather Hero Moto Others



 

Automobiles 

 

 

June 27, 2024 Ambit Capital Pvt. Ltd. Page 18 

Exhibit 41: 100cc and >300cc motorcycles are highly 
consolidated (% market share) 

 

Source: Industry, Ambit Capital research; *HHI - <1,500 is considered to be a 
competitive marketplace, 1,500 to 2,500 to be a moderately concentrated 
marketplace and >2,500 to be a highly concentrated marketplace 

 
Exhibit 42: Segment mix improved materially post-Covid 
 

 

Source: Industry, Ambit Capital research 

 

Exhibit 43: Domestic 2W ASP driven partly by premiumization 

 

Source: Industry, Ambit Capital research 

 
Exhibit 44: Scope for operating leverage to play out  

 

Source: Company, Ambit Capital research 

 

Exhibit 45: EBITDA margins to improve gradually 

 

Source: Company, Ambit Capital research 

 
Exhibit 46: RoCE to remain stable 

 

Source: Company, Ambit Capital research 
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PVs: Follow the product lifecycle 
PV volume growth is expected to moderate from the peak in FY24 with a volume 
CAGR of 6.5% (FY24-27E) as pent-up demand has been largely met and shared 
mobility makes a comeback after Covid. While weak demand in small cars leads 
to higher discounts, hyper-competition in SUVs leads to aggressive pricing. EV 
transition in PVs is expected to be gradual at 9% by FY29E due to several 
impediments. However, challenger OEMs are capitalizing on EV disruption to 
enhance their competitive positioning. PV OEMs’ EBIT margins are estimated to 
remain stable as the benefit of improving mix and favourable Fx would be offset 
by rising discounts and commodity cost inflation. Capex intensity is expected to 
increase as OEMs invest in EVs, ICE product development and capacities. 
However, FCFF conversion is expected to be healthy at ~86%. However, 
valuations reflect for the moderate outlook and bake in 7.2%/5.1% 10-year CAGR 
in volume growth for MSIL/MM (Auto) as against 6.3%/4.5% CAGR over FY14-24. 
We prefer MM in the PV segment. 

 

▪ Cycle – Demand expected to moderate: Domestic PV volumes registered 17% 
CAGR over FY22-24 and are higher by 25% vs FY19 peak driven by pent-up demand, 
a shift towards personal mobility (from shared mobility due to Covid), easing supplies 
and a shift towards SUV (29% CAGR). However, with pent-up demand addressed and 
a reversal towards shared mobility, there are signs of demand moderation (FY24 
growth of 8%). We estimate PV volumes to grow at 6.5% CAGR (FY24-27E) driven by 
SUVs (9.2%) and small cars (a muted 2%). Over FY24-35E, we estimate a 5.7% CAGR 
in volumes (3.6% CAGR for small cars, 6.8% for SUVs), impacted by increasing shared 
mobility and improvement in the public transport infrastructure (metro rail and 
upgradation to e-buses). Additionally, exports could emerge as an opportunity as 
India offers the potential to be an export hub for ‘India like’ markets for MNC OEMs. 
Our estimates are not yet building in any step-up in exports from 15-16% of total PV 
volumes in India. 

▪ Opponents – SUV segment highly competitive, small cars consolidated: The 
competitive landscape for the PV segment is a mixed bag, with small cars being less 
competitive but weak demand driving higher discounts and the fast-growing SUV 
segment hyper-competitive with aggressive pricing. Also, we are seeing new players 
entering/getting aggressive in the Indian market – viz JSW-MG Motors, Citroen, Tesla, 
BYD among others, which can add to the cut-throat competition in the SUV/EV 
segment. The product lifecycle, which plays a vital role in influencing the 
competitiveness of an OEM, is currently favourable for M&M and Tata Motors, 
whereas MSIL is largely done with its key new product launches. 

▪ Disruption – Challengers pushing hard for EVs to gain share: EV transition in 
PVs is expected to be gradual at 9% by FY29E, due to a) no FAME incentives for 
personal use, b) up to 80% premium for comparable EV variants, c) limited charging 
infrastructure and range anxiety and d) limited offerings from the market leaders. The 
challenger OEMs are capitalizing on EV disruption to enhance their competitive 
positioning, as EVs can potentially weaken the incumbents' advantages. Many of these 
challenger OEMs are going all out for EVs, which in our opinion is a double-edged 
sword as any changes in regulatory regime (like recent news on GST cut on hybrids, 
which we believe is a low probability event) can potentially backfire. MSIL, leveraging 
on its balance sheet strength, is taking a balanced approach with a multi-fuel route 
to CO2 reduction. 

▪ Earnings – Premiumization key driver, but discounts likely to inch up: PV OEMs 
profitability would be influenced by a) mix improvement, b) increasing discounts 
across PV segment as demand moderates, c) an increase in commodity prices and 
delayed pass-through, d) lower operating leverage and e) benefit of favourable JPYs 
for MSIL. Hence, we estimate EBIT margins to be flat over FY24-27E (vs 620bps 
expansion over FY21-24) assuming losses in EV business in FY27E after launches in 
FY26. 
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▪ Cashflows – Capex going up towards EVs: We estimate earnings CAGR of ~11% 
over FY24-27E, in line with revenue growth. However, capex intensity is expected to 
increase as OEMs invest in EVs, ICE product development and capacities. We estimate 
the average capex for 3 listed PV OEMs will increase to ~₹192bn p.a. over FY25-27E 
(vs ~₹140b p.a. over FY23-24). However, FCFF conversion is estimated to be stable 
at ~86% (vs ~85% in FY23-24). 

▪ Valuations – Discount reflects for moderation in growth: PV OEMs’ (MSIL) current 
valuations are at an 18% discount to a 10-year average 1-year forward P/E, impacted 
by moderating demand outlook and emerging EV risk. Implied 10-year volume CAGR 
at CMP is 7.2% for MSIL and 5.1% for MM (Auto). Valuations needs to adequately 
factor in a) changes in consumer preferences, b) changes in the competitive landscape 
and c) preparedness for EVs. Based on our CODEC framework for PVs, we prefer MM 
> TTMT > MSIL in the PV segment. 

 

Exhibit 47: CODEC framework for evaluating PV OEMs prefers MM over other PV OEMs 

Factors  MSIL MM TTMT 

Cycle 

Score 3 5 3 

Mix 

Small cars 55% & SUV 
36.5% of dom. vols. 

Exports are 16% of total PV 
volumes 

SUVs 100% of dom. vols. 
Exports just 2.4% of total SUV 

volumes 

SUVs 66% of dom. vols. 
Exports are 0.4% of total PV 

volumes 

Product lifecycle (2 
years) 

1 new ICE, 1 BEV, 2 
platform upgrades & 

hybrids. 

2-3 BEVs, couple of upgrades & 
variant launches. 

2 new BEVs, 1 new ICE & 1 EV 
variant 

Opponents 

Score 4 4 3 

Competitive 
intensity 

Small cars least intense 
(HHI score 5,100) 

SUVs most intense (HHI score 
1,635), but MM enjoys niche 

positioning. 

SUVs most intense (HHI score 
1,635) 

Pricing power 
Weak demand in small cars 
results in higher discounts 

Aggressive pricing in SUV 
segment, but MM benefits from 

niche positioning. 

Aggressive pricing in hyper 
competitive segment. 

Disruption 

Score 2 3 4 

Risk of disruption 

Small cars are least 
vulnerable to EVs, but MSIL 
with over 40% market share 

of PVs will be at risk. GST 
cut on hybrids can be a 
game changer for MSIL. 

SUVs are expected to see faster 
EV adoption. 

TTMT leading the EV 
disruption. Hybrid GST cut can 

possibly delay EV adoption. 

Earnings 

Score 2 3 4 

PAT CAGR (FY24-
27E) 

10.7% 12.3% (Autos) 20.7% 

Drivers 
Improving mix, higher 

discounts, favourable Fx & 
EV losses from FY26 

Higher volume growth, stable 
mix, op. lev, & EV losses from 

FY26. 

Higher volume growth, 
reducing EV losses & op. lev. 

Cashflows 

Score 4 4 2 

Capex & Invest. 5.8% of sales 5.1% of sales 6.8% of sales (PV) 

FCF Conversion 45% (avg FY25-27E) 87% (avg FY25-27E) 49% (avg FY25-27E) 

Valuations 

Score 4 3 3 

Implied 10yr vol. 
growth 

7.2% 5.1% (for auto) NA 

vs 10yr 1 yr fwd 
avg. PE 

-18.30% 146% +48.7% (on P/B) 

Aggregate score 3.2 3.7 3.2 

Source: Ambit Capital research; Note: Rating is on a scale of 5, with 5 being the highest. The higher the score, the better it is. 
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Exhibit 48: PVs affordability improvement has been very slow 
after Covid 

 

Source: Company, Ambit Capital research; Note: Calculated as (MSIL ex-
showroom price + insurance)/per capita personal disposable income 

 
Exhibit 49: PV penetration (per 1000 population) remains 
well below that of other developing countries 

 

Source: Industry, Ambit Capital research 

 

Exhibit 50: Shared mobility has crossed pre-Covid peak  

 

Source: Industry, Ambit Capital research 

 
Exhibit 51: Metro rail will continue to expand rapidly 

 

Source: Ambit Capital research 

 

Exhibit 52: Hatchback volumes remain below pre-Covid peak 

 

Source: Industry, Ambit Capital research 

 
Exhibit 53: Domestic PV volume growth to moderate 

 

Source: Industry, Ambit Capital research 
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Exhibit 54: PV exports to remain on the growth track 
 

 

Source: Industry, Ambit Capital research 

 
Exhibit 55: Domestic PV volume market share (%) getting 
more competitive 

 

Source: Industry, Ambit Capital research 

 

Exhibit 56: Segment-wise market share (FY24); UV is most 
competitive; small car dominated by MSIL  

 

Source: Industry, Ambit Capital research; *HHI - <1,500 is considered to be a 
competitive marketplace, 1,500 to 2,500 to be a moderately concentrated 
marketplace and >2,500 to be a highly concentrated marketplace 

 
Exhibit 57: EV penetration estimated to reach 9% by FY29E 
 

 

Source: Industry, Ambit Capital research 

 

Exhibit 58: e-PV market share is currently skewed with TTMT 
enjoying a major chunk of the market 

 

Source: Industry, Ambit Capital research 

 
Exhibit 59: 24 Born EV launches to start from CY24 
 

 

Source: Company, Media, Ambit Capital research 
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Exhibit 60: Segment share (%): Customer preference shifting 
toward SUVs 

 

Source: Industry, Ambit Capital research 

 
Exhibit 61: Domestic PV ASP driven by premiumization 
 

 

Source: Company, Ambit Capital research 

 

Exhibit 62: Discounts expected to further increase in FY25E 

 

Source: Company, Ambit Capital research 

 
Exhibit 63: Limited scope for operating leverage to play out  

 

Source: Company, Ambit Capital research 

 

Exhibit 64: EBIT margins to remain stable 

 

Source: Company, Ambit Capital research 

 
Exhibit 65: ROCE to moderate slightly 

 

Source: Company, Ambit Capital research 
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Tractors: Structural story in recovery mode 
The tractor industry is expected to recover led by expectations of normal 
monsoon, improving terms of trade for farmers and rise in government spending 
in the rural market, leading to 6.1% CAGR in volumes over FY24-27E. We see 
strong potential in the nascent farm implement business, which can grow 
exponentially over the next decade and boost revenue growth by 3-4ppt. This 
augurs well for the key OEMs, especially considering stable competitive intensity 
due to strong brand loyalty. Profitability for the tractor industry is expected to 
improve 110bps over FY24-27E driven by price hikes, operating leverage benefit 
and reducing losses in the farm machinery business. The tractor-focused OEMs 
have seen substantial re-rating (110-130% premium to 10-year average 1-year 
forward P/E) in valuations over the last two years. However, an implied 10-year 
volume CAGR at CMP for M&M (tractors) at 6.1% is reasonable, whereas for 
ESCORTS it is 13.8% (vs FY14-24 CAGR of 3.3%). We prefer MM over Escorts in the 
tractor segment. 

▪ Cycle – FY25 recovery likely; structural changes to reduce volatility: Domestic 
tractor industry volumes are expected to recover in FY25E led by expectations of a 
normal monsoon, improving terms of trade for farmers and increase in government 
spending in the rural markets, but assuming no recovery in the pure commercial 
usage tractors. We estimate a 6.1% CAGR in volumes over FY24-27E (vs 2.1% CAGR 
over FY19-24). Unlike in the past, we estimate lesser volatility in tractor volumes due 
to structural changes at the farm level in the form of a) higher penetration of irrigation 
lowering dependence on monsoon and b) prevalence of multi-crop cycles. 
Additionally, farm machinery (beyond tractors) would drive revenue growth for the 
farm equipment business, as penetration of implements in India is very nascent 
(~16% of total farm equipment revenues) compared to the global market (~62.5%). 
This could potentially boost revenue growth by 3-4ppt. 

▪ Opponents – strong brand loyalty drives market stability: Tractor industry has 
been traditionally stable in competitive intensity, benefitting from strong brand loyalty. 
While MM is the sole player with strong national presence (with ~42% market share), 
there are several players with a strong regional presence. However, in the emerging 
farm mechanization space, the competitive landscape is dominated by non-tractor 
players though tractor players are aggressively focused on this segment and are 
targeting 10x growth in revenues over the next 5 years. 

▪ Disruption – EVs may take time, but TREM-5 norms may be disruptive: 
Electrification in tractors (barring niche applications) is expected to be more back-
ended due to challenges in balancing weight and cost for delivering high up-time 
during the busy season. However, tractors could see disruption from tightening of 
emission norms to TREM-V resulting in up to a 20% increase in the cost of tractors. 
The timeline for implementation of TREM-V norms was expected from 2026; however, 
it has not yet been notified and there are expectations of further pushback. 

▪ Earnings – Pricing and operating leverage to drive earnings: EBITDA margins 
for the tractor industry are expected to improve 110bps over FY24-27E to 17.6% 
driven by the price hikes and operating leverage benefit. Also, we expect losses in the 
farm machinery business to start reducing materially from FY27 (vs 150bps on tractor 
business margins for MM due to losses in farm machinery) as the benefit of scale 
comes in. Earnings are estimated to post 13.3% CAGR. 

▪ Cashflows – Low capex intensity drives high FCFF generation: We expect an 
increase in capex for the tractor OEMs (average of ₹23bn p.a. for FY25-27E vs ₹9.9bn 
p.a. over FY22-24) toward product development and capacity. However, 
improvement in the operating performance would result in a very healthy average 
FCFF conversion of 72% (FY25-27E). 

▪ Valuations – Reduced volatility, stable & superior profitability drive re-rating: 
The tractor-focused OEMs have seen substantial re-rating (124-146% premium to 10-
year average 1-year forward P/E) in valuations over the last two years driven by 
reduced volatility/superior profitability and management change for ESCORTS. 
Implied 10-year volume CAGR at CMP is 6.1% for MM (tractors) and 13.8% for 
ESCORTS. We expect the rerating in valuations to sustain as a) growth visibility is 
improving for tractors and more importantly for farm machinery and b) stability in 
margins across cycles. Our CODEC framework for tractors drives our preference for 
MM over Escorts in the tractor segment. 
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Exhibit 66: CODEC framework for evaluating Tractors OEMs 

Factors   ESCORTS MM 

Cycle 

Score 3 4 

Mix 
Stronger in North and Central India. 

Weaker presence in South & West, which 
declined the most in FY24. 

Market leader in all the key markets. Would 
benefit more from low base in South & West. 

Others 
Exports & component supplies to Kubota 

globally can be a big opportunity. 
Non-tractor agri machinery business seeing 

strong ramp-up. 

Opponents 
Score 3 4 

Competitive intensity 
Strong regional presence, but not price 

maker. 
Market leader with pricing power & strong 

presence in the agri value chain. 

Disruption 
Score 4 4 

Risk of disruption Limited EV risk and similar impact of TREM-5 norms for both the players. 

Earnings 

Score 3 3 

PAT CAGR (FY24-
27E) 

13.40% 13.20% 

Drivers 
Price hikes, op. lev & impact of loss-making 

Kubota subs. 
Price hikes, op. lev & reduction in farm 
machinery losses from FY27E onwards 

Cashflows 

Score 3 4 

Capex & Invest. 6.7% of sales 5.3% of sales 

FCF Conversion 56% (avg FY25-27E) 70% (avg FY25-27E) 

Valuations 

Score 2 4 

Implied 10 yr vols. 
Growth 

13.8% 6.1% (for Tractors) 

vs 10-yr 1 yr fwd avg. 
PE 

124% 146% 

Aggregate score 3.0 3.8 

Source: Ambit Capital research; Note: Rating is on a scale of 5, with 5 being the highest. The higher the score, the better it is. 

 

Exhibit 67: Tractor volumes to grow at 6.1% CAGR (FY24-27E) 

 

Source: Industry, Ambit Capital research 

 
Exhibit 68: Pure commercial usage tractors on a decline 

  

Source: Industry, Ambit Capital research 
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Exhibit 69: Water reservoir levels in the North and South are 
well below last year’s levels and their LPA 

Region Current Last Year 10Y Avg 

North 28% 39% 31% 

East 19% 18% 23% 

Central 25% 32% 26% 

South 16% 21% 20% 

West 20% 24% 20% 

Source: CEIC, Ambit Capital research 

 
Exhibit 70: The government’s rural spending much higher 
than pre-Covid levels (indexed) 

 

Source: CEIC, Ambit Capital research 

 

Exhibit 71: Irrigation intensity has risen consistently 

 

Source: CEIC, Ambit Capital research 

 
Exhibit 72: Cropping intensity is also increasing 

 

Source: Industry, Ambit Capital research 

 

Exhibit 73: Tractor penetration (HP/Ha) for most states 
hovers around or below the national average 

 

Source: Industry, Ambit Capital research 

 
Exhibit 74: Tractor penetration is very low for small-medium 
farms and below 

 

Source: Industry, Ministry of Agriculture, Ambit Capital research 
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Exhibit 75: Farm machinery is 1.7x of tractors globally vs 0.2x 
in India 

 

Source: Industry, Ambit Capital research 

 
Exhibit 76: Farm mechanization level across countries (%) 
 

 

Source: Industry, Ambit Capital research 

 

Exhibit 77: Market share of tractor companies has been very 
stable and is expected to remain stable  

 

Source: Industry, Ambit Capital research 

 
Exhibit 78: Tractor emission timelines 
 

Stage Timelines 

TREM Stage I Oct-99 

TREM Stage II Jun-03 

TREM Stage III Oct-05 

TREM Stage III A Apr-10 & Apr-11 

TREM Stage IV Jan-23 (delayed from Oct-20) 

TREM Stage V Apr-26* 

Source:, Ambit Capital research; * indicative timeline 

 

Exhibit 79: Tractor ASP trend 

 

Source: Company, Ambit Capital research 

 
Exhibit 80: EBITDA Margins to improve 

 

Source: Company, Ambit Capital research 

 
Exhibit 81: ROCE to moderate slightly 

 

Source: Company, Ambit Capital research 
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CVs: Prefer LCVs over M&HCVs 
While LCV volumes are expected to recover driven by recovery in the consumption 
segment, M&HCV volumes are expected to be muted in 1HFY25 and recover only 
from 2HFY25. We estimate LCV volumes to grow 6.8% CAGR over FY24-27E and 
M&HCV by just 3.5% CAGR (with cyclical decline in FY27E). Competitive intensity 
in LCVs is stable and M&HCVs are currently enjoying pricing discipline though 
OEMs’ focus fluctuates between market share and margins. EV adoption is 
estimated to rise to 21.7% for LCVs and 24% for e-buses by FY29E, but M&HCV 
goods would have back-ended adoption of zero-emission vehicles. For CVs, we 
estimate EBITDA margin expansion of 100bps over FY24-26E but a decline by 
60bps in FY27E due to the assumption of M&HCV volume decline. AL is trading 
at reasonable valuations considering the stage of the cycle and is building in a 
10-year volume CAGR of 4.3% at CMP (vs AL’s FY14-24 CAGR of 8.1%). We prefer 
MM and AL in CVs. 

▪ Cycle – LCVs ripe for a comeback, M&HCVs at a crossroads: LCV volumes are 
expected to recover from 2HFY25 as there are signs of recovery in the key demand 
driver – the consumption segment. We estimate LCV volumes to grow 5.2% in FY25E 
and 6.8% CAGR over FY24-27E. On the other hand, M&HCV industry is at a 
crossroads as volumes are estimated to clock just 3.5% CAGR as fleet utilizations are 
low (65-70%) and infra spending growth is low. While volumes in 1HFY25 are 
expected to be muted, we expect a recovery in 2HFY25 and 10% growth in FY26, but 
expect volumes to decline in FY27E. FY24 M&HCV volumes (incl. exports) are still 
~11% lower than FY19 peak and we haven’t seen any signs of excesses building up 
in this cycle yet and hence expect the decline in FY27E to be moderate. Our estimates 
for M&HCV don’t factor in any material benefit from the Scrappage Policy as we are 
not picking any signs of it being implemented strictly. Also, the current scrappage 
infrastructure is inadequate with just 53 operational Registered Vehicle Scrapping 
Facility (RVSF) on a pan-India basis. 

▪ Opponents – Consolidated market but fluctuating focus: LCVs enjoy a stable 
competitive landscape due to strong customer preference in a market with high 
customer fragmentation (unlike M&HCVs). However, this could change as challenger 
brands plan to launch more products in the next 12 months to improve their 
competitive positioning. Despite M&HCVs being the most consolidated segment, it 
has experienced the highest competitive intensity due to the fight for market share 
among the market leaders. Over the last 12 months, we have seen the key OEMs 
focus oscillating between market share and margins, with the current preference 
toward margins leading to a moderation in discounts. 

▪ Disruption – LCVs and buses primed for electrification: The LCV segment is ripe 
for faster adoption of EVs as it offers superior TCO and there is a considerable push 
from corporate customers to decarbonize their last-mile logistics. The current EV 
penetration in LCVs is <1% due to inadequate products, which is changing, hence we 
expect e-LCV penetration to be 21.7% by FY29E. Buses have seen the fastest adoption 
of EVs to 6.8% in FY24 driven by State Transport Undertakings (STU) giving large 
orders on an opex model. We expect this to increase to 24% by FY29E. We expect 
M&HCV goods to have a back-ended move towards zero-emission vehicles (likely 
through the H2 route) due to disparity in TCO and lack of adequate infrastructure. 

▪ Earnings – Pricing to drive earnings: LCV segment would see improvement in 
margins driven by a) improving mix in tonnage, b) stable competitive intensity and c) 
operating leverage as volumes recover. On the other hand, M&HCVs would see 
margin improvement driven by a) discount moderation and b) improving mix. As a 
result, we estimate EBITDA margin expansion of 100bps over FY24-26E to 11.6% but 
decline by 70bps in FY27E due to the assumption of M&HCV volume decline. 

▪ Cashflows – FCFF conversion to remain high: We expect capex to marginally rise 
for CV OEMs (average of ₹31.6bn p.a. for FY25-27E vs ₹27.4b p.a. over FY23-24) 
largely toward product development and maintenance. With healthy operating 
performance and stable capex, we estimate a strong average FCFF conversion of 
125% (FY25-27E). 



 

Automobiles 

 

 

June 27, 2024 Ambit Capital Pvt. Ltd. Page 29 

▪ Valuations – Uncertainty on volumes caps multiples: A pure play CV OEM, AL’s 
EV/EBITDA ratio is comparable to what it was at a similar point in the previous cycle 
(and ~55% premium on P/B basis to LPA) despite prevailing pricing discipline in the 
market. The implied 10-year volume CAGR at CMP is 4.3% for AL. We expect 
valuations to be in-line with the same stage of the previous cycle as the positives of 
a) better pricing discipline and b) lower capex intensity and disciplined capital 
allocation would be negated by a) the threat of an increase in the share of rail in 
freight led by the DFCC and b) higher competitive intensity in e-buses and e-LCVs. 
Our CODEC framework for CVs makes us prefer MM and AL in CVs. 

 

Exhibit 82: CODEC framework for evaluating CV OEMs 

Factors  AL MM TTMT EIM (VECV) 

Cycle 

Score 3 4 3 3 

Mix 
LCVs 36% 

MHCV bus 13% 
MHCV goods 51% 

LCVs 97% 
MHCV goods 3% 

LCVs 53% 
MHCV bus 5% 

MHCV goods 42% 

LCVs 17% 
MHCV bus 18% 

MHCV goods 65% 

Opponents 

Score 3 4 3 3 

Competitive 
intensity M&HCVs have oscillating competitive intensity with OEMs focus shifting between market share 

and margins. LCV enjoys stability. 
Pricing power 

Disruption 

Score 3 1 2 3 

Risk of disruption 
21.7% EV penetration in LCVs & 24% in buses by FY29E. DFCC may reverse the trend of freight 

shifting from rails to roads. 

Earnings 

Score 3 3 2 4 

PAT CAGR (FY24-
27E) 

13.20% 12.3% (Autos) 4.60% 17.90% 

Drivers 
Discount moderation & 

op. lev in LCVs 
Price hikes & Op. lev 

in LCVs 

Increase in tax rate 
to dilute benefit of 

lower discounts and 
op. lev in LCVs 

Discount moderation 

Cashflows 

Score 4 4 4 3 

Capex & 
Investment 

1.3% of sales 5.1% of sales 2% of sales 3% of sales 

FCF Conversion 100% (avg FY25-27E) 
87% (avg FY25-27E) 

for Autos 
143% (avg FY25-

27E) 
114% (avg FY25-27E) 

Valuations 

Score 4 4 3 3 

Implied 10 yr vols. 
Growth 

4.3% 5.1% (for auto) NA 5.7% 

vs 10-yr 1 yr fwd 
avg. 

+55.1% (on P/B) 
-22.5% (on EV/EBITDA) 

145.6% (on PE) +48.7% (on P/B) -11.8% (on PE) 

Aggregate score 3.3 3.3 2.8 3.2 

Source: Ambit Capital research; Note: Rating is on a scale of 5, with 5 being the highest. The higher the score, the better it is. 
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Exhibit 83: M&HCV volume growth from previous peak to new 
peak is ~1% CAGR 

 

Source: Industry, Ambit Capital research, *P-P CAGR: Peak to peak volume 
CAGR 

 
Exhibit 84: LCV to witness recovery by tracking revival of the 
consumption segment 

 

Source: Industry, Ambit Capital research; *P-P CAGR: Peak to peak volume 
CAGR 

 

Exhibit 85: The govt. is targeting an increase in railway’s share of freight to 45% by FY31 (vs 27% in FY22) enabled by DFCC 

            

Source: Company, Ambit Capital research 
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Exhibit 86: TTMT estimates CV industry to grow at 4-5% CAGR over FY24-29E despite 6-8% CAGR in freight BTKM 

 

Source: TTMT, Ambit Capital research; BTKM = billion ton kms, TIV = Total industry volumes 

 

Exhibit 87: M&HCV tonnage crossed FY19 peak in FY24 

 

Source: Industry, Ambit Capital research 

 
Exhibit 88: Fleet utilization to moderate slightly in FY25E 

 

Source: Industry, Ambit Capital research 

 

Exhibit 89: Trends in M&HCV segment mix 

 

Source: Industry, Ambit Capital research 

 
Exhibit 90: Trends in LCV segment mix 

 

Source: Industry, Ambit Capital research 

 

3
.5

 

4
.8

 

6
.7

 

6
.4

 

8
.5

 

8
.9

 

5
.4

 

4
.1

 

6
.5

 

9
.8

 

9
.9

 

-60

-40

-20

0

20

40

60

80

 -

 2.0

 4.0

 6.0

 8.0

 10.0

 12.0

F
Y
1
4

F
Y
1
5

F
Y
1
6

F
Y
1
7

F
Y
1
8

F
Y
1
9

F
Y
2
0

F
Y
2
1

F
Y
2
2

F
Y
2
3

F
Y
2
4

Dom. M&HCV Tonnage (mn tons) Growth % (RHS)

73
76

79 78

67

60

67

72 72

68

F
Y
1
6

F
Y
1
7

F
Y
1
8

F
Y
1
9

F
Y
2
0

F
Y
2
1

F
Y
2
2

F
Y
2
3

F
Y
2
4

F
Y
2
5
E

Fleet Utilization (in %)

8
1
 

8
4
 

8
5
 

8
4
 

9
0
 

9
0
 

8
2
 

9
5
 

9
5
 

8
9
 

8
6
 

1
9
 

1
6
 

1
5
 

1
6
 

1
0
 

1
0
 

1
8
 5

 

5
 

1
1
 

1
4
 

F
Y
1
4

F
Y
1
5

F
Y
1
6

F
Y
1
7

F
Y
1
8

F
Y
1
9

F
Y
2
0

F
Y
2
1

F
Y
2
2

F
Y
2
3

F
Y
2
4

M&HCV Goods (in %) M&HCV Passenger (in %)

9
0
 

8
8
 

8
7
 

8
8
 

9
0
 

9
2
 

9
1
 

9
7
 

9
6
 

9
3
 

9
1
 

1
0
 

1
2
 

1
3
 

1
2
 

1
0
 

8
 

9
 3
 

4
 

7
 

9
 

F
Y
1
4

F
Y
1
5

F
Y
1
6

F
Y
1
7

F
Y
1
8

F
Y
1
9

F
Y
2
0

F
Y
2
1

F
Y
2
2

F
Y
2
3

F
Y
2
4

LCV Goods (in %) LCV Passenger (in %)

cellita.monteiro@ambit.co 2024-09-13 Friday 11:41:24



 

Automobiles 

 

 

June 27, 2024 Ambit Capital Pvt. Ltd. Page 32 

Exhibit 91: M&HCV market share stabilizing last 2 years 

 

Source: Industry, Ambit Capital research 

 
Exhibit 92: M&M gaining LCV market share  

 

Source: Industry, Ambit Capital research 

 

Exhibit 93: New players have a lion’s share of e-buses as incumbents didn’t participate in recent tenders due to concerns on 
security of payments * 

 

Source: Company, Ambit Capital research. * OEM names in red font are eligible for PLI 

 

Exhibit 94: Trend in Dom. M&HCV ASP & discounts (in 000s) 

 

Source: Company, Ambit Capital research 

 
Exhibit 95: Scope for operating leverage to play out 

 

Source: Company, Ambit Capital research 
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Exhibit 96: EBITDA margins to improve gradually 

 

Source: Company, Ambit Capital research 

 
Exhibit 97: ROCEs to moderate slightly 

 

Source: Company, Ambit Capital research 

 

Exhibit 98: Long-term trend in EV/EBITDA vs stages of cycle 

 

Source: Ambit Capital research 

 
Exhibit 99: Long-term trend in P/B vs stages of cycle 

 

Source: Ambit Capital research 
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Good business, but not the price 
BJAUT made all the right moves in the last 2-3 years. India business is in 
its best shape in a long time as it: a) got the trend of premiumization right 
in motorcycles, b) benefitted from value migration in CNG in 3Ws, and c) 
enjoyed reasonable success in e-scooters. Its recent and upcoming 
launches would expand its addressable market by 2.5x and addressable 
EBITDA pool by 3.2x. While exports are recovering in most markets, the 
mix in 2W exports has also improved. It has taken advantage of EV 
disruption to enter scooters, but needs to transit its stronghold in domestic 
3Ws and 125-200cc motorcycles to EVs. We initiate with SELL and fair 
value of ₹9,652 (DCF-based), implying P/E of 28.3x Mar-26. Risk reward 
is favorable for EIM, hence we prefer it over BJAUT. 

Competitive position: STRONG Changes to this position: POSITIVE 

Domestic business is back to its best 

BJAUT’s domestic business witnessed a very sharp recovery after Covid, driven by 
its pivot to premiumization, leading to market-share gains in its focus area of 
>125cc motorcycle/CNG 3Ws and mix improvement. This translated into highest-
ever EBITDA/PAT (~70% higher vs FY19) despite lower overall volumes. We 
estimate domestic 2W/3W volume CAGR of 11.8%/7% over FY24-27E. 

New segments expand addressable market, can drive earnings 

BJAUT’s recent and upcoming product launches, viz a) e-scooters, b) >300cc 
motorcycles, and c) upcoming CNG bike will expand its addressable market (FY24 
basis) in India by 10.2m units (to 17.5m units) and would address additional 
domestic EBITDA pool of ₹133bn (to total of ~₹193bn). While we factor in ramp-
up in e-2Ws (450k units by FY27E vs 129k in FY24), we are yet to factor in any 
material contribution from Triumph and CNG motorcycle. 

Exports making a comeback, mix improving 

Export volumes started to recover from 2HFY24 across markets barring 2-3, 
witnessing recovery at the retail level. It is also benefitting from focus on entering 
new markets and launching more products, reflecting in improvement in the 
product mix. We estimate export volume CAGR of 13% over FY24-27E. 

Valuation rerating reflects for most positives 

After BJAUT’s sharp outperformance over the last 2 years, it is trading close to 4 
SD to 1-year fwd avg. P/E. This leaves no margin of safety for: a) no or low success 
in new segments, and b) risk of EV in domestic 3W and 125-200cc motorcycle 
segment. At CMP, the stock is factoring in 8.8% volume CAGR over FY24-35E, 
which might be attainable if it gets sustained success in all new segments. Risks 
to our thesis: (i) success for Bajaj-made Triumph products in domestic and export 
markets, and (ii) success in its upcoming CNG motorcycle launch. 
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Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Revenue 364,276 446,852 505,886 572,454 641,838 
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Domestic business is back to its best 
BJAUT’s domestic business witnessed a sharp recovery after Covid, driven by its 
pivot to premiumization, leading to 17% CAGR (FY22-24) in domestic 2W 
volumes. While its overall market share is stable, it gained share in its focus area 
of >125cc motorcycle, a 610bps gain over FY19-24 to ~25.9%. This led to product 
mix enrichment, with the share of <125cc motorcycle falling to 25% in FY24 (vs 
57% in FY19). Further, domestic 3W benefitted from value migration from diesel 
to CNG, benefitting BJAUT. This translated into a 70% CAGR in domestic 3W 
volumes over FY22-24 (3% CAGR over FY19-24), a 20ppt gain in market share in 
the domestic ICE 3W segment over FY19-24 to 77%, and a favorable mix with 
CNG contributing 80% to its domestic volumes (vs 71% in FY19). All these 
translated into 260bps EBITDA margin expansion over FY19-24 (4.2ppt over 
FY22-24) to 19.7% in FY24. Despite overall volumes being lower by 13% than 
FY19 peak, it clocked its highest-ever EBITDA/PAT at ₹88.2bn/₹74.8bn (~70% 
higher than FY19 levels). We estimate BJAUT’s domestic 2W/3W volume CAGR of 
11.8%/7% CAGR over FY24-27E. 

Exhibit 1: BJAUT’s domestic 2W volume CAGR of 11.8% to be 
driven by ramp-up in new segments 

 

Source: Company, Ambit Capital research 

 
Exhibit 2: BJAUT’s domestic market share is stable… 
 

 

Source: Industry, Ambit Capital research 

 
 

Exhibit 3: …but market share improving in its focus areas… 

 

Source: Industry, Ambit Capital research 

 
Exhibit 4: …and driving mix improvement (domestic 2Ws) 

 

Source: Industry, Ambit Capital research 
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Exhibit 5: 3W industry witnessed value migration from diesel 
to CNG/LPG…* 

 

Source: Industry, Ambit Capital research, * Note: Excluding E-rickshaw 

 
Exhibit 6: …benefitting BJAUT given its dominance in CNG, 
driving improvement in overall 3W market share…* 

 

Source: Industry, Ambit Capital research, * Note: Excluding E-rickshaw 

 

Exhibit 7: …leading to higher contribution from CNG for 
BJAUT in domestic 3W volumes… 

 

Source: Industry, Ambit Capital research 

 
Exhibit 8: …and driving 7% domestic 3W volume CAGR for 
BJAUT over FY24-27E 

 

Source: Company, Ambit Capital research 

 

New segments expand addressable market, can drive 
earnings 
BJAUT has been focused on expanding its addressable market in India through its recent 
and upcoming product launches. It has launched products in new segments viz. a) scooters 
(Chetak EV), b) >300cc motorcycle (Triumph, Husqvarna), and c) upcoming CNG bike 
targeting the Executive 100cc motorcycle segment. These three segments expand its 
addressable market (FY24 basis) in India by 10.2m units (to 17.5m units), and would 
address an additional domestic EBITDA pool of ₹133bn (to a total of ~₹193bn). In e-2Ws, 
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product portfolio and reach. In >300cc motorcycle, since its Triumph product launch in 
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in this segment and expand reach. We are factoring in sustained traction in e-scooter 
business, with volumes of 450k by FY27E (vs 129k in FY24) and implied market share of 
16.4% (part of our estimates). We are yet to factor in any material contribution from 
Triumph and CNG motorcycle in our estimates. 
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Exhibit 9: Recent/upcoming launches would expand the 
addressable market for BJAUT by 2.5x… 

 

Source: Ambit Capital research 

 
Exhibit 10: …and expand addressed domestic EBITDA pool by 
3.2x 

 

Source: Ambit Capital research 

 

Exhibit 11: Triumph ramp-up has been slower in India, partly 
impacted by commencement of exports from Nov’23 

 

Source: Industry, Ambit Capital research 

 
Exhibit 12: BJAUT has been ramping up its e-2W volumes 
(market share of e-2W industry, %)… 

 

Source: Industry, Ambit Capital research 

 

Exhibit 13: …and has started catering to the B2B segment by 
supplying low-speed e-2Ws for Yulu (an investee company) 

 

Source: Industry, Ambit Capital research 

 
Exhibit 14: E-2W now contributes ~7% to the domestic 2W 
volumes for BJAUT 

 

Source: Industry, Ambit Capital research 
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Exports making a comeback, mix improving 

Export volumes bottomed out in 1HFY24 and recovery was visible in 2HFY24. Most of the 
markets, barring 2-3, have started witnessing recovery at the retail level. It is still seeing 
stress in markets like Nigeria, Bangladesh, and Argentina due to sharp Fx devaluation. 
However, BJAUT is benefitting from its focus on entering new markets and launching more 
products. Its product mix in exports has improved considerably as it ramps up its presence 
in markets like LatAm, S.E Asia, etc. Its contribution from >125cc motorcycle in exports 
increased from 35% in FY19 to 57% in FY24. Part of this may reverse as African markets 
fully recover, but in the long term it would also benefit from addition of markets like Brazil 
(Jun’24) as well as ramp-up in exports of associate brands (KTM, Husqvarna and Triumph). 
These associate brand exports already contribute over 10% to 2W exports. We estimate 
overall export volume CAGR of 13% over FY24-27E. 

Exhibit 15: BJAUT’s exports to recover from 2HFY25, but increase in competition from India to hurt market share 

  

Source: Company, Ambit Capital research 

 

Exhibit 16: BJAUTs 2W export mix has been improving over 
the last 5 years due to ramp-up in LatAm and S E Asia… 

 

Source: Industry, Ambit Capital research 

 
Exhibit 17: …as well as ramp-up in exports of its associate 
brands (% of BJAUT 2W exports) 

 

Source: Industry, Ambit Capital research 

EVs - it wins some, it loses some 
With electric scooter, Chetak, BJAUT took advantage of the EV disruption to enter the 
scooter segment (32% of the domestic 2W market or ₹50bn EBITDA pool). Since its launch 
in FY21, BJAUT has already attained over 13% e-scooter market share (2.2% of domestic 
scooters). While BJAUT benefits by adding the scooter segment through EVs, it needs to 
defend its dominant 77% market share in ICE 3Ws as we expect EV penetration in the 3W 
(L5) segment to be 30-40% by FY29 (vs 10% in FY24 for L5). We expect the 125cc-200cc 
motorcycle segment (~30% market share and 67% of its domestic 2W volumes) to witness 
EV adoption in the next 18-24 months, which BJAUT needs to transit to EV. To sum it up, 
BJAUT benefits from e-scooters, but needs to defend its stronghold of 3Ws and >125cc 
motorcycles in the EV era. 
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Valuation rerating reflects most of the positives 
BJAUT outperformed the NSE Auto Index by 38%/35% over the last one/two years, driven 
by: a) successful pivot to premiumization in its domestic 2W business, b) benefits of value 
migration to CNG in the 3W business, c) reasonable success in e-2W business, d) signs 
of revival in export volumes, and e) strong improvement in profitability. As a result, the 
stock is trading at 31.9x 1-year forward P/E, peak P/E since listing, and close to 4 SD to 
1-year forward average P/E, leaving no margin of safety for: a) no or low success in new 
segments, and b) risk of EV in domestic 3W business (15-18% of EBITDA) and in its 125-
200cc motorcycle segment (35-40% of EBITDA). We estimate 
volume/revenue/EBITDA/PAT to register 11.8%/12.8%/12.8%/11.3% CAGR over FY24-
27E as we factor in a strong recovery in exports and sustained market-share gains in e-
2Ws. We await sustained delivery in the other new segments (>300cc and CNG bike) to 
factor it in our estimates. At CMP, the stock is factoring in 8.8% volume CAGR over FY24-
35E (vs 1.2% CAGR in the last 10 years), which might be attainable if it gets sustained 
success in all new segments, without which we see risk to its volumes from EVs and 
heightened competitive intensity in the premium segment. Our fair value of ₹9,652 (DCF-
based) implies P/E of 28.3x Mar-26. Initiate with a SELL rating. Risk reward is favorable 
for EIM and hence we prefer it over BJAUT. 
 
 

Exhibit 18: EBITDA margins are expected to remain stable as 
the decline in GM due to the mix will be offset by op. leverage 

 

Source: Company, Ambit Capital research 

 
Exhibit 19: Strong FCF generation to support sustained 
higher payouts 

 

Source: Company, Ambit Capital research 

 
 

Exhibit 20: Trend in adj. P/E * 

 

Source: Company, Ambit Capital research; adj. for investment in Pierer 

 
Exhibit 21: Trend in adj. P/B * 

 

Source: Company, Ambit Capital research 
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Exhibit 22: DCF-based valuation 

Inputs 
Historical 

Near 
Term 

Medium 
Term Terminal 

FY19-24 FY24-27 FY27-35 

Volume CAGR -2.8% 11.8% 8.1% - 

Revenue CAGR 8.0% 12.8% 10.8% 6.0% 

EBITDA Margin 17.7% 19.6% 19.2% 19.0% 

(Inc)/Dec in WC/Sales 0.7% 0.1% 0.6% 0.6% 

Capex/Sales 1.4% 1.4% 1.0% 0.8% 

     

Assumptions      

Cost of Equity 11%    

Cost of Debt 8%    

Debt to Equity (x) 0    

WACC (Ke) 11%    

     

Valuation    ₹ mn 

PV of FCFF    7,81,959 

TV of FCFF    16,47,333 

FCFF    24,29,292 

Cash (Jun-25)    2,49,445 

Debt (Jun-25)    9,906 

Net FCFE    26,68,832 

Add Holding in Pierer (KTM) post 20% hold-co discount 25,922 

O/s shares    279 

Value per share    9,652 

Source: Company, Ambit Capital research 

 
Exhibit 23: DCF sensitivity analysis 

Target Price 
 WACC  

9% 10% 11% 12% 13% 

T
e
rm

in
a

l 
G

ro
w

th
 

4% 10,933 9,149 7,882 6,936 6,205 

5% 12,745 10,265 8,619 7,447 6,573 

6% 15,773 11,943 9,652 8,130 7,047 

7% 21,834 14,740 11,202 9,086 7,679 

8% 40,165 20,358 13,794 10,523 8,565 

Source: Ambit Capital research 

Exhibit 24: Implied valuations adj. for Pierer 

Particulars FY24 FY25E FY26E FY27E 

P/E 35.7 32.6 28.9 25.9 

P/B 10.7 10.0 9.2 8.4 

EV/Sales 5.4 4.8 4.2 3.7 

EV/EBITDA 27.5 24.6 21.6 19.2 

Source: Company, Bloomberg, Ambit Capital research 

 

 
 

Exhibit 25: BJAUT (standalone): Ambit vs consensus estimates 

Particulars 
FY25E FY26E FY27E 

Ambit Consensus Divergence Ambit Consensus Divergence Ambit Consensus Divergence 

Revenue (₹ mn) 5,05,886 5,23,465 -3.4% 5,72,454 6,01,368 -4.8% 6,41,838 6,94,144 -7.5% 

EBITDA Margin (%) 19.5% 20.2% -0.7% 19.6% 20.5% -0.9% 19.7% 20.3% -0.6% 

EPS 293.1 310.7 -5.7% 330.8 360.6 -8.3% 369.3 401.3 -8.0% 

Source: Ambit Capital research 
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HAWK FRAMEWORK 
Exhibit 26: Accounting score contributors 

 

Source: Company, Ambit Capital research 

 
Exhibit 27: Greatness score contributors 

 

Source: Company, Ambit Capital research 

 
 

Exhibit 28: Explanation of our accounting flags 

Segment Score Comments 

Accounting GREEN BJAUT is in D3 in FY23 which is the “Zone of Safety”. Material deviations in accounting which might have a 
meaningful impact on financials have not been observed. 

Predictability GREEN BJAUT enjoys diversified revenue streams and a healthy mix between India and exports. With both 
geographies witnessing recovery, earnings predictability is good. 

Earnings Momentum AMBER Earnings growth trajectory has been strong lead by strong margin expansion. However, earnings will be driven 
by volume growth as margins are expected to remain stable at higher levels. 

Source: Company, Ambit Capital research 
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Bajaj Auto (BJAUT IN, SELL) 

Valuation Methodology 
 

Risks 

We value BJAUT using the DCF value methodology, wherein 
we have added: a) the NPV of free cash flows till FY35E with 
the terminal value, and b) valuing its 36.57% stake in Pierer 
Mobility AG (Not Rated) at CMP, to arrive at our target price 
of ₹9,652. We have used a WACC of 11% and a terminal 
growth rate of 6%. 

 

 
 Success for Bajaj-made Triumph products in domestic and 
export. 

 Success with its upcoming CNG motorcycle launch. 

 Higher-than-estimated market share in e-2Ws. 
 

   

 

Exhibit 29: Segmental estimates 

Particulars (in 000 units) FY18 FY19 FY20 FY21 FY22 FY23 FY24 FY25E FY26E FY27E 

Motorcycles (units) 3,369 4,237 3,947 3,604 3,829 3,407 3,599 3,967 4,400 4,828 

Domestic 1,975 2,541 2,078 1,808 1,633 1,770 2,121 2,312 2,497 2,697 

Growth (%) -1.3 28.7 -18.2 -13.0 -9.7 8.4 19.9 9.0 8.0 8.0 

% of total volumes 49.3 50.6 45.0 45.5 37.9 45.1 48.8 47.3 45.4 44.4 

Exports 1,395 1,696 1,869 1,797 2,196 1,637 1,477 1,655 1,903 2,131 

Growth (%) 14.5 21.6 10.2 -3.9 22.2 -25.4 -9.8 12.0 15.0 12.0 

% of total volumes 34.8 33.8 40.5 45.2 51.0 41.7 34.0 33.9 34.6 35.1 

e-Scooters                     

Domestic 0 0 0 1 8 36 129 240 360 450 

Growth (%)         486.9 343.5 255.5 85.9 50.0 25.0 

% of total volumes 0.0 0.0 0.0 0.0 0.2 0.9 3.0 4.9 6.5 7.4 

Total 2Ws 3,369 4,237 3,948 3,606 3,837 3,443 3,728 4,207 4,760 5,278 

Growth (%) 4.6 25.7 -6.8 -8.7 6.4 -10.3 8.3 12.9 13.1 10.9 

% of total volumes 84.1 84.4 85.5 90.8 89.1 87.7 85.7 86.1 86.5 86.8 

                      

3Ws                     

Domestic 370 399 366 109 161 301 464 506 541 568 

Growth (%) 46.0 8.1 -8.4 -70.1 47.1 87.1 54.3 9.0 7.0 5.0 

% of total volumes 9.2 8.0 7.9 2.8 3.7 7.7 10.7 10.4 9.8 9.4 

Exports 268 383 302 258 311 184 159 175 201 231 

Growth (%) 38.9 43.1 -21.2 -14.6 20.6 -40.7 -13.8 10.0 15.0 15.0 

% of total volumes 6.7 7.6 6.5 6.5 7.2 4.7 3.7 3.6 3.7 3.8 

3Ws 637 783 668 367 472 485 623 681 742 800 

Growth (%) 42.9 22.8 -14.7 -45.0 28.5 2.9 28.5 9.3 9.1 7.7 

% of total volumes 15.9 15.6 14.5 9.2 10.9 12.3 14.3 13.9 13.5 13.2 

Total Volumes 4,007 5,020 4,615 3,973 4,308 3,928 4,351 4,888 5,503 6,078 

Growth (%) 9.3 25.3 -8.1 -13.9 8.4 -8.8 10.8 12.3 12.6 10.5 

Avg. Net Realn (₹/unit) 62,940 60,479 64,826 69,826 76,601 92,742 1,02,703 1,03,501 1,04,035 1,05,602 

Growth (%) 6.0 -3.9 7.2 7.7 9.7 21.1 10.7 0.8 0.5 1.5 

Net Revenues (₹ mn) 2,52,189 3,03,576 2,99,187 2,77,411 3,30,032 3,64,276 4,46,852 5,05,886 5,72,454 6,41,838 

Source: Industry, Ambit Capital research 
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Financials - Standalone 
Income statement 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Revenue 364,276 446,852 505,886 572,454 641,838 

-growth (Rev) 10.4% 22.7% 13.2% 13.2% 12.1% 

Gross profit 103,729 129,418 144,177 162,291 181,319 

Gross profit growth 19.6% 24.8% 11.4% 12.6% 11.7% 

EBITDA 65,491 88,229 98,709 112,323 126,582 

-growth (EBITDA) 28.0% 34.7% 11.9% 13.8% 12.7% 

Depreciation 2,824 3,498 4,021 4,479 4,959 

EBIT 62,667 84,731 94,688 107,845 121,624 

-growth (EBIT) 29.3% 35.2% 11.8% 13.9% 12.8% 

Other income 11,814 14,025 13,488 14,063 14,550 

Finance costs 395 535 450 450 450 

Share of profit/loss of associates and JVs 4,326 2,294 2,336 2,507 2,687 

Profit before tax 74,086 98,220 107,725 121,457 135,724 

Profit before tax (adjusted) 74,086 98,220 107,725 121,457 135,724 

-growth (PBT) 22.5% 32.6% 9.7% 12.7% 11.7% 

Tax 17,810 23,432 25,906 29,099 32,621 

PAT 56,276 74,788 81,819 92,358 103,102 

Profit after tax (adjusted) 56,276 74,788 81,819 92,358 103,102 

-growth (PAT) 23.3% 34.7% 9.4% 12.9% 11.6% 

Consolidated profit after tax 60,602 77,082 84,156 94,865 105,789 

-growth (CPAT) (1.7%) 27.2% 9.2% 12.7% 11.5% 

EPS (basic) (₹) 214 276 303 342 381 

EPS (diluted) 214 276 303 342 381 

Source: Ambit Capital research, Company 
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Balance sheet 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Property, plant and equipment 27,160 32,019 35,240 38,761 41,803 

Capital work in progress 819 243 1,000 1,000 1,000 

Total fixed assets 27,979 32,262 36,240 39,761 42,803 

Non-current investments 17,864 20,884 20,884 20,884 20,884 

Total non-current assets 17,864 20,884 20,884 20,884 20,884 

Inventories 13,979 16,956 19,404 21,957 24,618 

Current investments 211,369 224,041 224,041 224,041 224,041 

Trade receviables 17,761 21,224 23,562 26,662 29,894 

Cash and cash equivalents 2,858 5,366 19,512 43,081 71,268 

Other current assets 19,467 21,774 23,839 26,976 30,246 

Total current assets 265,433 289,361 310,358 342,717 380,066 

Total assets 311,277 342,507 367,482 403,362 443,753 

Share capital 2,830 2,792 2,792 2,792 2,792 

Other equity 251,429 245,813 264,817 287,380 313,708 

Total equity 254,259 248,605 267,609 290,172 316,500 

Long-term borrowings 1,576 9,906 9,906 9,906 9,906 

Deferred tax liabilities (net) 3,452 5,069 7,224 9,653 12,368 

Total non-current liabilities 5,027 14,975 17,130 19,559 22,273 

Trade payables 40,739 56,102 59,597 67,440 75,614 

Other current liabilities 9,584 20,934 20,790 23,526 26,377 

Short term provisions 1,668 1,891 2,356 2,666 2,989 

Total current liabilities 51,991 78,926 82,743 93,632 104,980 

Total liabilities 57,018 93,902 99,873 113,190 127,253 

Total equity and liabilities 311,277 342,507 367,482 403,362 443,753 

Source: Ambit Capital research, Company 

 

 

Cash flow statement 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Profit before tax 74,086 98,220 107,725 121,457 135,724 

Depreciation 2,824 3,498 4,021 4,479 4,959 

Working capital changes 7,230 10,171 (3,034) 2,097 2,186 

Taxes (19,184) (23,826) (23,751) (26,669) (29,907) 

Other Items (9,838) (13,281) (13,038) (13,613) (14,100) 

Cash flow from operations 55,119 74,783 71,924 87,751 98,861 

(Net) capital expenditure (8,064) (7,957) (8,000) (8,000) (8,000) 

Acq./(disp.) of Investments  21,288 6,567 13,488 14,063 14,550 

Cash flow from investments 13,224 (1,390) 5,488 6,063 6,550 

Net long-term borrowings - 8,327 - - - 

Issuance of equity (30,939) (39,307) - - - 

Interest paid (380) (519) (450) (450) (450) 

Dividends paid (40,470) (39,602) (62,816) (69,795) (76,775) 

Cash flow from financing (71,789) (71,101) (63,265) (70,245) (77,225) 

Opening cash balance 5,640 2,194 4,486 18,632 42,201 

Net change in cash (3,446) 2,292 14,146 23,569 28,187 

Closing cash balance 2,194 4,486 18,632 42,201 70,388 

Free cash flow to firm 47,055 66,826 63,924 79,751 90,861 

Source: Ambit Capital research, Company 

 

 



 

Bajaj Auto 

 

 

June 27, 2024 Ambit Capital Pvt. Ltd. Page 46 

Ratio analysis 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Gross margin 28.5% 29.0% 28.5% 28.4% 28.3% 

EBITDA margin 18.0% 19.7% 19.5% 19.6% 19.7% 

EBIT margin 17.2% 19.0% 18.7% 18.8% 18.9% 

Net debt/equity (0.8) (0.9) (0.9) (0.9) (0.9) 

Net debt/EBITDA (3.2) (2.5) (2.4) (2.3) (2.3) 

Working capital turnover (40) (25) (30) (30) (30) 

Cash conversion days (9.0) (14.6) (12.0) (12.0) (12.0) 

Inventory days 14.0 13.9 14.0 14.0 14.0 

Receivable days 17.8 17.3 17.0 17.0 17.0 

Payable days 41 46 43 43 43 

Gross block turnover 6.6 7.0 7.2 7.3 7.4 

pre-tax CFO/EBITDA 113% 112% 96.9% 102% 102% 

pre-tax RoCE 28.0% 37.8% 39.5% 41.0% 42.0% 

post-tax RoIC 120% 168% 197% 202% 221% 

ROE (%) 23.3% 30.7% 32.8% 34.2% 35.0% 

Source: Ambit Capital research, Company 

 

Valuation parameters 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

PE 45 35 32 28 25 

P/B 10.8 10.8 10.1 9.3 8.5 

EV/sales 6.8 5.5 4.9 4.3 3.8 

EV/EBITDA 38 28 25 22 19.1 

Dividend yield 1.5% 1.5% 2.3% 2.6% 2.8% 

FCF yield 1.7% 2.5% 2.4% 3.0% 3.4% 

Source: Ambit Capital research, Company 
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To thrive despite competition 

EIM is on a comeback trail. The underlying premiumization theme 
remains intact, and Royal Enfield (RE) offers aspirational yet accessible 
products with cohesive ecosystem. RE’s domestic volumes are to post 10% 
CAGR in FY24-27E in India despite increase in competition as it has 
opportunity to upgrade existing ~7mn customers. For this, RE is launching 
6 new models (including 3 in 650cc). International markets offer 
opportunity as large as India, with RE’s product already enjoying good 
acceptance as reflected in share of 7-11% in key markets. Also, spares & 
accessories business is expanding fast, adding to overall revenue growth. 
EIM’s cons. revenue/PAT CAGR is estimated to be 14%/16% (FY24-27E). It 
has strong net cash balance and healthy RoCE. Fair value of ₹5,599 (DCF 
based) implies ~27.8x on FY26E cons. EPS, ~12% discount to 10-year 
average due to lower growth and higher competition.  

Competitive position: STRONG Changes to this position: NEGATIVE 

Growth returning, but competition trying hard 

>300cc motorcycles would continue to be the fastest-growing 2W segment (15% 
CAGR, FY24-27E) driven by ongoing premiumization. RE’s India volumes would 
clock ~10% CAGR over FY24-27E despite increased competition, though none of 
the competitors have had any lasting success so far.  

Premiumization within >300cc segment can be next big driver for RE 

Over the last two decades, RE has nurtured, created and owned the 300cc-400cc 
motorcycle segment through unique strategic initiatives that transformed it into 
an aspirational yet accessible brand. It has over 7mn strong community of RE 
bikers, which offers potential to upgrade them within the brand. To address this 
opportunity, RE is launching 6 new models, of which 3 are in 650cc - doubling its 
offering in this segment to 6 models. 

International markets offer opportunity 

International markets for mid-sized motorcycle (250-650cc) are similar sized as 
India (~1m units p.a.). RE’s approach to expanding international markets is the 
same as how it scaled up in India – by building a brand and through experiential 
marketing. RE has been: a) adding new markets, b) expanding its reach, c) 
expanding portfolio, and d) setting up CKD assembly units. We estimate RE’s 
export volume CAGR to be ~21.6% over FY24-27E.  

Valuations reasonable, risk-reward favorable 

EIM has underperformed the NSE Auto index across time frames (except last 3 
months) as it transited from hyper-growth to slightly above-industry growth 
regime. Hence, it is trading at a discount to its LPA. Risks to our thesis: (i) Higher-
than-expected market-share loss, (ii) Slower-than-estimated growth for the 
industry. 
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Key Financials 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Revenue 144,422 165,358 188,535 215,162 245,773 

EBITDA margin 23.8% 26.2% 26.8% 27.3% 27.6% 

EPS (diluted) 107 146 166 201 230 

pre-tax RoCE 28.3% 31.7% 30.7% 31.3% 30.1% 

PE 45 33 29 24 21 

EV/EBITDA 26.7 22.4 18.2 15.0 12.8 

Source: Company, Ambit Capital research 
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Growth returning, but competition trying 
hard 
The >300cc motorcycle segment continued to outperform the underlying 
motorcycle industry over FY19-24 (2.7% CAGR vs 0.7% CAGR). Growth has started 
to accelerate for the >300cc segment with 19% growth for the industry in FY24. 
However, RE’s growth was lower at 13.6% in FY24 due to the rise in competitive 
intensity with the entry of four new players. These competitors are nibbling into 
RE’s market share (-12ppt over 5 years to 86.2% in FY24). We expect this segment 
to continue to outperform the industry, with 15% CAGR over FY24-27E (vs 7.6% 
CAGR for the domestic motorcycle industry) driven by sustained premiumization. 
However, we do factor in further market-share loss for RE (-11.4ppt over FY24-
27E to 74.9%) as competition fully ramps up their network and product portfolio, 
leading to ~10% CAGR in RE’s domestic volumes over FY24-27E. This implies 
competition’s average monthly volume will rise from 8.5k/month in FY24 to 
26k/month in FY27E assuming they are successful in future despite failing to 
sustain the momentum after their initial product launches. 

Exhibit 1: RE’s domestic volumes underperformed the >300cc 
motorcycle industry… 

 

Source: Industry, Ambit Capital research 

 
Exhibit 2: …as marquee model (Classic 350) volumes 
declined 9% CAGR (FY18-24) – average monthly volumes… 

 

Source: Industry, Ambit Capital research 

 

Exhibit 3: …leading to market-share loss…  

 

Source: Industry, Ambit Capital research 

 
Exhibit 4: …as new entrants nibble into RE’s share 

 

Source: Industry, Ambit Capital research 
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Premiumization within >300cc segment can be the next 
big driver for RE 
Over the last two decades, RE nurtured, created and owned the 300cc-400cc motorcycle 
segment through unique strategic initiatives and customer orientation. This transformed 
RE into an aspirational yet accessible coveted brand. It also created over 7mn strong 
community of RE bike owners. We see good potential for RE to offer credible products to 
entice existing RE customers to upgrade within the brand as the current share of existing 
RE customers is <7% of volumes. To address this opportunity, RE is launching 6 new 
models (including the recently launched Shotgun 650cc), of which 3 are in 650cc - 
doubling its offering in this segment to 6 models. However, as RE moves up the product 
curve, it faces more severe competition from global brands as well as increasingly 
discerning customers. 

 

Exhibit 5: RE has the opportunity to offer an upgrade option 
to its large ‘community’ of existing RE owners 

 

Source: Company, Ambit Capital research; Note: RE population estimated 
assuming 12 years of active life of RE bikes 

 
Exhibit 6: RE is preparing to launch 5 new models and is 
upgrading existing 350cc models 

Model New Launch/Upgrade Timelines 

Guerrilla 450 New Launch 2QFY25 

Goan Classic 350 New Launch 2HFY25 

Scram 440 New Launch 2HFY25 

Interceptor Bear 650 New Launch 2HFY25 

Classic 650 New Launch 2HFY25 

Classic 350 Upgrade 2HFY25 

Bullet 350 Upgrade 2HFY25 

Hunter 350 Upgrade 2HFY25 

Meteor 350 Upgrade 2HFY25 

Source: Ambit Capital research 

 

Exhibit 7: RE has the opportunity to offer products for upgrade to its existing customers, but competition gets intense as RE 
goes up the product curve 

  

Source: Ambit Capital research 
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The international markets opportunity 

International markets for mid-sized motorcycle (250-650cc) are almost similar sized as 
India (~1m units p.a.). RE's serious foray into the international market began only in 2018 
following the launch of its first internationally viable products, viz 650cc Twins, and 
followed it up with the world class new 350cc J platform in 2021. RE has been: a) adding 
new markets (S.E Asia, LatAm, etc.), b) expanding its reach (236 exclusive stores in Mar’24 
vs 42 in Mar’19), and c) expanding portfolio (add 6 products in 5 years). Also, it has set 
up 5 CKD assembly units (3 in LatAm, 1 each at Thailand and Nepal) to mitigate tariff 
barriers in key markets. RE’s approach to scaling up international market is the same as 
that of India – by building a brand and through experiential marketing. We estimate RE’s 
export volumes will clock ~21.6% CAGR over FY24-27E and contribute 15% to revenues. 
Given the opportunity size, we are witnessing competitors from India also exploring export 
opportunities. Triumph, which started exports from Nov’23, has already ramped up its 
exports to over 50% of RE’s export levels. Competitors like Triumph are well-positioned to 
leverage their: a) brand, b) existing product portfolio of >650cc model, c) distribution 
network, and d) India cost base (through Bajaj) to ramp up exports in global markets. 

 

Exhibit 8:  Global mid-size market (ex-India) is as big as 
India 

 

Source: Company, Ambit Capital research 

 
Exhibit 9: RE’s market share in the mid-size category in key 
regions is already 8-10% 

 

Source: Company, Ambit Capital research 

 

Exhibit 10: RE export volumes back on the growth path led by 
recovery in key markets and ramp-up of recent launches 

 

Source: Company, Ambit Capital research 

 
Exhibit 11: Triumph’s exports are already at ~50% of RE, 
benefitting from the initial stocking in the global network 

 

Source: Industry, Ambit Capital research 
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Exhibit 12: Triumph enjoys good global presence (1HCY23 
revenue mix) 

 

Source: Company, Ambit Capital research 

 
Exhibit 13: Increasing contribution from exports and spares 
 

 

Source: Company, Ambit Capital research 

 

VECV steadily improving its positioning 

VECV, the JV with Volvo in the CV business, is the 3rd largest M&HCV player in India and 
has been consistently gaining market share. VECV gained the highest market share in the 
M&HCV segment by almost 6ppt over the last 10 years to 18.4% in FY24. VECV is weak 
in LCVs, with just 2% market share and no presence in the <3.5 ton (mass volume) 
segment. VECV is plugging the gap in <3.5 ton with the launch of e-SCV in the 2.0-3.5 
ton segment with deliveries expected from 4QFY25. Hence, we expect VECV’s overall 
volumes to post 6.5% CAGR (FY24-27E) vs CV industry volume CAGR of 3.5%. Based on 
expectations of sustained pricing discipline in the M&HCV industry, we estimate EBITDA 
margins will expand 70bps over FY24-27E to 8.5% (similar to previous cycle levels), 
driving ~18% PAT CAGR for VECV. Its contribution to RE’s cons. EBITDA is expected to 
remain stable at 20-22%. 

 

Exhibit 14: VECV has consistently gained market share, by 
6ppt in the last 10 years… 

 

Source: Industry, Ambit Capital research 

 
Exhibit 15: …and contributes 18-22% of RE’s consolidated 
EBITDA 

 

Source: Company, Ambit Capital research 
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Valuations reasonable, risk-reward favorable 

EIM is on a comeback trail, after muted volumes over FY19-23 due to various exogenous 
factors, supported by several product launches. While the underlying premiumization 
theme remains intact, several global challengers would try to nibble into RE’s market 
share. RE is going all out to protect its turf by leveraging its brand and expanding its 
product portfolio to target new sub-segments (targeting existing RE bikers for an upgrade). 
We expect EIM to register 9.5% CAGR in domestic volumes over FY24-35E which is higher 
than the 2W industry’s ~6.3% CAGR, despite factoring in market-share loss in India, due 
to benefits of premiumization. We estimate EIM’s cons. revenue to clock 14% CAGR 
(FY24-27E) driven by 11% CAGR in volumes. Improving mix (exports & spares/accessories) 
and operating leverage will drive 130bps expansion over FY24-27E in EBITDA margin to 
28% in FY27E and 16.4% CAGR in PAT. EIM has underperformed the NSE Auto index 
across time frames (except the last 3 months) as it transited from hyper-growth (36%/44% 
volume/PAT growth over FY08-18) to above-normal growth. Hence, it is trading at ~15% 
discount to its 1-year forward LPA. Our fair value of ₹5,599 (DCF-based) implies ~27.8x 
FY26 cons. EPS, ~12% discount to 10-year LPA which is justified due to moderating 
growth curve. Initiate coverage with a BUY rating. 

 

Exhibit 16: RE’s volumes to post 11% CAGR in FY24-27E after 
a muted 2% CAGR in the last 5 years 

 

Source: Company, Ambit Capital research 

 
Exhibit 17: RE’s margins to gradually improve led by mix 
 

 

Source: Company, Ambit Capital research 

 

Exhibit 18: Trend in RE’s capex 

 

Source: Company, Ambit Capital research 

 
Exhibit 19: Trend in RE’s FCFF 

 

Source: Company, Ambit Capital research 
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Exhibit 20: Trend in EIM’s P/E 

 

Source: Company, Bloomberg, Ambit Capital research 

 
Exhibit 21: Trend in EIM’s P/B 

 

Source: Company, Bloomberg, Ambit Capital research 

 

Exhibit 22: DCF-based valuation 

Inputs 
Historical 

Near 
Term 

Medium 
Term Terminal 

FY19-24 FY24-27 FY27-35 

EIM Consolidated 

Volume CAGR 2.0% 11.1% 8.9% - 

Revenue CAGR 11.0% 14.1% 11.4% 6.0% 

EBITDA Margin 24.4% 27.3% 27.2% 27.0% 

(Inc)/Dec in WC/Sales 0.3% 0.1% 0.5% 0.5% 

Capex/Sales 5.8% 4.2% 2.9% 2.7% 

VECV 

Volume CAGR 3.2% 6.5% 5.7% - 

Revenue CAGR 13.5% 9.7% 7.9% 5.0% 

EBITDA Margin 7.0% 8.9% 8.0% 8.0% 

(Inc)/Dec in WC/Sales -0.3% 0.2% 0.3% 0.3% 

Capex/Sales 4.1% 3.0% 2.5% 2.4% 

     

Assumptions      

Cost of Equity 11%    

Cost of Debt 8%    

Debt to Equity (x) 0    

WACC (Ke) 11%    

     

Valuation    ₹ mn 

RE FCFE    13,75,594 

VECV FCFE (adjusted 
for EIM stake) 

   1,57,325 

Net FCFE    15,32,919 

O/s shares    274 

Value per share    5,599 

Source: Company, Ambit Capital research 

 
Exhibit 23: DCF sensitivity analysis* 

Target Price 
 WACC  

9% 10% 11% 12% 13% 

T
e
rm

in
a

l 
G

ro
w

th
 

4.0% 6,260 5,331 4,671 4,179 3,798 

5.0% 7,203 5,912 5,054 4,445 3,990 

6.0% 8,800 6,796 5,599 4,804 4,239 

7.0% 11,937 8,242 6,400 5,298 4,566 

8.0% 21,474 11,166 7,749 6,046 5,027 

Source: Ambit Capital research, *holding VECV value constant  

Exhibit 24: Implied valuation 

Particulars FY24 FY25E FY26E FY27E 

P/E 38.3 33.6 27.8 24.3 

P/B 8.5 7.3 6.1 5.2 

EV/Sales 4.8 4.3 3.7 3.4 

EV/EBITDA 26.1 21.9 18.9 16.9 

Source: Company, Ambit Capital research 

 

Exhibit 25: EIM (consolidated): Ambit vs. Consensus estimates 

Particulars 
FY25E FY26E FY27E 

Ambit Consensus Divergence Ambit Consensus Divergence Ambit Consensus Divergence 

Revenue (₹ mn) 1,88,535 1,86,157 1.3% 2,15,162 2,08,511 3.2% 2,45,772 2,35,404 4.4% 

EBITDA Margin 27.2% 26.8% 0.4% 27.8% 27.0% 0.7% 28.0% 27.2% 0.8% 

EPS 166.4 163.8 1.6% 201.0 183.9 9.3% 230.5 207.2 11.2% 

Source: Ambit Capital research 
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HAWK FRAMEWORK 
Exhibit 26: Accounting score contributors 

 

Source: Company, Ambit Capital research 

 
Exhibit 27: Greatness score contributors 

 

Source: Company, Ambit Capital research 

 
 

Exhibit 28: Explanation for our accounting flags 

Segment Score Comments 

Accounting GREEN 
EIM was in D3 in FY23 which is the “Zone of Safety”. Material deviations in accounting which might have a 
meaningful impact on financials have not been observed. 

Predictability GREEN 
RE is the leader in its sub-segments and enjoys high customer loyalty. Also, its sub-segments face lower risk of 
disruption from EVs. VECV too has consistently gained market share. Therefore, earnings predictability is good. 

Earnings Momentum GREEN 
RE’s EBITDA margins are expected to expand gradually supported by the premiumization trend, new launches, 
improving mix and pick-up in exports. VECV has plugged gaps in its portfolio and is expected to further gain market 
share. VECV’s margins will expand supported by pricing discipline in the M&HCV industry. 

Source: Company, Ambit Capital research 
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Eicher Motors (EIM IN, BUY) 

Valuation Methodology 
 

Risks 

We value EIM using the DCF value methodology, wherein we 
have added the NPV of free cash flows till FY35E with the 
terminal value to arrive at our target price of ₹5,599. We 
have used WACC of 11% and a terminal growth rate of 6%. 
 

 
▪ Higher-than-expected market-share loss.  

▪ Slower-than-estimated growth for the industry.  

▪ Any disruptions in the global markets that impact 
exports. 

 

   

 

Exhibit 29: Segmental Assumptions 

Year to March (000 units) FY20 FY21 FY22 FY23 FY24E FY25E FY26E FY27E 

ROYAL ENFIELD (S/A)                 

Total 2W 696 612 602 835 913 1,008 1,122 1,251 

Growth (%) -15.8 -12.0 -1.6 38.6 9.3 10.4 11.3 11.5 

Net realization (₹/unit) 130,454 140,820 168,079 168,484 176,154 181,851 186,451 191,278 

Growth (%) 10.0 7.9 19.4 0.2 4.6 3.2 2.5 2.6 

RE Revenues (₹ mn) 90,775 86,190 101,229 140,666 160,782 183,288 209,223 239,319 

Growth (%) -7.3 -5.1 17.4 39.0 14.3 14.0 14.2 14.4 

VECV                 

Dom - LMD 36 27 36 54 58 63 70 72 

Growth (%) -26.2 -23.3 33.0 47.6 7.4 9.2 11.4 2.4 

% of CV Vols 75.1 68.3 65.4 69.3 69.6 70.4 70.6 71.9 

Dom - HCV 7 8 11 19 22 23 25 23 

Growth (%) -45.2 6.0 41.3 74.0 13.5 5.0 10.0 -7.0 

% of CV Vols 15.3 19.2 19.5 24.4 25.9 25.2 25.0 23.1 

Total Dom. 43 35 47 73 79 86 95 95 

Growth (%) -30.3 -18.3 34.8 53.6 9.0 8.1 11.0 0.0 

% of CV Vols 90.4 87.5 84.9 93.7 95.5 95.6 95.6 95.0 

Exports 5 5 8 5 4 4 4 5 

Growth (%) -54.4 10.0 67.7 -41.5 -24.6 5.0 12.0 15.0 

% of CV Vols 9.6 12.5 15.1 6.3 4.5 4.4 4.4 5.0 

Total CV vols 48 40 56 78 83 90 100 100 

Growth (%) -33.6 -15.6 38.9 39.3 6.9 7.9 11.1 0.6 

MDEP Vols (ex. captive) 31 22 23 24 26 27 28 30 

Net realization (₹ 000/unit) 1,750 2,102 2,229 2,380 2,556 2,663 2,699 2,794 

Growth (%) 10 20 6 7 7 4 1 4 

VECV Revenues (₹ mn) 85,244 86,764 127,245 189,523 218,680 245,869 276,554 288,655 

Growth (%) -26.5 1.8 46.7 48.9 15.4 12.4 12.5 4.4 

Net Consol sales (₹ mn)  91,536   87,204   102,978   144,422   165,358   188,535   215,162   245,772  

Growth (%) -6.6 -4.7 18.1 40.2 14.5 14.0 14.1 14.2 

Source: Company, Ambit Capital research 
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Financials - Consolidated 
Income statement 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Revenue 144,422 165,358 188,535 215,162 245,772 

-growth (Rev) 40.2% 14.5% 14.0% 14.1% 14.2% 

Gross profit 62,303 75,551 87,060 100,004 114,339 

Gross profit growth 43.5% 21.3% 15.2% 14.9% 14.3% 

EBITDA 34,436 43,269 50,538 58,818 67,738 

-growth (EBITDA) 58.5% 25.7% 16.8% 16.4% 15.2% 

Depreciation 5,262 5,976 6,587 7,365 8,290 

EBIT 29,174 37,293 43,951 51,453 59,448 

-growth (EBIT) 70% 28% 18% 17% 16% 

Other income 5,951 10,759 9,775 13,220 16,470 

Finance costs 280 509 460 460 460 

Share of profit/loss of associates and JVs 3,152 4,477 6,476 7,732 7,294 

Profit before tax 37,996 52,020 59,742 71,945 82,752 

Tax 8,857 12,010 14,172 16,902 19,644 

PAT 29,139 40,010 45,570 55,044 63,108 

Profit after tax (adjusted) 29,139 40,010 45,570 55,044 63,108 

EPS (basic) (₹) 107 146 166 201 230 

EPS (diluted) 107 146 166 201 230 

Source: Ambit Capital research, Company 

 

Balance sheet 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Property, plant and equipment 26,899 29,144 31,607 33,243 34,453 

Capital work in progress 4,721 5,551 5,000 5,000 5,000 

Total fixed assets 31,619 34,695 36,607 38,243 39,453 

Non-current investments 22,284 25,785 30,641 36,441 41,911 

Deferred tax assets (net) - 128 - - - 

Total non-current assets 53,903 60,608 67,249 74,683 81,364 

Inventories 12,784 14,096 15,496 17,685 20,200 

Current investments 100,923 109,485 109,485 109,485 109,485 

Trade receviables 3,689 3,738 5,165 5,895 6,733 

Cash and cash equivalents 8,571 1,463 26,409 62,671 105,795 

Other current assets 12,104 41,890 44,422 45,980 49,154 

Total current assets 138,072 170,672 200,978 241,715 291,368 

Total assets 191,975 231,279 268,226 316,398 372,732 

Share capital 274 274 274 274 274 

Other equity 149,629 180,182 210,692 249,308 294,619 

Total equity 149,903 180,455 210,966 249,582 294,893 

Long-term borrowings 1,957 2,756 1,723 1,723 1,723 

Deferred tax liabilities (net) 2,913 4,611 6,854 9,535 12,654 

Total non-current liabilities 4,870 7,367 8,577 11,257 14,377 

Trade payables 18,104 20,901 23,761 27,116 30,974 

Other current liabilities 16,520 19,810 21,694 24,758 28,281 

Short term provisions 2,579 2,746 3,228 3,684 4,208 

Total current liabilities 37,204 43,457 48,683 55,559 63,463 

Total liabilities 42,074 50,824 57,260 66,816 77,840 

Total equity and liabilities 191,976 231,279 268,226 316,398 372,732 

Source: Ambit Capital research, Company 

cellita.monteiro@ambit.co 2024-09-13 Friday 11:41:24
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Cash flow statement 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Profit before tax 37,996 52,020 59,742 71,945 82,752 

Depreciation 5,262 5,976 6,587 7,365 8,290 

Interest income (1,765) (2,037) (8,775) (12,220) (15,470) 

Other items (5,973) (11,924) (9,481) (10,798) (15,138) 

Working capital changes 657 3,880 32 438 503 

Taxes (7,703) (10,678) (11,928) (14,222) (16,525) 

Cash flow from operations 28,475 37,237 36,177 42,508 44,412 

(Net) capital expenditure (6,737) (8,144) (8,500) (9,000) (9,500) 

Acq./(disp.) of Investments  (17,479) (20,376) 3,918 6,421 9,999 

Cash flow from investments (24,216) (28,520) (4,582) (2,579) 499 

Net long-term borrowings 440 64 (1,033) - - 

Issuance of equity 112 466 - - - 

Interest paid (134) (250) (460) (460) (460) 

Dividends paid (5,742) (10,129) (15,059) (16,428) (17,797) 

Other items 1,149 1,405 - - - 

Cash flow from financing (4,174) (8,444) (16,552) (16,888) (18,257) 

Opening cash balance 445 530 803 15,847 38,888 

Net change in cash 84 274 15,043 23,041 26,654 

Closing cash balance 530 803 15,847 38,888 65,542 

Free cash flow to firm 21,738 29,094 27,677 33,508 34,912 

Source: Ambit Capital research, Company 

Ratio analysis 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Gross margin 43.1% 45.7% 46.2% 46.5% 46.5% 

EBITDA margin 23.8% 26.2% 26.8% 27.3% 27.6% 

EBIT margin 20.2% 22.6% 23.3% 23.9% 24.2% 

Net profit margin 20.2% 24.2% 24.2% 25.6% 25.7% 

Net debt/equity (0.7) (0.6) (0.6) (0.7) (0.7) 

Net debt/EBITDA (3.1) (2.5) (2.7) (2.9) (3.2) 

Working capital turnover (89) (54) (61) (61) (61) 

Cash conversion days (4.1) (6.8) (6.0) (6.0) (6.0) 

Inventory days 32 31 30 30 30 

Receivable days 9.3 8.3 10.0 10.0 10.0 

Payable days 46 46 46 46 46 

Gross block turnover 2.8 2.8 2.7 2.8 2.8 

pre-tax CFO/EBITDA 105% 111% 95.2% 96.5% 90.0% 

pre-tax RoCE 28.3% 31.7% 30.7% 31.3% 30.1% 

post-tax RoIC 128% 98.0% 79.2% 91.6% 105% 

ROE (%) 21.1% 24.2% 23.3% 23.9% 23.2% 

Source: Ambit Capital research, Company 

Valuation parameters 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

PE 45 33 29 24 21 

P/B 8.7 7.2 6.2 5.2 4.4 

EV/sales 4.9 4.2 3.6 3.0 2.6 

EV/EBITDA 28.7 22.4 18.2 15.0 12.8 

Dividend yield 0.4% 0.8% 1.2% 1.3% 1.4% 

FCF yield 1.7% 2.2% 2.1% 2.6% 2.7% 

Source: Ambit Capital research, Company 
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Rural recovery priced in, risks aren’t 
HMCL, with its highest salience of rural markets, is the biggest beneficiary 
of rural recovery. Apart from the cyclical recovery, we see potential for 
sustained growth for HMCL driven by increased penetration of two-
wheelers in rural markets. HMCL is the dominant player in these markets 
with 78% market share in the 100cc motorcycle segment. The 100cc 
segment contributes over 80% to HMCL's volumes. But with the market 
moving away from core 100cc models and lack of sustained success on 
new products in its weak areas (~51% of the market), HMCL faces risk of 
continued market-share erosion in domestic 2Ws (~11ppt decline in the 
last 10 years). The upcoming CNG motorcycle of BJAUT has potential to 
break HMCL’s dominance in 100cc motorcycles. We estimate 8% volume 
and 12.2% earnings CAGR (FY24-27E). Initiate with SELL and a fair value 
of ₹5,900 (DCF-based), implying ~23.1x FY26E core PE. 

Competitive position: STRONG Changes to this position: NEGATIVE 

Rural recovery underway, headroom for 2W penetration to increase 

The domestic 2W industry declined 7% CAGR over FY19-23 impacted by steepest 
cost inflation of 8.2% CAGR. With stability in 2W prices, absorption of sticker shock 
and improvement in rural sentiment, we are witnessing broad-based recovery in 
2W demand. Apart from the cyclical recovery, we see scope for increase in 2W 
penetration in rural markets, driving volume CAGR of 6.3% (FY24-35E), implying 
2W penetration to 19.8% by FY35E (vs 14% in FY24). 

HMCL, dominant 100cc player, will benefit from rise in penetration 

HMCL enjoys strongest brand equity in the 100cc motorcycle segment, making it 
the dominant player (~78% market share) and preferred brand in the 100cc 
motorcycle segment. Considering 100cc motorcycle offers the cheapest mode of 
motorized transport, HMCL is the best play on increasing 2W penetration. 

Markets moving away to its weak areas, HMCL needs to respond 

HMCL has very weak presence in fast-growing premium motorcycles/scooters 
(51% of the market). It has been trying to address its weakness by launching 
products but is yet to taste any success on sustainable basis. Without getting 
reasonable positioning in its weak areas, HMCL faces risk of continued market-
share loss.   

Valuations not expensive but for the risks 

After 3-4 turbulent years, HMCL is witnessing a stable operating environment and 
revival in its key rural market. The stock got rerated and now trades at 30% 
premium to its LPA despite substantial market-share loss and nothing to show for 
its product initiatives. It potentially faces threat in its core 100cc motorcycle from 
the upcoming CNG motorcycle of BJAUT. Risks: (i) Success in its recent/upcoming 
products in premium motorcycles and scooters. (ii) Higher-than-estimated 
valuation for Ather Energy (39.7% stake).
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Recommendation 

Mcap (bn): ₹1,101/US$13.2 

6M ADV (mn): ₹3,803/US$45.7 

CMP: ₹5,510 

TP (12 Mths): ₹5,900 

Upside (%): 7 

 
Flags 

Accounting: GREEN 

Predictability: GREEN 

Earnings Momentum: AMBER 

 
Catalysts  

▪ Recovery in the rural market is 
gradual. 

▪ Competition from CNG motorcycles 
negatively impacting HMCL’s share 
in 100cc segment from 78% in FY24. 

▪ No material gain in market share in 
>150cc segment from current ~3% 
due to muted product acceptance. 
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Key Financials 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Revenue 338,057 374,557 420,624 466,825 514,568 

EBITDA margin 11.8% 14.0% 14.1% 14.4% 14.5% 

EPS (diluted) 146 205 226 255 289 

pre-tax RoCE 23.4% 30.6% 31.0% 31.5% 31.8% 

PE 38 27 24 22 19.1 

EV/EBITDA 26 19.3 16.8 14.6 12.8 

Source: Company, Ambit Capital research 
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Rural recovery underway, headroom for 2W 
penetration to increase 
The domestic 2W industry witnessed its only and steepest downcycle during FY19-
23, impacted by the steepest cost increases (8.2% CAGR over FY19-23) coinciding 
with Covid-induced uncertainty. As a result, the domestic 2W industry declined 
7% CAGR over FY19-23, with rural-driven 100cc motorcycles declining 9.4% CAGR 
as demand from price-sensitive first-time buyers (FTB) was the worst impacted. 
With stability in 2W prices, absorption of sticker shock and improvement in rural 
sentiment, we are witnessing a broad-based recovery in 2W demand (13% 
growth in FY24) including the 100cc segment (+8%). Overall 2W volumes are still 
15% lower than the FY19 peak, with 100cc motorcycle volumes lower by 27%. 
Rural markets are witnessing broad-based recovery, including the FMCG 
segment (link). While cyclical recovery is underway, we do believe the 2W industry 
has a long runway for growth led by increase in penetration in the rural markets. 
We estimate 2W volumes to deliver 6.3% CAGR (FY24-35E), driving increase in 
2W penetration in India to 19.8% of the population (vs 14% in FY24) which will 
still be well below penetration levels in S.E Asian markets (31%-46%). 

 

Exhibit 1: ‘Sticker shock’ in the entry-level segment has been 
slowly absorbed, with price increases now normalized 

 

Source: Industry, Ambit Capital research 

 
Exhibit 2: 2W affordability, which was impacted during FY19-
22, has started to improve over last two years 

 

Source: Ambit Capital research; * Affordability index = Cost of entry level bike 
divided rural wages 

 

Exhibit 3: Current demand is driven by replacement demand, 
as first-time buyer demand has been weak 

 

Source: Ambit Capital research; * Current year volumes compared to avg 
vehicles sold 6-8 years ago (x) 

 
Exhibit 4: 100cc motorcycle volumes are 27% lower than the 
FY19 peak, impacting HMCL the most 

 

Source: Industry, Ambit Capital research 
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HMCL, dominant 100cc player, will benefit from rise in 
penetration 
HMCL enjoys strongest brand equity in the 100cc motorcycle segment due to its hassle-
free ownership, highest mileage and best resale value – attributes most revered by the 
first-time buyers. This has made HMCL the dominant player (~78% market share) and 
preferred brand in the 100cc motorcycle segment. Hence, HMCL enjoys highest salience 
of the rural markets in the 2W segment (over 50%) and would be the biggest beneficiary 
of a sustained rural recovery. Considering 100cc motorcycle offers the cheapest mode of 
motorized transport, HMCL is the best play on increasing 2W penetration in India. HMCL 
has witnessed a further increase in its dominance in 100cc motorcycles, with a 9ppt 
increase in market share in the last 5 years to 78%. This segment contributes over 80% to 
its volumes. 
 

Exhibit 5: HMCL’s domestic 2W market share decline since 
FY20 reflects pain in the 100cc motorcycle segment (%) 

 

Source: Industry, Ambit Capital research 

 
Exhibit 6: While HMCL has increased its dominance in 100cc, 
it has lost considerable share in 125cc motorcycle 

 

Source: Industry, Ambit Capital research 

 

Markets moving away to its weak areas, HMCL needs to 
respond 
HMCL’s product mix is skewed towards 100cc motorcycles (81% of FY24 volumes) and 
125cc motorcycles (10% of volumes). It has very weak presence in the fast-growing 
segments of premium motorcycles and scooters which represent 51% of industry volumes. 
Even in 125cc motorcycles it witnessed a sharp erosion in its market share (41ppt to 17% 
over the last 5 years) due to competitors launching sportier products at attractive pricing. 
HMCL has been trying to address its weakness by launching products in those segments, 
but the response so far has been a mixed bag. Its recently launched Xtreme 125 has got 
very good reviews and customer response, resulting in a waiting period for the same 
(unusual for HMCL). Its other launches in the premium motorcycle segment, viz Harley 
Davidson X440, Mavrick 440 and Karizma are yet to see sustained traction in volumes. 
Similarly, scooter launches (Xoom 100cc and Vida V1 EV) are yet to enjoy sustained 
success. HMCL will be following up with a few more product launches, and any sustained 
success would reduce its dependence on 100cc motorcycles, drive market share, and 
quicken volume growth. Without getting reasonable positioning in its weak areas, HMCL 
faces the risk of continued market-share loss. 
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Exhibit 7: HMCL is weak or absent in 51% of the domestic 2W 
market (red dotted box)… 

 

Source: Industry, Ambit Capital research 

 
Exhibit 8: …reflected in a very weak market share in those 
segments (red dotted box) 

 

Source: Industry, Ambit Capital research 

 
 

Exhibit 9: HMCL has launched several products in the area of 
its weakness, with Xtreme 125 seeing a very good response… 

Sr. No Model Name Avg. Monthly run-rate 

1 Xtreme 125 9,349 

2 Mavrick 440 * 1,049 

3 HD X440 2,152 

4 Vida V1 EV 2,174 

5 Karizma 1,476 

Source: Industry, Ambit Capital research; * Only 1 month since deliveries 
started 

 
Exhibit 10: …driving market-share recovery in 125cc, though 
other launches are yet to deliver gains 

 

Source: Industry, Ambit Capital research 

 

Lower risk of EVs, but can it leverage disruption to its 
advantage? 
With over 80% of its volumes coming from 100c motorcycles, HMCL has lower 
vulnerability to EVs as we see this segment getting electrified much later due to the 
challenges of meeting range requirements at a lower cost. On the other hand, EV offers 
an opportunity for HMCL to leverage on disruption to improve its weak area, viz scooters 
and premium motorcycles. HMCL has a multi-pronged approach to EVs, viz: a) its own 
products, b) ~39.7% equity stake in Ather Energy (EV-only e-2W start-up with 11% e-2W 
market share), and c) partnership with Gogoro for battery-swapping solution for e-2Ws. 
While EVs may not be a risk for HMCL in the foreseeable future, the upcoming CNG 
motorcycle of BJAUT can potentially challenge HMCL’s dominance in the 100cc 
motorcycle segment as it can potentially reduce the cost of running by 50%. 
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Valuations are not expensive but for the risks 
After enduring incessant headwinds over the last 3-4 years, HMCL is witnessing stability 
in its operating environment and revival in its key rural market. This augurs well for a 
concentrated mix (which worked against it in the recent past) and possibly could drive a 
sustained phase of good volume growth. We estimate volume/revenue/EBITDA/PAT 
CAGR of 8.3%/11.2%/12.3%/12.2% over FY24-27E. We expect stable RoCE at 30-31% 
despite a net cash balance sheet (~55% of capital employed). The stock has been rerated 
and now trades at a 29% premium to its LPA despite substantial market-share loss and 
nothing to show for its product initiatives. Additionally, it potentially faces a threat in its 
core 100cc motorcycle from the upcoming CNG motorcycle of BJAUT. Our fair value of 
₹5,900 (DCF-based) implies ~23.1x FY26E core PE. Initiate coverage with SELL. 
 

Exhibit 11: HMCL’s volumes to grow 8% CAGR (FY24-27E) as 
against 6.4% CAGR decline over FY19-24  

 

Source: Company, Ambit Capital research 

 
Exhibit 12: GM (%) to moderate slightly due to EV ramp-up, 
but operating leverage to support EBITDAM (%) stability 

 

Source: Company, Ambit Capital research 

 
 

Exhibit 13: Capex expected to increase toward product/R&D… 

 

Source: Company, Ambit Capital research 

 
Exhibit 14: …but FCFF to grow at 12.6% CAGR (FY24-27E) 

 

Source: Company, Ambit Capital research 
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Exhibit 15: Trend in adj. P/E* 

 

Source: Company, Bloomberg, Ambit Capital research; * adj. for value of its 
stake in Hero Fincorp and Ather Energy 

 
Exhibit 16: Trend in adj. P/B* 

 

Source: Company, Bloomberg, Ambit Capital research; * adj. for value of its 
stake in Hero Fincorp and Ather Energy 

 

Exhibit 17: DCF valuation 

Inputs 
Historical 

Near  
Term 

Medium  
Term Terminal 

FY19-24 FY24-27 FY27-35 

Volume CAGR -6.4% 8.3% 6.1% - 

Revenue CAGR 2.2% 11.2% 8.3% 5.0% 

EBITDA Margin 13.2% 14.3% 14.1% 14.0% 

(Inc)/Dec in WC/Sales 0.1% 0.6% 0.5% 0.5% 

Capex/Sales 2.4% 2.1% 1.6% 1.5% 

     

Assumptions      

Cost of Equity 11%    

Cost of Debt 8%    

Debt to Equity (x) 0    

WACC (Ke) 11%    

  

Valuation ₹ mn 

PV of FCFF       3,96,133  

TV of FCFF       6,19,556  

FCFF     10,15,689  

Cash (Jun-25)       1,09,739  

Debt (Jun-25)                 -    

Net FCFE     11,25,428  

Add: Hero FinCorp @ 20% HoldCo Discount          35,852  

Add: Ather's stake @ 20% HoldCo Discount          19,874  

O/s shares               200  

Value per share            5,900  

Source: Company, Ambit Capital research 

 
Exhibit 18: DCF sensitivity analysis 

Target Price 
 WACC  

9% 10% 11% 12% 13% 

T
e
rm

in
a

l 
G

ro
w

th
 

3% 6,624 5,741 5,082 4,572 4,167 

4% 7,391 6,247 5,433 4,824 4,353 

5% 8,542 6,955 5,900 5,148 4,586 

6% 10,460 8,017 6,554 5,580 4,886 

7% 14,295 9,788 7,536 6,185 5,286 

Source: Ambit Capital research 

Exhibit 19: Implied Valuation adj. for Hero Fincorp & Ather 

Particulars FY24 FY25E FY26E FY27E 

P/E 27.5 24.8 22.0 19.5 

P/B 6.3 5.6 5.0 4.5 

EV/Sales 2.7 2.4 2.2 2.0 

EV/EBITDA 19.3 17.1 15.2 13.6 

Source: Company, Bloomberg, Ambit Capital research 

 

Exhibit 20: HMCL (Standalone): Ambit vs consensus estimates 

Particulars 
FY25E FY26E FY27E 

Ambit Consensus Divergence Ambit Consensus Divergence Ambit Consensus Divergence 

Revenue (₹ mn) 4,20,624 4,26,452 -1.4% 4,66,825 4,73,876 -1.5% 5,14,568 5,12,664 0.4% 

EBITDA Margin 14.1% 14.5% -0.4% 14.4% 14.7% -0.4% 14.5% 14.7% -0.2% 

EPS 226.5 238.8 -5.2% 255.2 269.0 -5.1% 288.8 292.7 -1.4% 

Source: Ambit Capital research 
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HAWK FRAMEWORK 
Exhibit 21: Accounting score contributors 

 

Source: Company, Ambit Capital research 

 
Exhibit 22: Greatness score contributors 

 

Source: Company, Ambit Capital research 

 

Exhibit 23:  Explanation of our accounting flags 

Segment Score Comments 

Accounting GREEN 
HMCL is in D2 in FY23 which is the “Zone of Safety”. Material deviations in accounting which might have a 
meaningful impact on financials have not been observed. 

Predictability GREEN 
HMCL predominantly derives its revenues from the 100cc segment in the domestic market. Volume visibility is 
reasonably good. 

Earnings Momentum AMBER 
HMCL’s earnings have been in upgrade cycle driven by volume recovery and margin expansion. We estimate 
moderation in earnings growth as margins are expected to stabilize. 

Source: Company, Ambit Capital research 
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Hero Motocorp (HMCL IN, Buy) 

Valuation Methodology 
 

Risks 

We value HMCL using the DCF value methodology, wherein 
we have added: a) the NPV of free cash flows till FY35E with 
the terminal value of the standalone business, b) value of its 
stake in the unlisted associate companies, viz Ather Energy 
and Hero FinCorp, to arrive at our target price of ₹5,900. We 
have used a WACC of 11% and a terminal growth rate of 5%. 
 

 
▪ Success in its recent/upcoming products in premium 

motorcycles and scooters. 

▪ Higher-than-estimated valuation for Ather Energy 
(39.7% stake).  

 

   

 

Exhibit 24: Segmental estimates 

Particular (‘000 units) FY18 FY19 FY20 FY21 FY22 FY23 FY24 FY25E FY26E FY27E 

Total M/Cycles 6,677 7,081 5,990 5,333 4,628 4,959 5,191 5,635 6,122 6,598 

Growth (%) 14.4 6.0 -15.4 -11.0 -13.2 7.2 4.7 8.6 8.6 7.8 

% of total volumes 88.0 90.5 93.5 92.1 93.6 93.1 92.3 92.4 92.4 92.4 

Total Scooters 910 740 419 458 316 369 431 465 502 543 

Growth (%) 9.7 -18.7 -43.3 9.2 -30.9 16.8 16.6 8.0 8.0 8.0 

% of total volumes 12.0 9.5 6.5 7.9 6.4 6.9 7.7 7.6 7.6 7.6 

Total volumes 7,587 7,821 6,410 5,792 4,944 5,329 5,621 6,100 6,624 7,141 

Growth (%) 13.9 3.1 -18.0 -9.6 -14.6 7.8 5.5 8.5 8.6 7.8 

- of which Exports 178 187 162 172 290 162 171 213 267 333 

% of total volumes 2.6 2.6 2.8 3.3 6.5 3.3 3.3 3.8 4.4 5.1 

Net Realizations (₹/unit) 42,480 43,027 44,988 53,182 59,152 63,443 66,632 68,955 70,472 72,059 

Growth (%) -1.6 0.6 4.3 18.8 10.7 8.4 4.9 3.5 2.2 2.3 

Net Revenues (₹ mn) 3,22,305 3,36,505 2,88,360 3,08,006 2,92,455 3,38,057 3,74,557 4,20,624 4,66,825 5,14,568 

Growth (%) 13.1 4.4 -14.3 6.8 -5.0 15.6 10.8 12.3 11.0 10.2 

Source: Company, Ambit Capital research 

cellita.monteiro@ambit.co 2024-09-13 Friday 11:41:24
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Financials - Standalone 
Income statement 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Revenue 338,057 374,557 420,624 466,825 514,568 

-growth (Rev) 15.6% 10.8% 12.3% 11.0% 10.2% 

Gross profit 99,475 120,250 133,548 148,217 163,375 

Gross profit growth 18.2% 20.9% 11.1% 11.0% 10.2% 

EBITDA 39,862 52,557 59,289 66,996 74,455 

-growth (EBITDA) 18.3% 31.8% 12.8% 13.0% 11.1% 

Depreciation 6,570 7,114 7,575 8,031 8,491 

EBIT 33,293 45,443 51,713 58,965 65,964 

-growth (EBIT) 22.4% 36.5% 13.8% 14.0% 11.9% 

Other income 5,652 8,926 8,600 8,975 10,850 

Finance costs 199 185 200 200 200 

Exceptional items - 1,600 - - - 

Profit before tax 38,746 52,584 60,113 67,740 76,614 

Tax 9,640 12,904 14,777 16,655 18,806 

PAT 29,106 39,680 45,336 51,085 57,808 

Profit after tax (adjusted) 29,106 40,887 45,336 51,085 57,808 

-growth (PAT) 17.7% 40.5% 10.9% 12.7% 13.2% 

EPS (basic) (₹) 146 205 226 255 289 

EPS (diluted) 146 205 226 255 289 

Source: Ambit Capital research, Company 

 

Balance sheet 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Property, plant and equipment 57,614 58,340 60,570 62,539 64,048 

Capital work in progress 4,638 4,805 5,000 5,000 5,000 

Total fixed assets 62,252 63,145 65,570 67,539 69,048 

Non-current investments 41,236 48,005 52,005 56,005 60,005 

Total non-current assets 103,488 111,150 117,575 123,544 129,053 

Inventories 14,341 14,438 16,836 18,686 20,597 

Current investments 68,868 82,856 78,856 74,856 70,856 

Trade receviables 27,982 27,034 31,428 34,880 38,447 

Cash and cash equivalents 3,455 6,089 25,801 50,128 79,749 

Other current assets 14,498 14,148 15,105 15,519 15,733 

Total current assets 129,144 144,565 168,027 194,069 225,381 

Total assets 232,631 255,716 285,602 317,612 354,434 

Share capital 400 400 400 400 400 

Other equity 166,651 179,462 199,773 222,830 250,608 

Total equity 167,051 179,862 200,174 223,231 251,009 

Deferred tax liabilities (net) 4,054 4,348 4,348 4,348 4,348 

Total non-current liabilities 4,054 4,348 4,348 4,348 4,348 

Trade payables 47,045 55,282 62,856 69,760 76,894 

Other current liabilities 10,744 11,516 13,469 14,949 16,477 

Short term provisions 3,738 4,708 4,755 5,325 5,706 

Total current liabilities 61,527 71,506 81,080 90,034 99,077 

Total liabilities 65,581 75,854 85,428 94,382 103,426 

Total equity and liabilities 232,631 255,716 285,602 317,612 354,434 

Source: Ambit Capital research, Company 
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Cash flow statement 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Profit before tax 38,746 52,584 60,113 67,740 76,614 

Depreciation 6,570 7,114 7,575 8,031 8,491 

Other items (5,197) (6,637) 200 200 200 

Working capital changes (5,832) 10,747 1,825 3,239 3,351 

Taxes (8,496) (13,142) (14,777) (16,655) (18,806) 

Cash flow from operations 25,791 49,065 54,936 62,555 69,850 

(Net) capital expenditure (5,675) (7,102) (10,000) (10,000) (10,000) 

Acq./(disp.) of Investments  987 (10,917) - - - 

Cash flow from investments (4,688) (18,019) (10,000) (10,000) (10,000) 

Interest paid (455) (449) (200) (200) (200) 

Dividends paid (19,951) (26,883) (25,025) (28,028) (30,030) 

Cash flow from financing (20,406) (27,331) (25,225) (28,228) (30,230) 

Opening cash balance 987 1,684 5,399 25,110 49,437 

Net change in cash 697 3,715 19,711 24,327 29,620 

Closing cash balance 1,684 5,399 25,110 49,437 79,058 

Free cash flow to firm 20,115 41,963 44,936 52,555 59,850 

Source: Ambit Capital research, Company 

 

Ratio analysis 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Gross margin 29.4% 32.1% 31.8% 31.8% 31.8% 

EBITDA margin 11.8% 14.0% 14.1% 14.4% 14.5% 

EBIT margin 9.8% 12.1% 12.3% 12.6% 12.8% 

Net profit margin 8.6% 10.6% 10.8% 10.9% 11.2% 

Net debt/equity (0.4) (0.5) (0.5) (0.6) (0.6) 

Net debt/EBITDA (1.8) (1.7) (1.8) (1.9) (2.0) 

Working capital turnover (72) (27) (29) (29) (29) 

Cash conversion days (5.1) (13.5) (12.7) (12.7) (12.7) 

Inventory days 15.5 14.1 14.6 14.6 14.6 

Receivable days 30 26 27 27 27 

Payable days 51 54 55 55 55 

Gross block turnover 2.2 2.3 2.5 2.6 2.7 

pre-tax CFO/EBITDA 86.0% 118% 118% 118% 119% 

pre-tax RoCE 23.4% 30.6% 31.0% 31.4% 31.8% 

post-tax RoIC 49.2% 71.9% 91.4% 105% 122% 

ROE (%) 17.9% 23.6% 23.9% 24.1% 24.4% 

Source: Ambit Capital research, Company 

 

Valuation parameters 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

PE 38 27 24 22 19.1 

P/B 6.6 6.1 5.5 4.9 4.4 

EV/sales 3.0 2.7 2.4 2.1 1.8 

EV/EBITDA 26 19.3 16.8 14.6 12.8 

Dividend yield 1.8% 2.4% 2.3% 2.5% 2.7% 

FCF yield 1.8% 3.8% 4.1% 4.8% 5.4% 

Source: Ambit Capital research, Company 
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Perfect valuations, not business 
TVSL had a great run over the last 5 years driven by successful plugging 
of gaps in its portfolio and sleepy competition, driving expansion in 
market share and margins. We expect TVSL’s outperformance to be 
considerably lower in the domestic 2W market, restricted by limited white 
spaces in its portfolio and competition getting its act together. In exports, 
it would continue to grow ahead of industry as it ramps up in newer 
markets. EV disruption could impact its competitive positioning due to 
higher salience of scooters and >125cc motorcycles. EBITDA margin 
expansion beyond 12.0-12.5% looks difficult with its fragmented portfolio 
restricting economies of scale and lack of segment leadership limiting 
pricing power. Considering substantial valuation premium and EV risk, 
we initiate TVSL with SELL and a fair value of ₹2,072 (DCF-based + value 
of investments), implying 27.5x FY26E core P/E. 

Competitive position: MEDIUM Changes to this position: POSITIVE 

Strong domestic 2W performance, exports scaling up fast 

We expect TVSL to continue to do better than the underlying markets, but expect 
much slower market-share gains than in the past as competitors are getting their 
act together. Further, ramp-up in newer markets (LatAM/ASEAN/Shri Lanka) and 
cyclical recovery to aid TVS’s out-performance in export market. 

Value-neutral EV transition at 25% market share in EVs 

TVSL derives 39%/15%/13% of domestic 2W volumes from the scooter/125cc 
motorcycle/premium motorcycle, which are expected to see faster electrification. 
With heightened competitive intensity in e-scooters from incumbents and new 
players, TVSL’s market share declined to 13.7% in the first two months of 1QFY25 
(18.6% in 4QFY24) as against 24.2% in ICE scooters, implying value outflow for 
TVSL from the EV migration. 

Fragmented portfolio, no market leadership to restrict margin growth 

EBITDA margin expansion beyond 12.0-12.5% looks difficult due to its 
fragmented portfolio restricting economies of scale (only 20% of volumes from 1 
engine platform) and lack of segment leadership (challenger brand in 87% of 
domestic 2W volumes) restricting pricing power. 

Valuations: Priced to perfection, risk overlooked 

We expect market-share/margin gains to moderate. Also, the EV risk is becoming 
a reality as TVSL has much lower market share in e-scooters (vs ICE scooters). 
Despite higher EV risk, TVSL is among the most richly valued auto OEMs in India. 
Risks to our thesis: (i) further substantial increase in market share, and (ii) 
reduction in competitive intensity in the e-2W market. 
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Key Financials 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Revenue 263,781 317,764 362,902 414,152 469,314 

EBITDA margin 10.1% 11.1% 11.5% 12.0% 12.1% 

EPS (diluted) 30 44 53 64 75 

pre-tax RoCE 28.3% 33.8% 34.4% 34.9% 33.2% 

PE 79 55 46 38 32 

EV/EBITDA 44 33 27 23 19.5 

Source: Company, Ambit Capital research 
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Strong domestic 2W performance, but 
competition is improving 
TVSL delivered a superlative performance in the domestic 2W in last decade, 
driving strong growth (6.1% CAGR over FY14-24 vs 2% for the industry) led by 
plugging of gaps in the product portfolio. As a result, it gained 5.7ppt market 
share to 17.6% of the domestic 2W industry. Unlike its peers, TVSL enjoyed more 
success than failures in its product initiatives, which drove success in scooters 
(Jupiter, Ntorq and iQube), 125cc motorcycle (Raider), and revival in premium 
led by Apache. While we expect TVSL to continue doing better than the underlying 
market (10.6% volume CAGR over FY24-27E vs industry’s 9.8%), competitors are 
getting their act together. The product actions taken in the premium motorcycle 
(upgraded Pulsars by BJAUT), 125cc motorcycle (Xtreme 125 by HMCL and ramp-
up in production by HMSI), and the scooter segment (ramp-up from EV players 
like Ola, BJAUT, etc.) could pose a threat to TVSL’s market share. 

 

Exhibit 1: TVSL’s market share has increased, driven by… 

 

Source: Industry, Ambit Capital research 

 
Exhibit 2: …increase in scooters, 125cc and premium MCs 

 

Source: Industry, Ambit Capital research 

 

Exhibit 3: Share of 125cc motorcycles and scooters has 
increased in TVSL’s volumes (%)  

 

Source: Industry, Ambit Capital research 

 
Exhibit 4: Domestic volumes to register a 10.6% CAGR over 
FY24-27E 

 

Source: Company, Ambit Capital research 

 

1
1
.8

1
3
.2

1
3
.4 1

4
.2

1
4
.2 1
4
.8

1
3
.8 1
4
.3

1
5
.2

1
6
.4

1
7
.6

F
Y
1
4

F
Y
1
5

F
Y
1
6

F
Y
1
7

F
Y
1
8

F
Y
1
9

F
Y
2
0

F
Y
2
1

F
Y
2
2

F
Y
2
3

F
Y
2
4

2W Market Share (%)

0

5

10

15

20

25

30

F
Y
1
7

F
Y
1
8

F
Y
1
9

F
Y
2
0

F
Y
2
1

F
Y
2
2

F
Y
2
3

F
Y
2
4

100cc 125cc 200-300cc

150-200cc Scooters

19 18 17 16 14 15 12 11

4 9 15
12 14 15 15 15

16 13 12

33 38 40 42 42
42 44 40

4 636 30 28 26 29 23 17 15

F
Y
1
7

F
Y
1
8

F
Y
1
9

F
Y
2
0

F
Y
2
1

F
Y
2
2

F
Y
2
3

F
Y
2
4

100cc 125cc 150-200cc

>200cc ICE Scooter Mix E-Scooter Mix

Mopeds

-30

-15

0

15

30

0

500

1,000

1,500

2,000

2,500

3,000

3,500

4,000

F
Y
1
7

F
Y
1
8

F
Y
1
9

F
Y
2
0

F
Y
2
1

F
Y
2
2

F
Y
2
3

F
Y
2
4

F
Y
2
5
E

F
Y
2
6
E

F
Y
2
7
E

Dom. 2W ('000 units) Gr (%)



 

TVS Motors 

 

 

June 27, 2024 Ambit Capital Pvt. Ltd. Page 71 

Exports scaling up fast 

TVSL has been exporting 2Ws since the early 2000s, but it attained an inflection point 
about a decade ago when it launched Star City 125cc (47% of FY24 2W exports for TVSL) 
as well as 3W exports taking off. TVSL’s exports posted ~12.4% CAGR over FY14-24 and 
exports contributed 24% to TVSL total volumes in FY24. It already enjoys 25.6%/41.8% 
share of 2W/3W exports from India in FY24 (vs 11.8%/22.9% in FY14). Exports are 
witnessing a cyclical recovery, with TVSL’s exports estimated to register 12.3% CAGR over 
FY24-27E. Basis evolution of BJAUT’s exports, we see good headroom for growth for TVSL 
by further diversifying its exports from Africa by ramping up in LatAm (entered in the last 
2 years), ASEAN, and recovery in Sri Lanka. This would also lead to an improvement in 
the export mix for TVSL (premium motorcycles currently at 13% for TVSL vs 30% for BJAUT). 

 

Exhibit 5: Export volumes to recover sharply, but contribution 
to revenue to improve gradually 

 

Source: Company, Ambit Capital research 

 
Exhibit 6: Trend in export market share from India for 2Ws 
and 3Ws (%) 

 

Source: Company, Ambit Capital research  

 

Value-neutral EV transition at ~24% market share in e-
scooters 

2W electrification journey started with scooters; it has achieved 15% EV penetration in the 
scooter segment. Further, we expect 125cc-200c motorcycle segments to be next in line 
to adopt electrification, with estimated inflection over the next 15-18 months. TVSL derives 
39%/15%/13% of domestic 2W volumes from the scooter/125cc motorcycle/premium 
motorcycle. TVSL was among the early movers in the e-scooter segment and enjoyed 
19.3% market share in FY24 (with peak market share at 22.9% in 2QFY24). However, 
with heightened competitive intensity from incumbents and new players, TVSL’s market 
share declined to 13.7% in the first two months of 1QFY25. We expect this competitive 
intensity to heighten as OEMs with ~60% market share in ICE scooters (HMSI and Suzuki) 
would launch their first EV offerings over the next 12-15 months. With TVSL enjoying a 
24.2% market share in ICE scooters, it would see a value-neutral transition to e-scooters 
at ~24% market share in e-scooters. At the current e-scooter market share of 13.7% (or 
18.6% in 4QFY24), TVSL would see value outflow from the migration to EVs. 
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Exhibit 7: TVSL’s e-scooter market share is under pressure as 
new players are very aggressive 

 

Source: Industry, Ambit Capital research; * for Apr-May’24 

 
Exhibit 8: At the current market share in e-scooters, TVSL 
would lose value due to EV disruption 

4QFY24 Market Share ICE EV 
Gain/(Loss)  

due to disruption 

Scooters 24.2% 18.6% -5.6% 

125cc 15.4% - ? 

150-200cc MC 21.4% - ? 

Mopeds 100% - ? 

Source: Industry, Ambit Capital research; up to 28th May  

 

Fragmented portfolio, no market leadership to restrict 
margin growth 

2W OEM path to superior profitability depends on: a) segment leadership enabling pricing 
power, b) product/segment mix, and c) economies of scale driving cost advantage in RM 
sourcing and operating leverage at fixed cost level. Our analysis of key 2W OEMs engine 
platforms suggests that TVSL has the most diversified/fragmented volume base among its 
key competitors with most volumes (20% of FY24 domestic 2W volumes) coming from 
100cc scooters. This compares quite adversely to 80%/41%/47% of domestic 2W volume 
share from a single engine family for HMCL/BJAUT/HMSI, driving substantial benefits of 
economies of scale on RM sourcing. Further, TVSL enjoys market leadership only in 
mopeds (only player), and is the #2 player in 100cc scooters, but has weaker positioning 
(either 3rd or 4th ranked) in 2/3rd of its domestic 2W volumes. This fragmented volume 
composition and lack of market leadership in 87% of its domestic 2W volumes would 
restrict margin expansion for TVSL beyond 12.0-12.5%. 

 

Exhibit 9: Lack of engine consolidation combined with… 

 

Source: Industry, Ambit Capital research 

 
Exhibit 10: …lack of market leadership (FY24 rank)… 

 

Source: Industry, Ambit Capital research 
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Exhibit 11: …limit headroom for substantial margin 
expansion from 4QFY24 levels of 11.3% 

 

Source: Company, Ambit Capital research 

 
Exhibit 12: EBITDA margin to expand led by reduction in EV 
losses and mix 

 

Source: Company, Ambit Capital research; green denotes positive impact and 
red denotes negative impact 

 

Valuations: Priced to perfection, risks overlooked 

TVSL outperformed the underlying NSE auto index over 1 year/2 years/5 years by 
15.6%/84.3%/247%, driven by strong delivery at the marketplace in the form of consistent 
market-share gains and its benefits on earnings growth (44%/50%/25.5% CAGR). As a 
result, TVSL is now among the most richly valued auto OEMs in India, with 1-year forward 
P/E (adj. for value in NBFC) of 40.4x – which is at 42% premium to its 10-year average 
P/E and at 54% premium to auto OEMs’ weighted average P/E of 26.2x. We expect 
market-share gains to moderate as it has plugged gaps in its portfolio and competitors 
are getting their act together. We see limited scope for further EBITDA margin expansion 
from our estimated 12% for FY26 (11.1% in FY24). This coupled with the EV risk becoming 
a reality, as reflected in TVSL losing share in the EV transition with HMSI and Suzuki yet 
to enter e-scooters. We expect TVSL to continue deploying its cashflows from its core auto 
business to non-core areas that are currently contributing negatively to consolidated 
profits. As of Mar-24, TVSL’s investments in non-core (ex-investments in NBFC and 2W 
subs/associates) stand at ~₹40bn or ~43% of its standalone capital employed. We don’t 
have much clarity on its game plan for these investments and a roadmap for it contributing 
positively over the next 2-3 years. We estimate TVSL’s standalone 
volumes/revenue/EBITDA/PAT to register 11%/13.9%/17.2%/19.3% CAGR over FY24-
27E. Considering the already substantial valuation premium and higher EV risk for TVSL, 
we initiate with SELL and a fair value of ₹2,072 (DCF-based + 2.5x BV for NBFC + 1x 
invested value in other subs/associates), implying 27.5x core P/E on FY26E EPS. 
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Exhibit 13: Higher investments (ex-capex) restrict FCFF… 

 

Source: Company, Ambit Capital research 

 
Exhibit 14: …but TVSL to turn net cash by FY25E (₹ bn) 

 

Source: Company, Ambit Capital research 

 

Exhibit 15: TVSL’s has been investing in non-core areas…* 

 

Source: Company, Ambit Capital research; * Excluding investments in NBFC, PT 
Indonesia, UltraViolette, and Norton Motorcycle 

 
Exhibit 16: …its subsidiaries’ (ex-NBFC) losses are widening 

 

Source: Company, Ambit Capital research 

 

Exhibit 17: Trend in adj P/E* 

 

Source: Company, Bloomberg, Ambit Capital research * adj. for value of its 
investment in NBFC and other investments 

 
Exhibit 18: Trend in adj P/B* 

 

Source: Company, Bloomberg, Ambit Capital research 
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Exhibit 19: DCF Valuation 

Inputs 
Historical 

Near 
Term 

Medium  
Term Terminal 

FY19-24 FY24-27 FY27-35 

Volume CAGR 1.4% 11.0% 8.2% - 

Revenue CAGR 11.8% 13.9% 10.9% 6.0% 

EBITDA Margin 9.5% 11.9% 12.0% 12.0% 

(Inc)/Dec in WC/Sales 1.4% 0.2% 0.4% 0.4% 

Capex/Sales 3.7% 2.4% 1.8% 1.5% 

     

Assumptions      

Cost of Equity 12%    

Cost of Debt 9%    

Debt to Equity (x) 0    

WACC (Ke) 12%    

  

Valuation ₹ mn 

PV of FCFF       297,981  

TV of FCFF       533,449  

FCFF       831,430  

Cash (Jun-25)         16,851  

Debt (Jun-25)         10,134  

Net FCFE       838,146  

Add: TVS Credit (post 20% HoldCo Discount)         93,387  

Add: Other investments @ 1x BV         52,670  

O/s shares              475  

Value per share           2,072  

Source: Company, Ambit Capital research 

 
Exhibit 20: DCF Sensitivity Analysis 

Target Price 
 WACC  

10% 11% 12% 13% 14% 

T
e
rm

in
a

l 
G

ro
w

th
 

4%  2,325   2,009   1,773   1,592   1,448  

5%  2,606   2,193   1,901   1,684   1,516  

6%  3,028   2,452   2,071   1,802   1,601  

7%  3,735   2,842   2,311   1,959   1,710  

8%  5,165   3,495   2,671   2,181   1,856  

Source: Ambit Capital research 

Exhibit 21: Implied Valuation adj. for value of its investment 
in NBFC and other investments 

Particulars FY24 FY25E FY26E FY27E 

P/E 40.2 33.5 27.5 23.7 

P/B 10.8 8.6 6.8 5.5 

EV/Sales 2.6 2.3 2.0 1.8 

EV/EBITDA 23.7 19.9 16.8 14.7 

Source: Company, Bloomberg, Ambit Capital research 

 

Exhibit 22: TVSL (standalone): Ambit vs consensus estimates 

Particulars 
FY25E FY26E FY27E 

Ambit Consensus Divergence Ambit Consensus Divergence Ambit Consensus Divergence 

Revenue (₹ mn) 362,902 368,018 -1.4% 414,152 419,510 -1.3% 469,314 449,276 4.5% 

EBITDA Margin 11.5% 11.8% -0.3% 12.0% 12.3% -0.3% 12.1% 13.2% -1.1% 

EPS 52.6 56.0 -6.1% 64.1 68.8 -6.8% 74.5 80.1 -7.0% 

Source: Bloomberg, Ambit Capital research 
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HAWK FRAMEWORK 
Exhibit 23: Accounting score contributors 

 

Source: Company, Ambit Capital research 

 
Exhibit 24: Greatness score contributors 

 

Source: Company, Ambit Capital research 

  
 

Exhibit 25: Explanation of our accounting flags 

Segment Score Comments 

Accounting AMBER 
While TVSL is currently in Zone of “Darkness” due to higher CWIP, lower FCFF and lower cash yields, we expect 
FCFF conversion to improve considerably along with reduction in CWIP. 

Predictability GREEN 
With sustained volume momentum in both domestic and exports, earnings predictability is relatively higher than 
its 2W peers. 

Earnings Momentum GREEN 
TVSL has enjoyed strong earnings growth led by volume recovery and margin improvement. Further, we estimate 
its earnings to grow much faster than its mainstream 2W peers. 

Source: Company, Ambit Capital research 
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TVS Motors (TVSL IN, SELL) 

Valuation Methodology 
 

Risks 

We value TVSL using the DCF value methodology, wherein 
we have added: a) NPV of free cash flows till FY35E with the 
terminal value of the standalone business, b) value of its 
stake in the unlisted subsidiaries and associates, viz NBFC at 
2.5x P/B and other investments at 1x its cost of investment to 
arrive at our target price of ₹2,072. We have used a WACC 
of 12% and a terminal growth rate of 6%. 
 

 
1. Further substantial increase in market share. 

2. Reduction in competitive intensity in the e-2W market. 
 

   

 

Exhibit 26: Segmental forecasts 

Units (in 000) FY18 FY19 FY20 FY21 FY22 FY23 FY24 FY25E FY26E FY27E 

Motorcycle 1,329 1,539 1,349 1,329 1,713 1,714 1,975 2,185 2,438 2,697 

Growth (%) 24.5 15.8 -12.4 -1.4 28.9 0.0 15.2 10.7 11.6 10.6 

% of total vols 38.3 39.3 41.3 43.6 51.8 46.6 47.1 46.8 46.9 47.0 

Scooter 1,135 1,301 1,075 961 923 1,334 1,567 1,795 2,032 2,283 

Growth (%) 30.3 14.6 -17.4 -10.6 -4.0 44.6 17.5 14.5 13.2 12.4 

% of total vols 32.7 33.2 32.9 31.5 27.9 36.2 37.4 38.4 39.1 39.8 

Moped 877 897 651 626 483 446 485 509 519 529 

Growth (%) -3.7 2.3 -27.4 -3.9 -22.7 -7.8 8.7 5.0 2.0 2.0 

% of total vols 25.3 22.9 19.9 20.5 14.6 12.1 11.6 10.9 10.0 9.2 

Total 2Ws 3,367 3,759 3,090 2,928 3,137 3,513 4,045 4,508 5,010 5,531 

Growth (%) 18.0 11.6 -17.8 -5.2 7.1 12.0 15.1 11.5 11.1 10.4 

% of total vols 97.2 96.0 94.7 96.0 94.8 95.5 96.5 96.6 96.4 96.4 

3Ws 99 156 174 124 172 167 146 161 185 208 

Growth (%) 42.5 58.5 11.2 -28.9 39.1 -2.7 -12.6 10.1 15.0 12.5 

% of total vols 2.8 4.0 5.3 4.0 5.2 4.5 3.5 3.4 3.6 3.6 

Domestic 2,892 3,153 2,423 2,172 2,056 2,614 3,178 3,546 3,908 4,303 

Growth (%) 15.6 9.0 -23.2 -10.3 -5.4 27.1 21.6 11.6 10.2 10.1 

% of total vols 83.4 80.5 74.2 71.2 62.1 71.0 75.8 75.9 75.2 75.0 

Exports 574 762 841 879 1,253 1,067 1,013 1,124 1,286 1,436 

Growth (%) 36.4 32.7 10.4 4.6 42.5 -14.9 -5.0 10.9 14.5 11.7 

% of total vols 16.6 19.5 25.8 28.8 37.9 29.0 24.2 24.1 24.8 25.0 

Total volumes 3,466 3,915 3,263 3,052 3,309 3,680 4,191 4,669 5,195 5,739 

Growth (%) 18.6 13.0 -16.6 -6.5 8.4 11.2 13.9 11.4 11.3 10.5 

ASP (₹/unit)  43,782   46,513   50,324   54,886   62,759   71,676   75,821   77,722   79,725   81,775  

Growth (%) 5.5 6.2 8.2 9.1 14.3 14.2 5.8 2.5 2.6 2.6 

Net Sales (₹ mn) 1,51,754 1,82,099 1,64,233 1,67,505 2,07,680 2,63,781 3,17,764 3,62,902 4,14,152 4,69,314 

Growth (%) 25.1 20.0 -9.8 2.0 24.0 27.0 20.5 14.2 14.1 13.3 

Source: Company, Ambit Capital research 
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Financials - Standalone 
Income statement 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Revenue 263,781 317,764 362,902 414,152 469,314 

-growth (Rev) 27.0% 20.5% 14.2% 14.1% 13.3% 

Gross profit 63,853 83,474 95,262 109,750 124,368 

Gross profit growth 28.7% 30.7% 14.1% 15.2% 13.3% 

EBITDA 26,747 35,141 41,734 49,491 56,552 

-growth (EBITDA) 37.9% 31.4% 18.8% 18.6% 14.3% 

Depreciation 6,312 7,004 7,703 8,715 9,515 

EBIT 20,435 28,138 34,030 40,776 47,037 

-growth (EBIT) 53.9% 37.7% 20.9% 19.8% 15.4% 

Other income 389 1,485 450 550 650 

Finance costs 1,407 1,816 1,169 706 475 

Profit before tax 20,034 27,807 33,312 40,620 47,212 

Profit before tax (adjusted) 19,417 27,807 33,312 40,620 47,212 

-growth (PBT) 59.0% 43.2% 19.8% 21.9% 16.2% 

Tax 5,123 6,977 8,328 10,155 11,803 

PAT 14,910 20,830 24,984 30,465 35,409 

Profit after tax (adjusted) 14,451 20,830 24,984 30,465 35,409 

-growth (PAT) 60.7% 44.1% 19.9% 21.9% 16.2% 

EPS (basic) (₹) 30 44 53 64 75 

EPS (diluted) 30 44 53 64 75 

Source: Ambit Capital research, Company 

Balance sheet 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Property, plant and equipment 35,959 37,719 45,316 46,601 47,085 

Capital work in progress 6,277 9,301 4,000 4,000 4,000 

Total fixed assets 42,236 47,020 49,316 50,601 51,085 

Non-current investments 59,080 67,905 75,405 82,905 90,405 

Total non-current assets 101,316 114,925 124,722 133,506 141,491 

Inventories 12,364 13,708 17,897 20,424 23,144 

Current investments 2,584 3,534 3,534 3,534 3,534 

Trade receviables 9,551 13,021 15,908 18,155 20,573 

Cash and cash equivalents 2,420 5,310 9,878 23,632 47,320 

Other current assets 11,690 10,124 12,925 14,751 16,715 

Total current assets 38,608 45,697 60,142 80,496 111,287 

Total assets 139,924 160,622 184,864 214,002 252,777 

Share capital 475 475 475 475 475 

Other equity 60,003 76,835 97,543 123,257 152,965 

Total equity 60,479 77,310 98,018 123,732 153,440 

Long-term borrowings 22,446 15,134 10,134 5,134 5,134 

Deferred tax liabilities (net) 1,982 1,871 1,871 1,871 1,871 

Total non-current liabilities 24,428 17,005 12,005 7,005 7,005 

Trade payables 41,306 51,122 59,655 68,080 77,148 

Other current liabilities 10,968 11,691 11,691 11,691 11,691 

Short term provisions 2,744 3,495 3,495 3,495 3,495 

Total current liabilities 55,018 66,307 74,841 83,265 92,333 

Total liabilities 79,445 83,312 86,845 90,270 99,338 

Total equity and liabilities 139,924 160,622 184,864 214,002 252,777 

Source: Ambit Capital research, Company 
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Cash flow statement 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Profit before tax 20,034 27,807 33,312 40,620 47,212 

Depreciation 6,312 7,004 7,703 8,715 9,515 

Interest expense 1,407 1,816 1,169 706 475 

Working capital changes (2,080) 6,544 (1,343) 1,825 1,965 

Taxes (4,826) (6,162) (8,328) (10,155) (11,803) 

Other Items (918) (835) (450) (550) (650) 

Cash flow from operations 19,929 36,173 32,063 41,162 46,714 

(Net) capital expenditure (9,968) (10,555) (10,000) (10,000) (10,000) 

Acq./(disp.) of Investments  (13,222) (8,601) (7,500) (7,500) (7,500) 

Other items  72 194 450 550 650 

Cash flow from investments (23,118) (18,963) (17,050) (16,950) (16,850) 

Net long-term borrowings 3,100 (4,400) (5,000) (5,000) - 

Issuance of equity 3,476 (2,895) - - - 

Interest paid (1,371) (2,137) (1,169) (706) (475) 

Dividends paid (2,918) (3,801) (4,276) (4,751) (5,701) 

Other items (41) (1,483) - - - 

Cash flow from financing 2,245 (14,716) (10,445) (10,457) (6,176) 

Opening cash balance 3,287 2,343 4,838 9,406 23,161 

Net change in cash (944) 2,495 4,568 13,754 23,688 

Closing cash balance 2,343 4,838 9,406 23,161 46,849 

Free cash flow to firm 9,960 25,618 22,063 31,162 36,714 

Source: Ambit Capital research, Company 

Ratio analysis 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Gross margin 24.2% 26.3% 26.3% 26.5% 26.5% 

EBITDA margin 10.1% 11.1% 11.5% 12.0% 12.1% 

EBIT margin 7.7% 8.9% 9.4% 9.8% 10.0% 

Net debt/equity 0.3 0.1 - (0.2) (0.3) 

Net debt/EBITDA 0.7 0.2 (0.1) (0.4) (0.8) 

Working capital turnover (13.6) (13.0) (14.0) (14.0) (14.0) 

Cash conversion days (27) (28) (26) (26) (26) 

Inventory days 17.1 15.7 18.0 18.0 18.0 

Receivable days 13.2 15.0 16.0 16.0 16.0 

Payable days 57 59 60 60 60 

Gross block turnover 3.3 3.6 3.5 3.6 3.8 

pre-tax CFO/EBITDA 92.6% 120% 96.8% 104% 103% 

pre-tax RoCE 28.3% 33.8% 34.4% 34.9% 33.2% 

post-tax RoIC 86.4% 110% 132% 146% 177% 

ROE (%) 28.3% 33.8% 34.4% 34.9% 33.2% 

Source: Ambit Capital research, Company 

Valuation parameters 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

PE 79 55 46 38 32 

P/B 19.0 14.8 11.7 9.3 7.5 

EV/sales 4.4 3.6 3.2 2.7 2.3 

EV/EBITDA 44 33 27 23 19.5 

Dividend yield 0.3% 0.3% 0.4% 0.4% 0.5% 

FCF yield 0.9% 2.2% 1.9% 2.7% 3.2% 

Source: Ambit Capital research, Company 
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To fire on all 3 cylinders in FY25 
In the last four years, MM thrived with blockbuster SUVs and tightened its 
capital allocation strategy. Future growth is expected to be broad-based, 
driven by three core businesses. The Farm Equipment segment (FES) will 
benefit from a cyclical recovery in tractors and significant growth in the 
nascent non-tractor sector. In SUVs, MM achieved market leadership with 
its 'SUV core brand' strategy. In LCVs, MM leads the largest segment of 
2.0-3.5 tons, which is gaining prominence. Beyond the core, substantial 
value creation is anticipated from its ₹174bn investments in the unlisted 
businesses. With the valuation discount largely corrected, returns will be 
driven by core EPS growth (~13% CAGR FY24-27E), with success in EVs and 
ramp-up in farm machinery being key catalysts for stock rerating. Initiate 
with BUY and fair value of ₹3,284 (SOTP based), implying 28.6x FY26E 
core standalone EPS. 

Competitive position: STRONG Changes to this position: POSITIVE 

Farm machinery – long runway for growth as non-tractor scales up 

MM’s FES business will benefit from a cyclical recovery in tractors and significant 
growth in the nascent non-tractor sector. While tractor volume CAGR is estimated 
to be 6% (FY24-27E), the nascent non-tractor business is poised for quantum 
growth with potential to add 2-3ppt growth to the segment over the next 10 years. 

SUVs – Carving its own niche in a crowded market 

MM’s strategic reorientation to ‘SUV core brand’ enabled it to carve its niche in 
the SUV segment, leading to 6.8ppt gain in value market share to 20.4% (FY21-
24). MM’s SUV volumes would post 11% CAGR over FY24-27E, benefitting from 
tailwinds for SUVs and a reasonable product pipeline (including multiple EVs). 

LCVs – Increasing dominance in an expanding category 

MM is the leader in the LCV good segment due to its domination in the biggest 
LCV segment of 2.0-3.5 tons that is witnessing further increase in salience. We 
expect the LCV industry to be among the fastest-growing segments over the next 
10 years with an estimated 7-8% CAGR; MM would be a prime beneficiary of this. 

Valuation gap largely corrected; now growth to drive returns 

After a sharp rerating in the last 6 months, MM trades nearly at par with OEM 
peers. While there are catalysts for further rerating over next 2-3 years, we 
estimate core earnings (ex-OI) growth to be the key driver of the stock (~13% 
CAGR, FY24-27E). Investment of ₹174bn in the unlisted subsidiaries can 
potentially deliver much higher value if some of the targets for ‘Growth Gems’ 
are met. Key risks: a) Weak monsoon impacting farm demand for tractors and 
auto segment, and b) Any let-up in capital allocation discipline or any sizeable 
acquisitions. 
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Key Financials 

Year to March (₹ bn) FY23  FY24  FY25E FY26E FY27E 

Revenue 850 988 1,096 1,232 1,391 

EBITDA margin 12.3% 13.1% 13.2% 13.3% 13.4% 

EPS (diluted) 65 89 92 105 119 

pre-tax RoCE 20.4% 25.8% 23.7% 23.4% 23.3% 

PE 45 33 32 28 24 

EV/EBITDA 33 26 23 19.8 17.0 

Source: Company, Ambit Capital research 
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Farm machinery – long runway for growth, as 
non-tractors scale up 
MM’s FES business has been predominantly tractor-dependent. However, it has 
been focusing on scaling up the nascent non-tractor farm machinery (like 
rotavators, harvesters, transplanters, sprayers, etc.) as this segment can become 
very large. Currently, it contributes only 3.4% (or ₹8.7bn) to FY24 FES revenues, 
but MM is targeting ₹50bn by FY27E. This implies FES revenue contribution of 
~13% by FY27E (our estimate is 5.2%). This compares with over 60% revenue 
contribution from non-tractor machinery in the global farm machinery industry. 
MM is taking the broad-based approach to scale up: a) launching more 
contemporary products (total of 15) by leveraging its global subsidiaries and 
associates, b) setting up manufacturing at Pithampur, c) expanding its network, 
and d) increasing access through various modes. In our opinion, non-tractor farm 
mechanization is a large opportunity, with players like MM very well positioned 
to leverage their strong presence in the farm value chain. It is already the #1 
player in the rice transplanter segment and #2 in rotavators (20.3% market 
share in FY24 vs 16.5% in FY23). This business can potentially add 2-3ppt growth 
to the FES segment over the next 10 years. Over FY24-27E, we expect 6% CAGR 
in tractor volumes, leading to ~11% FES revenue growth (~14% CAGR if MM 
achieves its ₹50bn FY27 target of non-tractor machinery revenues). We expect 
PBIT margin to expand 130bps over FY24-27E to 17.5% driven by volume 
recovery and reduction in losses in the non-tractor machinery business (impact 
of 150bps in FY24 on blended margins).  

Exhibit 1: MM tractor volume CAGR to be 6% (FY24-27E) 

 

Source: Company, Ambit Capital research 

 
Exhibit 2: MM tractor market share is stable at 40-42% 

 

Source: Company, Ambit Capital research 

 

Exhibit 3: MM targeting ₹48-50bn revenues from the  
agri-machineries segment in FY27E… 

 

Source: Company, Ambit Capital research 

 
Exhibit 4: …which would imply ~13% contribution to FES 
segment revenues (vs our estimate of 5.2%) 

 

Source: Company, Ambit Capital research 
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Exhibit 5: Non-tractor farm machinery portfolio to be expanded to 15 products, with key products to be launched in FY25 

 

Source: Company, Ambit Capital research 

 

Exhibit 6: MM’s biggest moat is its strong presence in a large part of the farm value chain 

 

Source: Company, Ambit Capital research 
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SUVs – Carving its own niche in a crowded market 

MM has been focusing only on the SUV segment and has reoriented its brand proposition 
as an ‘SUV core brand’ (initiated in mid-2020) with a focus on true-blooded SUVs. This 
strategic reorientation enabled MM to carve its niche in the SUV segment, which is the 
most competitive category across the vehicle segment. It currently enjoys a sweet spot for 
most of its products with few direct competitors in terms of product attributes or pricing. 
As a result, MM has been able to recover its volume market share by 360bps over FY21 
to 18.3% in FY24; value market share increased by 680bps to 20.4%. It is taking forward 
this philosophy with its upcoming e-SUVs (starting Dec-24), with a core value proposition 
to be differentiated high lifestyle-oriented products, which happen to be EVs. We estimate 
MM’s SUV volumes to register an 11% CAGR over FY24-27E, benefitting from tailwinds 
for SUVs and a reasonable product pipeline. 

 

Exhibit 7: MM enjoys niche positioning in the SUV segment with low or no competition in its price/product segments 

 

Source: Ambit Capital research 
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Exhibit 8: Apart from the recent XUV3XO launch, it has 
several product launches lined up 

Model Powertrain Launch Timelines 

Thar 5 door ICE FY25 (1H) 

XUV.e8 EV FY25 (Dec 24) 

XUV.e9 EV FY26 (Apr 25) 

BE.05 EV FY26 (Oct 25) 

BE.07 EV FY27 (Oct 26) 

BE.09 EV NA 

Source: Company, Ambit Capital research 

 
Exhibit 9: MM is the #1 OEM in SUV on value market share 
and #2 on volumes 

 

Source: Company, Ambit Capital research 

 

Exhibit 10: MM’s SUV volumes to post 11% CAGR (FY24-27E) 

 

Source: Company, Ambit Capital research 

 
Exhibit 11: MM’s LCV volumes to post 11% CAGR (FY24-27E) 

 

Source: Company, Ambit Capital research 

 

LCVs – Increasing dominance in an expanding category 

While the LCV industry is yet to cross previous peak volumes of FY19 (5% lower), the 2.0-
3.5 ton segment has outgrown the market and FY24 volumes are 14% higher than the 
previous peak. The share of the 2.0-3.5 ton segment in LCV goods increased 9.8ppt over 
FY19-24 to 58.9%, driven by superior value proposition and lower increase in cost post-
BS6. MM dominates this segment with 56.9% market share in FY24 (+3.1ppt over FY19-
24) and overall LCV good segment with 46.5% (+5.5ppt). We expect the LCV industry to 
be among the fastest-growing segments over the next 10 years with an estimated CAGR 
of 7-8% benefitting from increasing salience of the hub & spoke model as well as rural 
salience in consumption. MM, being the market leader, will be the biggest beneficiary of 
this, which in turn augurs well for its profitability due to higher margins of this segment. 
For FY24-27E, we estimate MM’s LCV volumes to post 7% CAGR with expected volume 
recovery from 2HFY25. The LCV segment is ripe for electrification and is estimated to 
achieve ~22% EV penetration by FY29, posing a risk to MM’s dominance of LCVs. 
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Exhibit 12: Industry LCV goods mix increased in the >2 tons 
segment… 

 

Source: Industry, Ambit Capital research 

 
Exhibit 13: …where MM enjoys over 55% market share 
 

 

Source: Industry, Ambit Capital research 

 

Harnessing balance sheet to invest in new growth areas 

While MM has been investing excess cashflows over the years in incubating new 
businesses, under Dr. Anish Shah (Group CEO & MD) it has tightened its investment 
framework and exited/closed some businesses that didn’t meet the tightened framework. 
Also, it ring-fenced its cashflows by committing to invest cashflows of the core business in 
the core business only and returning excess core cashflows to shareholders. With this 
disciplined approach, it has been able to improve the performance of its subsidiaries (both 
core and non-core), with the net contribution to PAT of subsidiaries turning positive since 
FY21 and FY24 PAT contribution at ₹5.5bn (vs ₹12.5bn in FY23). Management has laid 
out ambitious plans for some of these businesses under ‘Growth Gems’ to grow 5x in 5 
years and create value of at least USD1bn each. Some of these ‘Growth Gems’ include 
a) Susten (renewable energy) with a target of 7GW by FY27 (vs 1.5GW as of Mar-23), b) 
LMM (e-3Ws), c) Classic Legends (2W business competing with RE), d) Accelo (vehicle 
recycling), e) Mahindra Lifespaces (₹80bn pre-sales target by FY28E vs ₹20bn in FY24), f) 
Mahindra Holidays (5x revenues by FY30), and g) Mahindra Logistics (₹100bn revenues 
by FY26, 2x over FY23). As of Mar-24, it had an investment in unlisted subsidiaries and 
associates of ₹174bn, which we are valuing in our SOTP at 1x invested value, but has the 
potential to deliver much higher values if some of these targets are met. 

 

Exhibit 14: PAT contribution from 
subsidiaries positive since FY21 

 

Source: Company, Ambit Capital research 

 
Exhibit 15: FES subsidiaries also 
delivering positive PBIT… 

 

Source: Company, Ambit Capital research 

 
Exhibit 16: …but auto subsidiaries are 
still loss-making at the PBIT level 

 

Source: Company, Ambit Capital research 
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Exhibit 17: Growth Gems are expected to grow 5x and create substantial value for MM 

 

Source: Company, Ambit Capital research 

 

Valuation discount corrected; growth to drive returns 

MM’s stock has seen a very sharp rerating over the last 6 months driven by: a) continued 
traction in the SUV business, b) anticipation of tractor demand recovery driven by 
expectations of normal monsoon, and c) rerating of the broader auto sector. As a result, 
the stock is trading at 1-year forward P/E of ~28.6x, which is a 10% premium to the auto 
OEM weighted average. With the valuation discount having corrected, we expect returns 
hereon to be a function of core earnings growth. We estimate core earnings (excluding 
other income) to clock ~13% CAGR over FY24-27E. Further, there are catalysts that can 
drive further rerating: a) success in upcoming EV models, b) deliverance on target for non-
tractor farm machinery, resulting in reduced volatility in the FES segment, c) sustained 
market leadership in e-3Ws, and d) increase in payout to shareholders from current <25% 
of PAT. Initiate with BUY and a fair value of ₹3,284 (SOTP based on DCF for core 
standalone business + ₹482 for listed subsidiaries after 20% holdco discount + ₹166 for 
unlisted investments at 1x cost), implying P/E of 28.6x FY26E core standalone EPS. 

Exhibit 18: MM FES PBIT margins to improve led by operating 
leverage 

 

Source: Company, Ambit Capital research 

 
Exhibit 19: MM auto’s PBIT margin to remain stable as 
benefit of operating leverage would be offset by mix 

 

Source: Company, Ambit Capital research 
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Exhibit 20: Tractor capex increased for product development 
 

 

Source: Company, Ambit Capital research 

 
Exhibit 21: Auto capex to be ₹259bn over FY25E-27E (vs 
₹125bn over FY22-24) as investment in EV increases 

 

Source: Company, Ambit Capital research 

 

Exhibit 22: FCFF would still improve… 
 

 

Source: Company, Ambit Capital research 

 
Exhibit 23: …adding to the net cash balance sheet and 
increasing scope for increasing payout 

 

Source: Company, Ambit Capital research 

 

Exhibit 24: Trend in MM’s core P/E * 

 

Source: Company, Bloomberg, Ambit Capital research; adj. for value of 
investments in listed and unlisted subsidiaries 

 
Exhibit 25: Trend in MM’s core P/B * 

 

Source: Company, Bloomberg, Ambit Capital research; adj. for value of 
investments in listed and unlisted subsidiaries 
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Exhibit 26: MM – SOTP-based fair value of ₹3,284 

SOTP (₹/Share) Method Jun-25 

Tractors DCF  780  

Autos DCF  1,690  

Net Cash (Jun25E)   165  

Core business value   2,635  

Listed subs post HoldCo discount (INR/sh) 20% discount to CMP  482  

Value of unlisted subs @ 1x cost (INR/sh) 1x invested cost  166  

Fair value   3,284  

Source: Ambit Capital research 

 

Exhibit 27: DCF Valuation 

Inputs 
Historical 

Near  
Term 

Medium  
Term Terminal 

FY19-24 FY24-27 FY27-35 

Tractors     

Volume CAGR 2.7% 6.0% 6.0% - 

Revenue CAGR 8.5% 10.9% 9.4% 5.0% 

EBITDA Margin 20.0% 18.3% 19.0% 19.0% 

(Inc)/Dec in WC/Sales 1.0% 0.8% 0.9% 0.9% 

Capex/Sales 3.2% 5.3% 3.2% 2.8% 

Auto     

Volume CAGR 6.5% 10.7% 8.0% - 

Revenue CAGR 16.3% 12.5% 11.2% 5.0% 

EBITDA Margin 11.3% 12.6% 12.5% 12.5% 

(Inc)/Dec in WC/Sales 0.7% 0.7% 0.9% 0.9% 

Capex/Sales 6.9% 5.0% 3.4% 3.0% 

     

Assumptions      

Cost of Equity 11%    

Cost of Debt 8%    

Debt to Equity (x) 0    

WACC (Ke) 11%    

  

Valuation ₹ mn 

FCFF - Tractors  935,387  

FCFF - Auto  2,026,784  

Cash (Jun25E)  217,490  

Debt (Jun25E)  19,448  

Net FCFE  3,160,213  

O/s shares  1,199  

Value per share of SA business  2,635  

Value of listed subs post HoldCo discount (INR/sh)  482  

Value of unlisted subs @ 1x cost (INR/sh)  166  

Value per share of M&M  3,284  

Source: Company, Ambit Capital research 

 
Exhibit 28: DCF Sensitivity Analysis 

Target Price 
 WACC  

9% 10% 11% 12% 13% 

T
e
rm

in
a

l 
G

ro
w

th
 

3% 3,646 3,192 2,853 2,592 2,385 

4% 4,049 3,458 3,038 2,725 2,484 

5% 4,653 3,830 3,284 2,896 2,606 

6% 5,663 4,389 3,628 3,124 2,765 

7% 7,690 5,325 4,147 3,443 2,976 

Source: Ambit Capital research 

Exhibit 29: Implied Valuation adj. for value of listed & 
unlisted investments 

Particulars FY24 FY25E FY26E FY27E 

P/E 33.2 32.6 28.6 24.9 

P/B 7.5 6.5 5.6 4.9 

EV/Sales 3.0 2.7 2.4 2.1 

EV/EBITDA 22.9 20.4 18.1 15.9 

Source: Company, Bloomberg, Ambit Capital research; 

 

Exhibit 30: MM (standalone): Ambit vs consensus estimates 

Particulars 
FY25E FY26E FY27E 

Ambit Consensus Divergence Ambit Consensus Divergence Ambit Consensus Divergence 

Revenue (₹ bn) 1,096 1,149 -4.6% 1,232 1,309 -5.9% 1,391 1,456 -4.5% 

EBITDA Margin 13.2% 13.6% -0.4% 13.3% 13.8% -0.5% 13.4% 14.0% -0.6% 

EPS 92.4 100.3 -7.8% 104.6 115.5 -9.4% 119.4 127.7 -6.5% 

Source: Bloomberg, Ambit Capital research 
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HAWK SCORE 
Exhibit 31: Accounting score contributors 

 

Source: Company, Ambit Capital research 

 
Exhibit 32: Greatness score contributors 

 

Source: Company, Ambit Capital research 

 

Exhibit 33:  Explanation of our accounting flags 

Segment Score Comments 

Accounting GREEN 
MM is in D8, the Zone of “Darkness”, largely due to higher CWIP for the ongoing product development and 
capacity addition, contingent liabilities, and lower FCFF due to ongoing capex. We expect CWIP to reduce and 
FCFF to improve, which would move it up in deciles. 

Predictability AMBER 
Given core business is made up of three businesses with different drivers, short-term earnings predictability is 
lower compared to a single-line business. 

Earnings Momentum AMBER 
After witnessing a strong earnings upgrade cycle and earnings momentum over the last couple of years, we 
expect lower pace earnings upgrades and growth. 

Source: Company, Ambit Capital research 
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Mahindra & Mahindra (MM IN, BUY) 

Valuation Methodology 
 

Risks 

We value MM using the DCF value methodology, wherein we 
have a) added NPV of free cash flows till FY35E with the 
terminal value of the standalone business, b) value its listed 
subsidiaries at CMP after 20% holdco discount, and c) value 
its unlisted investments at 1x invested cost. We have used a 
WACC of 11% and a 5% terminal growth rate. 
 

 
▪ Weak monsoon impacting farm sentiment and demand 

for tractors and auto segments. 

▪ Any let-up in capital allocation discipline or any sizeable 
acquisitions. 

 

   

 

Exhibit 34: Segmental Assumptions 

Particular FY18 FY19 FY20 FY21 FY22 FY23 FY24 FY25E FY26E FY27E 

Automotive                     

Volumes (in '000) 549  609  476  352  466  698  832  933  1,026  1,131  

Growth 8% 11% -22% -26% 32% 50% 19% 12% 10% 10% 

ASP's (in ₹ 000) 557  569  584  697  772  849  883  892  919  946  

Revenue (in ₹ bn) 305.7  346.2  278.1  245.7  359.3  593.0  735.1  815.2  922.3  1,045.9  

Growth 12% 13% -20% -12% 46% 65% 24% 11% 13% 13% 

Contribution to revenue 64% 65% 62% 55% 62% 68% 73% 74% 75% 75% 

EBIT (in ₹ bn) 28.3  27.8  16.8  8.3  12.8  28.2  62.0  70.1  77.5  87.9  

EBIT Margins 9% 8.0% 6.1% 3.4% 3.6% 4.8% 8.4% 8.6% 8.4% 8.4% 

Contribution to EBIT 47% 46% 36% 16% 26% 36% 49% 60% 59% 59% 

                      

Farm Machinery                     

Volumes (in '000) 320  330  302  354  355  408  378  397  421  451  

Growth 22% 3% -9% 17% 0% 15% -7% 5% 6% 7% 

ASP's (in ₹ 000)  494   511   510   520   557   632   670   710   738   768  

Revenue (in ₹ bn) 158.0  168.7  154.0  184.3  197.7  257.4  253.4  282.0  310.9  345.9  

Growth 22% 7% -9% 20% 7% 30% -2% 11% 10% 11% 

Contribution to revenue 33% 32% 34% 41% 34% 29% 25% 26% 25% 25% 

EBIT (in ₹ bn) 31.5  32.7  29.3  41.9  35.8  41.7  41.2  46.8  52.8  60.5  

EBIT Margins 20% 19.3% 19.0% 22.7% 18.1% 16.2% 16.2% 16.6% 17.0% 17.5% 

Contribution to EBIT 52% 54% 63% 83% 72% 53% 33% 40% 41% 41% 

Source: Company, Ambit Capital research 

cellita.monteiro@ambit.co 2024-09-13 Friday 11:41:24
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Financials - Standalone 
Income statement 

Year to March (₹ bn) FY23  FY24  FY25E FY26E FY27E 

Revenue 850 988 1,096 1,232 1,391 

-growth (Rev) 47.0% 16.2% 11.0% 12.4% 12.9% 

Gross profit 204 248 273 307 346 

Gross profit growth 34.0% 21.3% 10.3% 12.4% 12.9% 

EBITDA 104 129 145 164 187 

-growth (EBITDA) 48.6% 23.7% 12.1% 13.0% 13.9% 

Depreciation 32 34 37 44 49 

EBIT 73 95 108 120 137 

-growth (EBIT) 60.9% 30.1% 13.6% 11.6% 14.2% 

Other income 25 41 35 41 46 

EBIT (including other income) 98 136 143 161 183 

Finance costs 2.7 1.4 1.4 1.2 1.1 

Exceptional items (14.3) - - - - 

Profit before tax 81 135 141 160 182 

Tax 15.8 28 30 34 39 

PAT 65 107 111 125 143 

Profit after tax (adjusted) 78 107 111 125 143 

EPS (basic) (₹) 65 89 92 105 119 

EPS (diluted) 65 89 92 105 119 

Source: Ambit Capital research, Company 

 

Balance sheet 

Year to March (₹ bn) FY23  FY24  FY25E FY26E FY27E 

Property, plant and equipment 170 175 198 220 235 

Capital work in progress 28 38 38 38 38 

Total fixed assets 198 213 236 257 273 

Non-current investments 175 215 235 255 275 

Total non-current assets 373 428 471 513 548 

Inventories 89 95 115 129 145 

Current investments 95 84 81 78 75 

Trade receviables 40 45 51 57 65 

Cash and cash equivalents 45 55 122 180 255 

Other current assets 115 130 125 133 143 

Total current assets 385 410 494 577 683 

Total assets 758 838 966 1,090 1,231 

Share capital 6.0 6.0 6.0 6.0 6.0 

Other equity 428 517 601 696 804 

Total equity 434 523 607 702 810 

Long-term borrowings 50 20 19.9 17.9 15.9 

Deferred tax liabilities (net) 14.7 15.6 15.6 15.6 15.6 

Total non-current liabilities 65 36 35 33 31 

Trade payables 171 186 225 253 286 

Other current liabilities 70 75 75 75 75 

Short term provisions 18.1 18.7 23 26 30 

Total current liabilities 259 279 323 354 390 

Total liabilities 324 315 359 388 422 

Total equity and liabilities 758 838 966 1,090 1,231 

Source: Ambit Capital research, Company 
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Cash flow statement 

Year to March (₹ bn) FY23  FY24  FY25E FY26E FY27E 

Profit before tax 96 135 108 120 137 

Depreciation 32 34 37 44 49 

Interest income (20) (25) 35 41 46 

Other items 0.1 (11.4) - - - 

Working capital changes 3.9 8.7 24 2.0 2.3 

Taxes (19.4) (29) (30) (34) (39) 

Cash flow from operations 91 113 173 172 196 

(Net) capital expenditure (34) (48) (60) (65) (65) 

Acq./(disp.) of Investments  (13.2) (3.5) (17.0) (17.0) (17.0) 

Cash flow from investments (48) (52) (77) (82) (82) 

Net long-term borrowings (19.8) (32) (0.4) (2.0) (2.0) 

Issuance of equity 0.1 - - - - 

Interest paid (3.8) (3.0) (1.4) (1.2) (1.1) 

Dividends paid (14.4) (20) (27) (30) (36) 

Cash flow from financing (38) (55) (29) (33) (39) 

Opening cash balance 7.2 13.1 18.7 86 143 

Net change in cash 5.9 5.6 67 57 75 

Closing cash balance 13.1 18.7 86 143 218 

Free cash flow to firm 57 64 113 107 131 

Source: Ambit Capital research, Company 

Ratio analysis 

Year to March (₹ bn) FY23  FY24  FY25E FY26E FY27E 

Gross margin 24.0% 25.1% 24.9% 24.9% 24.9% 

EBITDA margin 12.3% 13.1% 13.2% 13.3% 13.4% 

EBIT margin 8.6% 9.6% 9.8% 9.8% 9.9% 

Net profit margin 7.7% 10.9% 10.1% 10.2% 10.3% 

Net debt/equity (0.2) (0.2) (0.3) (0.3) (0.4) 

Net debt/EBITDA (0.9) (0.9) (1.3) (1.5) (1.7) 

Working capital turnover (20) (22) (18.4) (18.4) (18.4) 

Cash conversion days (18.1) (16.8) (19.8) (19.8) (19.8) 

Inventory days 38 35 38 38 38 

Receivable days 17.4 16.8 17.0 17.0 17.0 

Payable days 74 69 75 75 75 

Gross block turnover 2.3 2.5 2.4 2.3 2.3 

pre-tax CFO/EBITDA 106% 109% 140% 126% 126% 

pre-tax RoCE 20.4% 25.8% 23.7% 23.4% 23.3% 

post-tax RoIC 40.4% 47.0% 51.1% 53.9% 56.3% 

ROE (%) 19.1% 22.4% 19.6% 19.2% 18.9% 

Source: Ambit Capital research, Company 

Valuation parameters 

Year to March (₹ bn) FY23  FY24  FY25E FY26E FY27E 

PE 45 33 32 28 24 

P/B 8.0 6.7 5.8 5.0 4.3 

EV/sales 4.0 3.4 3.0 2.6 2.3 

EV/EBITDA 33 26 23 19.8 17.0 

Dividend yield 0.4% 0.6% 0.8% 0.9% 1.0% 

FCF yield 1.6% 1.8% 3.2% 3.1% 3.7% 

Source: Ambit Capital research, Company 
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Fair valuations, challenges ahead 
MSIL’s substantial underperformance vs NSE Auto index over the last 5 
years can be directly correlated with underlying PV market moving to the 
highly competitive SUV segment and weak demand for small cars. With 
competitors pivoting toward premiumization and electrification trends, 
we expect MSIL’s dominance of the PV industry to see gradual dilution. 
Any recovery in the small car segment (low visibility currently) will support 
market share and margins for MSIL. It has taken a balanced approach to 
CO2 reduction through cleaner fuels in ICE (CNG, biogas etc.), hybrids, 
and EVs. Any cut in GST on hybrid, though a low probability, can be a 
game changer as MSIL addresses two challenges (lack of diesel and 
impending EV risk). With volume growth moderating and limited levers 
for margin improvement, we expect EPS CAGR of ~11% (FY24-27E). We 
initiate with SELL and a fair value of ₹12,038 (DCF-based). 

Competitive position: STRONG Changes to this position: NEGATIVE 

Premiumization & EVs is democratizing the PV competitive landscape 

Competitors are pivoting toward premiumization and electrification, redefining 
the landscape and allowing challengers to gain some advantage over MSIL. The 
trends of premiumization and electrification is likely to challenge MSIL’s 
dominance and democratize the PV industry’s competitive landscape. 

Recovery in small cars critical for MSIL’s market share and margins 

Small cars, which formed ~34% of the PV industry in FY24, are still lower than 
the FY19 peak by ~28% (vs domestic PV volumes higher by 25%). Recovery in this 
segment is essential for MSIL’s recovery in overall market share and margins as it 
contributes 56% to domestic volumes and enjoys 71% market share. 

MSIL’s approach to CO2 reduction is balanced; hybrid GST cut can be big 

Unlike peers, MSIL is taking a multi-fuel approach to attain CO2 reduction. While 
it plans to launch EVs starting CY25, it is also working on hybrids, biogas, and 
ethanol-mixed fuels. If the rumoured cut on GST on hybrids happens, though a 
low probability event but high on impact, it will address/defer some of the 
challenges that MSIL faces (lack of diesel and EV risk). 

Valuations are fair, but challenges ahead 

MSIL is facing three challenges: a) weakness in its stronghold of small cars, b) 
premiumization and c) EV risk. In the near term, MSIL’s product pipeline is 
relatively weak, leaving it with limited levers to drive market share and margins. 
Some of these concerns are already reflected in the sustained underperformance 
of MSIL over the last 5 years, leading to it trade at a 18% discount to its 10-year 
average 1-year forward P/E. Target P/E of 22.7x on FY26E cons. EPS, is at a 24% 
discount to 10-year average, justifiable considering the challenges discussed. 
Risks to our thesis: (i) recovery in the small car segment, (ii) cut in GST for hybrids 
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plant. 
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Key Financials 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Revenue 1,125,008 1,349,378 1,494,772 1,676,899 1,848,330 

EBITDA margin 9.4% 11.6% 12.3% 12.2% 12.3% 

EPS (diluted) 274 437 486 529 578 

pre-tax RoCE 16.9% 20.5% 20.6% 19.8% 19.3% 

PE 44 28 25 23 21 

EV/EBITDA 29 19.0 16.0 14.0 12.2 

Source: Company, Ambit Capital research 
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Premiumization and EVs democratizing PV 
competitive landscape 
MSIL has been a dominant player in the Indian PV market, consistently enjoying 
over 40% market share. It has a stronghold in the small car segment due to its 
first-mover advantage and strong value proposition to the customers, which 
virtually none of the competitors have been able to break on a sustainable basis. 
However, competitors are pivoting towards premiumization and electrification, 
redefining the landscape and allowing challengers to gain some advantage over 
MSIL. Unlike small car buyers, customers in premium segments are more 
receptive to brands beyond the market leaders. While EVs are yet to attain an 
inflection point, challengers are leveraging on premiumization and have seen 
the benefit of the same in the SUV segment. In the fast-growing SUV segment 
(ex MUVs), MSIL enjoys only 21% market share (#2 player), and the market share 
is very closely divided among the top-4 players (22% market share for #1 player 
and 17% for #4 player). The premiumization and electrification trends will likely 
challenge MSIL’s dominance of the domestic PV market and democratize the 
competitive landscape. 

 

Exhibit 1: India PV market product mapping – The >₹1mn PV segment is far more competitive, with all the players having 
many more offerings compared to <₹1mn priced products 

 

Source: Ambit Capital research 
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Exhibit 2:  India PV markets have decisively moved away 
from small cars, the stronghold of MSIL… 

 

Source: Industry, Ambit Capital research; UV including MUVs 

 
Exhibit 3: …where the competitive landscape is far more 
democratized than small cars (SUV market share) *… 

 

Source: Industry, Ambit Capital research; * excluding MUVs 

 
  

Exhibit 4:  …despite an increase in MSIL’s market share in 
SUV and other segments (%)… 

 

Source: Industry, Ambit Capital research 

 
Exhibit 5: …MSIL's overall domestic PV market share has 
been under pressure due to mix (%)  

 

Source: Industry, Ambit Capital research 

 

Recovery in the small car critical for MSIL’s market share 
and margins 

The small car segment, which is ~34% of the domestic PV industry in FY24 (vs 60% in 
FY19), is the only segment of auto OEMs that is yet to recover sustainably. This segment 
has been impacted due to a) an increase in the cost of the vehicles due to compliance 
cost and commodity cost inflation, b) weaker income growth and job creation, and c) 
higher impact of COVID-19 on finances. As a result, small car segment volumes declined 
6.5% CAGR over FY19-24, and are still lower than the FY19 peak by ~28% (as against 
the domestic PV segment being higher by 25% vs FY19 peak). This segment contributed 
~56% to MSIL’s domestic PV volumes in FY24 (vs 72% in FY19) and MSIL enjoyed ~71% 
market share in FY24 (vs 61% in FY19). Hence, recovery in this segment is essential for 
MSIL’s recovery in overall market share and margins. 
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Exhibit 6: Affordability for small cars stagnated after Covid… 
 

 

Source: Ambit Capital research; * Average cost of a small car divided by 
Personal Disposable Income 

 
Exhibit 7: …reflecting in poor demand from the first-time 
buyer, as suggested by higher replacement demand… 

 

Source: Ambit Capital research; * Avg vehicles sold 6-8 years ago divided by 
the annual domestic PV volumes 

 

Exhibit 8: …resulting in poor demand for affordable small 
cars (Indexed FY19 = 100)… 

 

Source: Industry, Ambit Capital research 

 
Exhibit 9: …partly also due to lack of exciting product 
launches in the small car portfolio of MSIL… 

Model  Last refresh date 

Alto K10 Oct-22 

Celerio Apr-21 

Swift May-24 

WagonR Jan-19 

Ignis Jan-17 

Baleno Feb-22 

Spresso Sep-19 

Source: Ambit Capital research 

 

Exhibit 10: …and fatigue in the small car portfolio as 
reflected in the average age… 

 

Source: Ambit Capital research 

 
Exhibit 11: …and no major launch lined up in the small car 
by MSIL, except upgrades and fuel variants 

Model Launch expected in 

eVX 1HCY25 

Dzire FY25 (Jun 2024) 

XL5 FY26 (Sep 2025) 

WagonR Electric FY26 (Jan 2026) 

Fronx EV FY27 (Mar 2027) 

Y17 (3-row Grand Vitara) FY26 (Jun 25) 

Fronx Hybrid  FY26 (Sep 25) 

Baleno Hybrid FY27 (Jun 26) 

Next Gen Baleno  FY29 (Dec 28) 

Next gen Brezza  FY30 (Aug 29) 

Suzuki Spacia  FY27 (Dec 26) 

Swift Hybrid  FY28 (Apr 27) 

Source: Ambit Capital research 
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Exhibit 12: Small cars still contribute 34% to industry volumes 
(vs 60% in FY19), and 56% to MSIL’s domestic PV volumes…  

 

Source: Industry, Ambit Capital research; Small cars include hatchbacks & 
compact sedans 

 
Exhibit 13: …and MSIL enjoys 71% market share of the small 
car segment, making it the biggest beneficiary of recovery 

 

Source: Industry, Ambit Capital research 

 

MSIL’s approach to CO2 reduction is balanced; hybrid GST 
cut can be big 

Unlike its peers going all in for EVs to enjoy early mover advantage, MSIL’s approach has 
been more balanced and multi-fuel focused to attain CO2 reduction. While MSIL plans to 
launch born EVs starting CY25, it would also continue to expand its offerings in CNG and 
strong hybrids. Also, it is working on alternate fuels like biogas and ethanol-blended fuels. 
By FY31, it expects to generate 60% of volumes from ICE (including CNG, biogas, ethanol-
blended fuels etc.), 25% from strong hybrids and 15% from born EVs. This is similar to our 
estimate of 9% EV penetration by FY29E. It plans to launch 6 EV model launches over 5 
years starting CY25. The government's stance on strong hybrids is critical, as today they 
are treated at par with petrol/diesel despite being less polluting. If the rumored cut (link) 
in GST on hybrid vehicles (later refuted) happens, a GST of 12% (vs 45% currently on the 
strong hybrid offering) would make hybrid variants cheaper by ~23% (vs 45% GST regime) 
and ~8% cheaper than petrol. More importantly, it will make Grand Vitara/Hyryder 
hybrids cheaper than similar variants of Creta diesel (~45% volumes of Creta) by up to 
20%. While we believe it’s a low probability event, it would be the one with high impact 
and will address/defer some of the challenges that MSIL faces (lack of diesel and EV risk). 

 

Exhibit 14: GST cut on hybrids would make them substantially 
competitive against both petrol and diesel cars 

 

Source: Ambit Capital research 

 
Exhibit 15: Suzuki is targeting a multi-fuel approach for 
attaining CO2 reduction in India (fuel mix) 

 

Source: Company, Ambit Capital research 
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Limited levers for sharp margin improvement 

MSIL’s EBIT margins recovered to 9.5% in FY24 (vs 9% in FY19), driven by favorable Fx, 
lower discounts, and operating leverage. Although EBIT margins are well below the peak 
of the previous cycle (~12% in FY18), we don’t see any major levers to drive substantial 
improvement in margins from FY24 levels. While there will be a benefit of a) favourable 
JPYINR movement and b) operating leverage, we expect this to be offset by c) an increase 
in discounts, d) RM cost inflation and e) the impact of the greenfield plant starting from 
FY25. As a result, we are estimating EBIT margin will remain stable at 9.7% by FY27E. 
MSIL’s margins can see sharp improvement hereon if demand for small cars makes a 
strong comeback, visibility and probability of which are quite low. 

 

Exhibit 16:  MSIL’s ddomestic volumes to post 6.9% CAGR over 
FY24-27E 

 

Source: Company, Ambit Capital research 

 
Exhibit 17: MSIL’s export volumes to post 8.8% CAGR over 
FY24-27E 

 

Source: Company, Ambit Capital research 

 

Exhibit 18: Discounts for MSIL to increase 
 

 

Source: Company, Ambit Capital research 

 
Exhibit 19: Margins to improve marginally as the benefit of 
mix and operating leverage is diluted by higher discounts 

 

Source: Company, Ambit Capital research 
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Valuations are fair, but challenges ahead 

MSIL is facing three challenges - a) weakness in its stronghold of small cars, b) 
premiumization and c) electrification. While small car recovery is a question of ‘when’ and 
not ‘if’, we do believe that MSIL would have a much lower market share in both premium 
vehicles and EVs, leading to continued pressure on its market share. In the near term, 
MSIL’s product pipeline is relatively weak, especially after the launch of three SUVs in the 
last 18 months, leaving it with limited levers to drive demand and profitability. Some of 
these concerns are already reflected in the sustained underperformance of MSIL over the 
last 5 years, leading to the stock trading at ~18% discount to its 10-year average 1-year 
forward P/E. There are two potential catalysts in the form of a) recovery in small cars, and 
b) GST cut on hybrids, with the former having low visibility currently and the latter having 
very low probability. We estimate MSIL’s volume/revenue/EBITDA/PAT to register 
7.2%/11%/13%/10.7% CAGR over FY24-27E. We initiate with SELL and a fair value of 
₹12,038 (DCF-based). Implied P/E of 22.7x on FY26E cons. EPS, is at a 24% discount to 
its 10-year average which is justifiable considering the challenges discussed above. 

 

Exhibit 20: Capex to increase substantially given their plans 
to increase capacity to 4mn units by 2030… 

 

Source: Company, Ambit Capital research 

 
Exhibit 21: …thereby restricting FCFF margin 
 

 

Source: Company, Ambit Capital research 

 
  

Exhibit 22:  Trend in P/E 

 

Source: Company, Bloomberg, Ambit Capital research 

 
Exhibit 23: Trend in P/B 

 

Source: Company, Bloomberg, Ambit Capital research 

 
  
 

5.0 4.8 
5.5 

4.5 

3.3 
3.8 

5.3 
4.9 

6.4 
5.7 

5.2 

 -

 20

 40

 60

 80

 100

 120

F
Y
1
7

F
Y
1
8

F
Y
1
9

F
Y
2
0

F
Y
2
1

F
Y
2
2

F
Y
2
3

F
Y
2
4

F
Y
2
5
E

F
Y
2
6
E

F
Y
2
7
E

Capex (in Rs bn) Capex as % of sales

10.2 9.9 

2.2 

0.0 

9.3 

(1.7)

2.5 

5.8 

3.3 
4.4 4.9 

-40

-20

0

20

40

60

80

100

F
Y
1
7

F
Y
1
8

F
Y
1
9

F
Y
2
0

F
Y
2
1

F
Y
2
2

F
Y
2
3

F
Y
2
4

F
Y
2
5
E

F
Y
2
6
E

F
Y
2
7
E

FCFF (in Rs bn) FCFF As % of sales

10

15

20

25

30

35

40

45

50

55

60

Ju
n
-1

4

S
e
p
-1

5

D
e
c-

1
6

M
a
r-

1
8

Ju
n
-1

9

S
e
p
-2

0

D
e
c-

2
1

M
a
r-

2
3

Ju
n
-2

4

P/E (x) Avg (x) Max (x)
Min (x) +1SD -1SD

2

4

6

8

Ju
n
-1

4

S
e
p
-1

5

D
e
c-

1
6

M
a
r-

1
8

Ju
n
-1

9

S
e
p
-2

0

D
e
c-

2
1

M
a
r-

2
3

Ju
n
-2

4

P/B (x) Avg (x) Max (x)

Min (x) +1SD -1SD

cellita.monteiro@ambit.co 2024-09-13 Friday 11:41:24



 

Maruti Suzuki 

 

 

June 27, 2024 Ambit Capital Pvt. Ltd. Page 102 

Exhibit 24: DCF Valuation 

Inputs 
Historical 

Near  
Term 

Medium  
Term Terminal 

FY19-24 FY24-27 FY27-35 

Volume CAGR 2.8% 7.2% 7.0% - 

Revenue CAGR 10.4% 11.1% 10.2% 5.0% 

EBITDA Margin 9.8% 12.3% 12.5% 12.5% 

(Inc)/Dec in WC/Sales 0.1% 0.4% 1.0% 1.0% 

Capex/Sales 4.7% 5.7% 4.1% 3.5% 

     

Assumptions      

Cost of Equity 11%    

Cost of Debt 8%    

Debt to Equity (x) 0    

WACC (Ke) 11%    

     

Valuation    ₹ mn 

PV of FCFF    10,62,330 

TV of FCFF    21,11,401 

FCFF    31,73,731 

Cash (Jun-25E)    6,11,233 

Debt (Jun-25E)    331 

Net FCFE    37,84,633 

O/s shares    314 

Value per share    12,038 

Source: Company, Ambit Capital research 

 
Exhibit 25: DCF Sensitivity analysis 

Target Price 
 WACC  

9% 10% 11% 12% 13% 
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3% 13,554 11,666 10,263 9,182 8,326 

4% 15,218 12,764 11,023 9,729 8,731 

5% 17,716 14,301 12,038 10,432 9,237 

6% 21,878 16,606 13,458 11,370 9,887 

7% 30,204 20,449 15,588 12,683 10,755 

Source: Ambit Capital research 

Exhibit 26: Implied valuation 

Particulars FY24 FY25E FY26E FY27E 

P/E 28.7 25.2 23.1 21.1 

P/B 4.5 4.0 3.5 3.1 

EV/Sales 2.3 2.0 1.8 1.6 

EV/EBITDA 19.4 16.5 14.8 13.4 

Source: Company, Ambit Capital research 

 

 

Exhibit 27: MSIL (Standalone): Ambit vs consensus estimates 

Particulars 
FY25E FY26E FY27E 

Ambit Consensus Divergence Ambit Consensus Divergence Ambit Consensus Divergence 

Revenue (₹ bn) 1,561 1,552 0.6% 1,751 1,734 1.0% 1,931 1,912 1.0% 

EBITDA Margin 12.3% 12.4% -0.1% 12.2% 12.6% -0.4% 12.3% 12.6% -0.3% 

EPS 477.2 475.2 0.4% 520.7 528.0 -1.4% 569.2 582.4 -2.3% 

Source: Ambit Capital research 
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HAWK FRAMEWORK 
Exhibit 28: Accounting score contributors 

 

Source: Company, Ambit Capital research 

 
Exhibit 29: Greatness score contributors 

 

Source: Company, Ambit Capital research 

 

Exhibit 30: Explanation of our accounting flags 

Segment Score Comments 

Accounting GREEN MSIL is in D6, Zone of “Pain”, due to CWIP for the ongoing capex, which is expected to moderate as CFO 
improves and the plant starts operations in FY25. 

Predictability AMBER MSIL’s earnings can be volatile due to several external factors like Fx, commodity prices etc. Also, demand 
influences earnings through discounts and operating leverage. 

Earnings Momentum AMBER Earnings momentum is expected to moderate as volume growth moderates, discounts increase, and RM cost 
increases, the impact of which would be diluted by favorable Fx and operating leverage. 

Source: Company, Ambit Capital research 
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Maruti Suzuki (MSIL IN, SELL) 

Valuation Methodology 
 

Risks 

We value MSIL using the DCF value methodology, wherein 
we have added the NPV of free cash flows till FY35E with the 
terminal value to arrive at our target price of ₹12,038. We 
have used a WACC of 11% and a terminal growth rate of 5%. 
 

 
▪ Recovery in the small car segment. 

▪ Cut in GST for hybrids. 

▪ Further JPY depreciation against INR. 
 

   

 

Exhibit 31: Segmental forecasts 

Particular (‘000 units) FY18 FY19 FY20 FY21 FY22 FY23 FY24E FY25E FY26E FY27E 

A1/LCVs 10 24 22 30 34 38 34 35 37 39 

Growth (%)   138.0 -8.8 35.7 14.4 12.4 -11.2 5.0 5.0 5.0 

% of Dom vols 0.6 1.4 1.5 2.2 2.4 2.2 1.8 1.8 1.8 1.7 

MPV (Vans) 155 179 118 105 108 131 137 145 153 160 

Growth (%) 2.1 15.1 -33.7 -11.3 3.1 21.1 4.5 6.0 5.0 5.0 

% of Dom vols 9.4 10.2 8.1 7.7 7.7 7.7 7.4 7.4 7.2 7.1 

A2 (other hatchbacks) 936 987 881 840 810 985 864 896 945 1,008 

Growth (%) 12.5 5.5 -10.8 -4.6 -3.6 21.7 -12.3 3.7 5.4 6.7 

% of Dom vols 56.6 56.3 60.3 61.7 57.3 57.7 46.7 45.4 44.5 44.5 

A3 (Dzire, Ciaz) 299 300 204 142 145 164 175 183 197 208 

Growth (%) 13.1 0.3 -31.9 -30.5 1.8 13.4 6.6 4.7 7.5 5.7 

% of Dom vols 18.1 17.1 14.0 10.4 10.2 9.6 9.4 9.3 9.3 9.2 

Uvs (Ertiga, Compact SUV) 254 264 235 245 317 388 642 715 793 850 

Growth (%) 29.6 4.1 -10.9 4.3 29.3 22.4 65.4 11.3 11.0 7.2 

% of Dom vols 15.3 15.1 16.1 18.0 22.4 22.8 34.7 36.2 37.3 37.5 

Total Domestic 1,654 1,754 1,460 1,362 1,414 1,707 1,852 1,975 2,125 2,266 

Growth (%) 14.5 6.1 -16.7 -6.7 3.8 20.7 8.5 6.6 7.6 6.6 

% of Total vols 92.9 94.2 93.5 93.4 85.6 86.8 86.7 86.6 86.4 86.1 

Exports 126 109 102 96 238 259 283 305 334 365 

Growth (%) 2 -14 -6 -6 148 9 9 8 10 9 

% of Total vols 7 6 7 7 14 13 13 13 14 14 

Total Volumes 1,780 1,862 1,563 1,458 1,652 1,966 2,135 2,279 2,459 2,630 

Growth (%) 13.4 4.7 -16.1 -6.7 13.3 19.0 8.6 6.7 7.9 7.0 

ASP (₹ 000/unit) 448 462 484 482 534 598 660 685 712 734 

Growth (%) 3.3 3.0 4.8 -0.3 10.8 11.9 10.4 3.8 4.0 3.1 

Net Sales (₹ bn) 798 860 756 703 883 1,175 1,409 1,561 1,751 1,931 

Growth (%) 17.2 7.8 -12.1 -7.0 25.5 33.1 19.9 10.8 12.1 10.3 

Source: Company, Ambit Capital research 
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Financials - Standalone 
Income statement 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Revenue 11,25,008 13,49,378 14,94,772 16,76,899 18,48,330 

-growth (Rev) 34.3% 19.9% 10.8% 12.2% 10.2% 

Gross profit 3,12,794 4,03,259 4,55,916 5,07,553 5,56,863 

Gross profit growth 40.5% 28.9% 13.1% 11.3% 9.7% 

EBITDA 1,10,077 1,64,011 1,91,853 2,14,477 2,37,072 

-growth (EBITDA) 93.1% 49.0% 17.0% 11.8% 10.5% 

Depreciation 28,233 30,223 35,853 42,044 49,144 

EBIT 81,844 1,33,788 1,56,000 1,72,433 1,87,928 

-growth (EBIT) 181% 63.5% 16.6% 10.5% 9.0% 

Other income 21,613 38,548 39,190 40,409 44,585 

EBIT (including other income) 1,03,457 1,72,336 1,95,191 2,12,843 2,32,514 

Finance costs 1,866 1,932 1,600 1,600 1,600 

Profit before tax 1,01,591 1,70,404 1,93,591 2,11,243 2,30,914 

Tax 21,099 38,310 43,558 47,530 51,956 

PAT 80,492 1,32,094 1,50,033 1,63,713 1,78,958 

Profit after tax (adjusted) 80,492 1,32,094 1,50,033 1,63,713 1,78,958 

EPS (basic) (₹) 274 437 486 529 578 

EPS (diluted) 274 437 486 529 578 

Source: Ambit Capital research, Company 

 

Balance sheet 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Property, plant and equipment 1,78,049 1,84,953 2,64,439 3,22,395 3,73,251 

Capital work in progress 28,970 65,339 50,000 50,000 50,000 

Total fixed assets 2,07,019 2,50,292 3,14,439 3,72,395 4,23,251 

Non-current investments 4,58,525 5,37,687 5,37,687 5,37,687 5,37,687 

Deferred tax assets (net) 3,411 1,124 1,124 1,124 1,124 

Total non-current assets 6,68,955 7,89,103 8,53,250 9,11,206 9,62,062 

Inventories 42,838 41,196 51,331 57,563 63,475 

Current investments 19,039 1,47,450 1,47,450 1,47,450 1,47,450 

Trade receviables 32,958 46,013 47,053 52,766 58,186 

Cash and cash equivalents 377 4,600 54,873 1,29,565 2,23,055 

Other current assets 61,891 69,047 69,047 69,047 69,047 

Total current assets 1,57,103 3,08,306 3,69,754 4,56,391 5,61,213 

Total assets 8,26,058 10,97,409 12,23,004 13,67,597 15,23,275 

Share capital 1,510 1,572 1,572 1,572 1,572 

Other equity 6,02,310 8,38,248 9,48,981 10,71,822 12,06,764 

Total equity 6,03,820 8,39,820 9,50,553 10,73,394 12,08,336 

Long-term borrowings 12,158 331 331 331 331 

Total non-current liabilities 12,158 331 331 331 331 

Trade payables 1,17,804 1,45,824 1,62,548 1,82,282 2,01,005 

Other current liabilities 75,525 91,329 91,329 91,329 91,329 

Short term provisions 16,751 20,105 18,244 20,261 22,274 

Total current liabilities 2,10,080 2,57,258 2,72,120 2,93,872 3,14,608 

Total liabilities 2,22,238 2,57,589 2,72,451 2,94,203 3,14,939 

Total equity and liabilities 8,26,058 10,97,409 12,23,004 13,67,597 15,23,275 

Source: Ambit Capital research, Company 
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Cash flow statement 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Profit before tax 1,01,591 1,70,404 1,93,591 2,11,243 2,30,914 

Depreciation 28,233 30,223 35,853 42,044 49,144 

Interest income 1,866 1,932 1,600 1,600 1,600 

Other items (20,884) (38,109) (39,190) (40,409) (44,585) 

Working capital changes 3,787 22,777 3,687 9,807 9,404 

Taxes (22,313) (35,557) (43,558) (47,530) (51,956) 

Cash flow from operations 92,280 1,51,670 1,51,983 1,76,755 1,94,520 

(Net) capital expenditure (62,474) (69,637) (1,00,000) (1,00,000) (1,00,000) 

Other items  (17,708) (37,191) 39,190 40,409 44,585 

Cash flow from investments (80,182) (1,06,828) (60,810) (59,591) (55,415) 

Net long-term borrowings 7,895 (11,960) - - - 

Interest paid (1,854) (1,472) (1,600) (1,600) (1,600) 

Dividends paid (18,125) (27,187) (39,300) (40,872) (44,016) 

Cash flow from financing (12,084) (40,619) (40,900) (42,472) (45,616) 

Opening cash balance 301 315 4,538 54,811 1,29,503 

Net change in cash 14.0 4,223 50,273 74,693 93,490 

Closing cash balance 315 4,538 54,811 1,29,503 2,22,993 

Free cash flow to firm 29,806 82,033 51,983 76,755 94,520 

Source: Ambit Capital research, Company 

 

Ratio analysis 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Gross margin 26.6% 28.6% 29.2% 29.0% 28.8% 

EBITDA margin 9.4% 11.6% 12.3% 12.2% 12.3% 

EBIT margin 7.0% 9.5% 10.0% 9.8% 9.7% 

Net profit margin 6.8% 9.4% 9.6% 9.4% 9.3% 

Net debt/equity (0.8) (0.8) (0.8) (0.8) (0.8) 

Net debt/EBITDA (4.2) (4.2) (3.9) (3.8) (3.8) 

Working capital turnover (27) (23) (23) (23) (23) 

Cash conversion days (24) (28) (29) (28) (28) 

Inventory days 14.7 12.1 13.7 13.7 13.7 

Receivable days 10.7 12.4 11.5 11.5 11.5 

Payable days 50 53 54 54 53 

Gross block turnover 2.9 3.2 2.8 2.6 2.5 

pre-tax CFO/EBITDA 104% 114% 102% 105% 104% 

pre-tax RoCE 16.9% 20.5% 20.6% 19.8% 19.3% 

post-tax RoIC 54.2% 73.1% 67.3% 57.2% 52.3% 

ROE (%) 13.3% 15.7% 15.8% 15.3% 14.8% 

Source: Ambit Capital research, Company 

 

Valuation parameters 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

PE 44 28 25 23 21 

P/B 6.1 4.5 4.0 3.5 3.2 

EV/sales 3.0 2.3 2.1 1.8 1.6 

EV/EBITDA 29 19.0 16.0 14.0 12.2 

Dividend yield 0.5% 0.7% 1.0% 1.1% 1.2% 

FCF yield 0.8% 2.2% 1.4% 2.0% 2.5% 

Source: Ambit Capital research, Company 

cellita.monteiro@ambit.co 2024-09-13 Friday 11:41:24
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Leaner, meaner and stronger 
After turning the corner over the last 2 years, TTMT is now focused on 
profitable value growth in all its businesses. JLR aims to transform into a 
luxury brand by extending the desirability of iconic models to a broader 
portfolio. Success in this challenging transformation would significantly 
enhance JLR's profitability, driving substantial upgrades. The India PV 
business is set to outpace the market by filling portfolio gaps and 
leveraging EV disruption. The M&HCV business is margin focused amid 
demand uncertainty, while the LCV business aims to revive market share 
driven by product actions including EVs. For FY25E, JLR and CV segments 
are expected to see moderate growth, with India PVs benefiting from 
upcoming product launches. Rerating catalysts include the separate 
listing of CV and PV businesses, and JLR's successful luxury pivot. Initiate 
with BUY and a fair value of ₹1,064 (Jun-26, SOTP-based). 

Competitive position: MEDIUM Changes to this position: NEUTRAL 

JLR pivoting towards luxury – difficult, but rewarding 

JLR is focused on replicating the desirability of its iconic brands, viz. 
RR/RRS/Defender to its broader portfolio. Success in this challenging and time-
consuming transformation would significantly enhance JLR's profitability as 
reflected in its long-term vision of 15% EBIT margin, providing option value as it 
will lead to both earnings upgrades and re-rating. 

India PVs: On the right track but regulatory changes pose risk 

TTMT India PV aims to cover 80% of the market (up from 53%), with a target of 
18-20% market share by FY30 (vs 13.8% in FY24). Considering new launches are 
in more competitive premium segments, we expect them to have lower market 
share than current segmental share of ~26%. While it will be net beneficiary of 
EV disruption, GST cuts on hybrids could delay EV adoption. 

India CVs: M&HCV margin focused, LCVs on market share recovery 

With M&HCV cycle at a crossroads, TTMT is focused on margins by cutting back 
on discounts, as reflected in the strong double-digit margin EBITDA guidance of 
TTMT (upside risk to our estimates). In LCVs, it is focused on reviving its market 
share by improving its product portfolio, but we expect only a gradual recovery. 

Valuations: Catalysts and option values can drive higher returns 

TTMT saw a sharp turnaround in its fortunes driven by its focus on margins and 
cashflows across businesses, leading to cons. net debt (ex NBFC) reduction to 
₹160bn by 4QFY24 (vs ₹607bn in 1QFY23). Rerating catalysts include the 
separate listing of CV and PV businesses and JLR's successful luxury pivot. Risk to 
our thesis: GST cut on hybrids in India PVs, leading to delay in EV adoption. 

 

Tata Motors 
BUY 

INITIATING COVERAGE TTMT IN EQUITY June 26, 2024 

 

Automobiles 
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Mcap (bn): ₹3,660/US$44 

6M ADV (mn): ₹11,883/US$143 
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▪ Strong response to upcoming EV 
models of JLR, expanding volumes 
for RR brand beyond avg. 17.5k/qtr. 

▪ Upcoming Curvv in India PV, 
garnering 5-7k units/month. 

▪ India CV business margin expansion 
beyond 110bps in FY25E. 
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Key Financials 

Year to March (₹ bn) FY23  FY24  FY25E FY26E FY27E 

Revenue 3,460 4,379 4,759 5,195 5,571 

EBITDA margin 9.2% 13.6% 13.9% 14.4% 14.6% 

EPS (diluted) 2.2 85 66 74 79 

pre-tax RoCE 6.4% 21.6% 21.4% 21.3% 20.1% 

PE 444 11.3 14.5 12.9 12.2 

EV/EBITDA 13.1 6.6 5.8 4.9 4.3 

Source: Company, Ambit Capital research 
 
 



 

Tata Motors 

 

 

June 27, 2024 Ambit Capital Pvt. Ltd. Page 108 

JLR aims to transform into a luxury brand… 
JLR’s journey of pivoting towards luxury (from premium) started in FY21, with the 
relaunch of the iconic Defender (1QFY21). This coupled with the full platform 
upgrade of two other iconic products viz. Range Rover (4QFY22) and Range Rover 
Sport (3QFY23) and semi-conductor shortages enabled JLR to focus on its most 
profitable recently upgraded products. The strategy of pivoting towards luxury 
started to deliver in the form of value growth (3% revenue CAGR over FY19-24) 
despite volume decline (of 4% CAGR) led by mix (7% ASP CAGR) and sharp 
recovery in EBIT margins (8.5% in FY24 from -0.7% in FY19). While other 
premium/luxury car makers also benefitted from the supply-side issues by 
optimizing their mix, JLR continues to focus on value growth over volume growth 
even after resolving the supply-side issues. It is focused on creating desirability 
for its product through the ‘House of Brands’ approach rather than driving 
volumes through ‘push’ strategies. Apart from the core brands, it also creates a 
‘Halo’ strategy within each brand, offering special products with bespoke 
offerings, thereby maximizing value and EBIT growth for JLR. 

 
 

Exhibit 1: JLR is targeting luxury positioning, where competitive intensity is lower (in GBP ‘000)… 

 

Source: Ambit Capital research 
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Exhibit 2: …with focus on 3 of its most premium products, i.e. 
RR/RRS/Defender (volumes ex JV, ‘000 units)… 

 

Source: Company, Ambit Capital research 

 
Exhibit 3: …with 76% of the order book made up of these 3 
models…  

 

Source: Company, Ambit Capital research 

 

Exhibit 4: …leading to substantial improvement in mix (% of 
total volumes ex JV)… 

 

Source: Company, Ambit Capital research 

 
Exhibit 5: …driving 7% CAGR in ASPs due to better mix… 
 

 

Source: Company, Ambit Capital research 

 
 

Exhibit 6: …resulting in 3% revenue CAGR despite 4% CAGR 
decline in volumes… 

 

Source: Company, Ambit Capital research 

 
Exhibit 7: …and sharp improvement in EBIT margin 
 

 

Source: Company, Ambit Capital research 
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Exhibit 8: JLR’s ‘Halo’ strategy focused on value over volumes through special editions 

 

Source: Company, Ambit Capital research 

 

…will be difficult and considerably time-consuming… 
JLR has achieved initial success in pivoting towards the luxury segment driven by full 
platform upgrades to its most iconic products. However, it needs to move up its other 
models like Evoque, Discovery, Discovery Sports, and Jaguar. Although it's not going to 
be easy to earn luxury positioning for models beyond RR/RRS/Defender, at best it would 
take considerable time as it would hinge upon a full platform upgrade of these models 
(timelines not known). We believe full upgrades of these models are 3-4 years away since 
these models were fully upgraded over 2017-20. Further, all upcoming launches of JLR 
are electric versions of four LR models (starting with RR Electric in 1QCY25) and two new 
Jaguar BEVs (CY26). BEVs under the EMA platform are intended for the SUV models 
beyond the RR/RRS, enabling JLR to enhance desirability and reposition these models in 
line with its strategy of moving towards the luxury market. Similarly, with the new Jaguar 
BEVs, it is aspiring to create a unique positioning for the Jaguar brand as these models 
will be priced over GBP100k/unit. 
 

Exhibit 9: JLR’s upcoming products are focused on EVs 

Model Powertrain Launch date 

Defender ICE+ 1QFY21 

Range Rover ICE+ 4QFY22 

Range Rover Sport ICE+ 3QFY23 

Range Rover Electric EV 1QCY25 

Range Rover Sport Electric EV CY26 

EMA BEV 1 EV CY26 

EMA BEV 2 EV CY26 

New Jaguar EV CY26 

Source: Company, Ambit Capital research 
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…but very rewarding for financials and valuations 
JLR’s quest to move towards luxury, if successful, can substantially improve its financials 
with scope for much higher ASPs, margins, RoCE, and valuations (as compared to the 
premium segment). We believe this transformation would be the key contributor to JLR’s 
guidance of 15% EBIT margin in the long term (vs 8.5% in FY24) despite guidance of just 
4-5% CAGR in revenues. This transition, if successful, will be the single biggest rerating 
driver for the TTMT stock, especially considering very low valuations for JLR (pegged to 
the premium players at <3x EV/EBITDA) as compared to the luxury car makers (8x-20x). 
In our base case, we estimate JLR’s volumes/revenues/EBIT/PAT to grow 
5.2%/6.6%/10%/-5.5% CAGR (FY24-27E). We estimate EBIT margin of 9% by FY26E (vs 
10% guidance) and a normalized tax rate going forward. 
 

Exhibit 10: Significant scope to improve 
ASPs if JLR can reposition its brand… 

 

Source: Company, Visible Alpha, Ambit Capital 
research 

 
Exhibit 11: …as well as EBIT margin in 
the luxury segment are much higher… 

 

Source: Company, Visible Alpha, Ambit Capital 
research 

 
Exhibit 12: …and higher RoCE… 
 

 

Source: Company, Bloomberg, Visible Alpha, Ambit 
Capital research; Avg. ROCE is for 2021-23 

 

Exhibit 13: …and substantially higher valuation multiple [EV/EBITDA (x)]  

 

Source: Bloomberg, Visible Alpha, Ambit Capital research 
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Exhibit 14: Achievement of 15% EBIT margin over the next 5-6 years hinges on a successful pivot to luxury 

 

Source: Company, Ambit Capital research 

 

Exhibit 15:  JLR’s R&D capitalization again increased in 
FY24…  

 

Source: Company, Ambit Capital research 

 
Exhibit 16: …which also contributed to EBIT margin 
expansion in FY24 (%) 

 

Source: Company, Ambit Capital research 

 
 

Exhibit 17: EBIT margin estimated to improve to 9% by FY26E 
 

 

Source: Company, Ambit Capital research 

 
Exhibit 18: Absolute capex to increase but would remain 
stable as a % of sales at 11% 

 

Source: Company, Ambit Capital research 
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Exhibit 19: JLR reiterated its FY26 EBIT margin guidance of 10% (vs our estimate of 9%), with a sizeable contribution coming 
from mix and Jaguar contributing positively 

 

Source: Company, Ambit Capital research 

 
 

India PVs: On right track but regulatory changes pose risk 
TTMT has made all the right moves in its India PV business to make a stellar comeback, 
driven by plugging gaps in its product portfolio, driving the EV revolution, and improving 
its front-end and back-end. As a result, it doubled its market share in the domestic PV 
market over FY19-24 to 13.8% in FY24, and turned around its operations with EBIT 
margin of 1.9% in FY24 (vs -9.3% in FY19). While it enjoys top-2 position in all the 
segments it is present in (except compact sedan), it covers only 53% of the total domestic 
PV industry (with 26% market share in its addressed market). It plans to cover 80% of the 
market by FY30E, targeting overall 18-20% market share by then. By FY27, it is targeting 
market share to improve to ~16% based on its upcoming mid-sized SUV launches of 
Curvv (EV & ICE) and Sierra (EV). Considering new launches are in more competitive 
premium segments, we expect them to have a lower market share than the current 
segmental share of ~26%. TTMT leveraged EV disruption to gain market leadership in this 
emerging technology (~70.7% in FY24). The e-PV competitive landscape would 
substantially change from CY25 as all the key OEMs launch their EV products (as against 
2-3 players today), challenging TTMT’s dominance. More importantly, any regulatory 
changes, such as a GST cut on hybrids, could significantly impact TTMT due to its full 
commitment to EVs and ongoing high investment phase. We estimate TTMT’s India PV 
business volumes/revenue/EBIT/PAT to grow 9.5%/13.6%/35.9%/20.7% CAGR (FY24-
27E), with PAT growth lower due to reducing other income as cash gets deployed in capex. 
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Exhibit 20: TTMT’s PV volumes to grow 9.5% CAGR (FY24-27E) 
 

 

Source: Company, Ambit Capital research 

 
Exhibit 21: TTMT PVs market share improved to 13.8% in 
FY24; it’s a close #3 player in the domestic PV industry 

 

Source: Company, Ambit Capital research 

 

Exhibit 22: TTMT’s PV ASPs to post 3.7% CAGR driven by 
upcoming premium product launches 

 

Source: Company, Ambit Capital research 

 
Exhibit 23: TTMTs product pipeline is skewed towards EVs, 
with only ICE launch being Curvv ICE 

Sr. No Model Powertrain Expected launch date 

1 Curvv EV 2QFY25 

2 Curvv EV ICE 4QFY25 

3 Harrier EV EV 1QFY26 

4 Safari EV EV 1HFY26 

5 Avinya EV CY25 

6 Sierra EV 2HFY26 

7 Altroz EV 2HFY26 

Source: Ambit Capital research 

 

Exhibit 24: TTMT’s e-PV market share was 70.7% in FY24… 
 

 

Source: Industry, Ambit Capital research 

 
Exhibit 25: …but competitive EV launches in CY24/25 to test 
TTMT’s e-PV competitive positioning… 

 

Source: Ambit Capital research 
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Exhibit 26:  …and test pricing discipline of the industry (price 
cuts ₹ ‘000) 

 

Source: Ambit Capital research 

 
Exhibit 27: GST cut on hybrids can make EVs less attractive, 
thereby slowing down EV adoption 

 

Source: Company, Ambit Capital research; * Delhi, assuming home charging; # 
Brezza doesn’t have hybrid option, above price is based on our estimate 

 

Exhibit 28: PV business EBIT margin estimated to improve 
140bps over FY24-27E driven by operating leverage 

 

Source: Company, Ambit Capital research 

 
Exhibit 29: PV capex (incl. R&D) to remain at higher levels 
 

 

Source: Company, Ambit Capital research 

 

India CVs: M&HCV margin focused, LCVs on market share 
recovery 
With M&HCV cycle at a crossroads, TTMT is focused on margins by cutting back on 
discounts. We believe pricing discipline will be sustained if market shares remain stable 
in a band for TTMT (47-51%) and AL (30-34%). This is reflected in the strong double-digit 
margin EBITDA guidance of TTMT, moderation in discounts as well as multiple price hikes 
taken in the last 9 months. On the other hand, TTMT is focused on arresting and reviving 
its market share in the LCV segment, where it lost 8.7ppt market share over FY19-24 to 
~32.6% in FY24, impacted by a much higher cost increase for BS6 compliance in <2 ton 
segment (its strength), its weak presence in >2 ton segment, and stringent financing 
norms for LCVs. It has taken several initiatives to improve its product portfolio, launched 
e-LCVs, and improved the availability of finance. While there were initial signs of these 
initiatives driving recovery in the last 2 quarters, we expect a gradual recovery in market 
share, especially in >2 ton segment due to high brand stickiness with customers in this 
segment. Overall, we estimate CV business volumes/revenues/EBIT/PAT to grow at 
2.5%/4.9%/6.1%/-0.8% CAGR (FY24-27E). 
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Exhibit 30: TTMT’s LCV volumes to post 5% CAGR (FY24-27E) 

 

Source: Industry, Ambit Capital research 

 
Exhibit 31: TTMT’s M&HCV volumes to post 2% CAGR 

 

Source: Industry, Ambit Capital research 

 

Exhibit 32:  TTMT’s LCV market share has been under 
pressure due to its weak presence in the >2 ton segment 

 

Source: Industry, Ambit Capital research 

 
Exhibit 33: TTMT’s market share in the ‘equilibrium’ zone 
supporting pricing discipline… 

 

Source: Industry, Ambit Capital research 

 
 

“Going ahead, clearly the focus will be on retail acceleration and track the Vahan share, 
which will also therefore help us to maintain the inventories at healthy level within the 
system as we gear up for the BS6 Phase 2 transition. Strong focus on margin improvement, 
we will continue through sustained Market Operating Price (MOP) increases. So, I think 
what we've been doing is, reducing the discount and increasing the market operating 
price and not touching the max retail price which is there. And in addition to that I think 
we also had a very good first half in terms of cost reduction, almost the best performance 
ever on cost reduction.” 

- Girish Wagh, Exec. Director, Tata Motors in the 2QFY23 earnings call 
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Exhibit 34:  …but M&HCV contribution to decline in FY27E… 

 

Source: Company, Ambit Capital research 

 
Exhibit 35: …driving CV ASP CAGR of 2.3% (FY24-27E)… 

 

Source: Company, Ambit Capital research 

 

Exhibit 36:   …and EBITDA margin expansion (%) 

 

Source: Company, Ambit Capital research 

 
Exhibit 37: CV capex to remain stable 

 

Source: Company, Ambit Capital research 

 

Valuations: Catalysts and option values can drive higher 
returns 
TTMT saw a sharp turnaround in its fortunes over the last 2 years driven by its focused 
approach to prioritizing margins and cashflows in all three businesses. As a result, it has 
been able to reduce cons. net debt (ex NBFC) from ₹607bn in 1QFY23 to ₹160bn by 
4QFY24, with India business turning net cash by 4QFY24, and JLR poised to turn net cash 
by end-FY25E. While JLR and CV businesses would see moderation in growth over the 
next 12 months, India PV business would benefit from upcoming product launches in the 
fast-growing SUV segment. We see option value emerging from JLR successfully transiting 
to luxury positioning, which will lead to both upgrades in earnings (led by better margin 
profile) and re-rating. The proposed separate listings of CV and PV (including JLR) 
businesses can potentially lead to better price discovery. We value TTMT on SOTP basis, 
valuing a) India CV business at 11.5x Jun’26 EV/EBITDA (in line with our implied 
EV/EBITDA multiple for AL at TP), b) India PV business at 18x EV/EBITDA (@ 25% premium 
to our implied EV/EBITDA for MSIL at TP due to likely market share gains due to EVs), and 
c) JLR business at 2.5x EV/EBITDA (adjusted for higher capitalization). Initiate with BUY 
with a fair value of ₹1,064 (Jun-26 SOTP-based). 
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Exhibit 38: SOTP-based fair value of ₹1,064 (Jun’26) 

₹ bn  
 Valuation 
Parameter  

 Multiple 
(x)  

 FY25E   FY26E   FY27E  

Tata Motors – India business SOTP   1,932 2,183 2,180 

CVs EV/EBITDA 11.5 1,132 1,290 1,205 

PVs EV/EBITDA 18 799 893 975 

JLR (Adj for R&D capitalization) EV/EBITDA 2.5 1,140 1,311 1,480 

JLR - Chery JV EBITDA Share EV/EBITDA 2.5 28 29 31 

Tata Tech 20% discount 
55.39% 
stake 

180 180 180 

Tata Motors Finance P/BV 1.5 64 65 65 

Total EV     3,343 3,767 3,936 

Less: Net Debt (Ex TMFL)     108 -56 -247 

Total Equity Value   3,235 3,823 4,183 

Fair Value (INR/Sh) - Ord Sh Fully Diluted   880 1,040 1,138 

Source: Bloomberg, Ambit Capital research 

 

Exhibit 39: Valuation of global peers 

Company Ticker 
CMP TP 

Rating 
P/E (x) EV/EBITDA (x) P/B (x) 

(USD) (USD) CY24E CY25E CY26E CY24E CY25E CY26E CY24E CY25E CY26E 

Mercedes-Benz Group AG MBG GY 69.4 NA NOT RATED 5.6 5.4 4.9 1.6 1.6 1.6 0.7 0.7 0.6 

Bayerische Motoren 
Werke AG 

BMW GR 96.5 NA NOT RATED 5.4 5.4 5.3 2.0 2.0 1.9 0.6 0.6 0.5 

Porsche AG P911 GR 76.2 NA NOT RATED 14.2 12.1 11.2 6.7 5.9 5.4 2.7 2.4 2.1 

Ferrari NV RACE IM 424.6 NA NOT RATED 51.1 45.9 41.2 28.7 26.3 24.0 19.3 16.2 14.0 

Source: Bloomberg, Ambit Capital research 

 

Exhibit 40: TTMT (consolidated): Ambit vs consensus estimates 

Particulars 
FY25E FY26E FY27E 

Ambit Consensus Divergence Ambit Consensus Divergence Ambit Consensus Divergence 

Revenue (₹ bn) 4,759 4,720 0.8% 5,195 5,160 0.7% 5,571 5,555 0.3% 

EBITDA Margin 13.9% 14.3% -0.3% 14.4% 14.6% -0.2% 14.6% 14.5% 0.0% 

EPS 65.9 65.8 0.0% 73.9 79.3 -6.8% 78.6 86.2 -8.9% 

Source: Bloomberg, Ambit Capital research 
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HAWK SCORE 
Exhibit 41: Accounting score contributors 

 

Source: Company, Ambit Capital research 

 
Exhibit 42: Greatness score contributors 

 

Source: Company, Ambit Capital research 

 

Exhibit 43:  Explanation of our accounting flags 

Segment Score Comments 

Accounting GREEN TTMT is in D8, the Zone of ”Darkness”, due to weaker operating performance over FY20-23. With a sharp 
turnaround, we anticipate it to move up the deciles. 

Predictability RED Of the three businesses of TTMT, India CV, and JLR can be volatile and linked to a swing in volumes, driving 
volatility in earnings and reducing predictability. 

Earnings Momentum AMBER TTMT’s earnings have been in the upgrade cycle driven by volume recovery and margin expansion in all 3 
businesses. We estimate moderation in earnings growth as volume growth would decline. 

Source: Company, Ambit Capital research 
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Tata Motors (TTMT IN, BUY) 

Valuation Methodology 
 

Risks 

We value TTMT on SOTP basis, valuing a) India CV business 
at 11.5x Jun’26 EV/EBITDA (in-line with our implied 
EV/EBITDA multiple for AL at TP), b) India PV business at 18x 
EV/EBITDA (@ 25% premium to our implied EV/EBITDA for 
MSIL at TP due to likely market share gains due to EVs), and 
c) JLR business at 2.5x EV/EBITDA (adj for higher 
capitalization). 
 

 
1. GST cut on hybrids in India PV leading to delay in EV 

adoption. 

2. M&HCV cycle fails to recover in FY25/26. 

3. Pressure on demand for RR/RRS/Defender, leading to 
weaker mix. 

 

   

 

Exhibit 44: Segmental assumptions 

Particular FY18 FY19 FY20 FY21 FY22 FY23 FY24 FY25E FY26E FY27E 

CV                     

Volumes ('000 units)  428   498   341   263   354   414   384   399   429   425  

Growth   16.3% -31.6% -22.9% 34.7% 16.8% -7.2% 3.9% 7.5% -0.8% 

ASP's (₹ 000)  983   1,039   963   1,270   1,468   1,683   1,949   2,027   2,088   2,088  

Growth   5.7% -7.3% 31.9% 15.6% 14.7% 15.8% 4.0% 3.0% 0.0% 

Revenue (₹ bn)  448.8   540.4   329.3   331.0   522.9   708.2   787.9   829.6   918.3   912.8  

Growth   20.4% -39.1% 0.5% 57.9% 35.4% 11.3% 5.3% 10.7% -0.6% 

% of total revenues 15% 18% 13% 13% 19% 21% 18% 17% 18% 16% 

EBIT (₹ bn)  35.1   44.3   (2.1)  (3.1)  1.8   37.2   64.8   75.7   87.0   77.2  

EBIT Margins 7.8% 8.2% -0.6% -0.9% 0.3% 5.3% 8.2% 9.1% 9.5% 8.5% 

% of total EBIT 40% 224% 12% -4% -814% 53% 20% 21% 21% 18% 

                      

PV                     

Volumes ('000 units)  190   211   133   223   372   541   573   655   705   754  

Growth   11.2% -37.3% 67.8% 67.2% 45.4% 6.0% 14.2% 7.7% 6.9% 

ASP's (₹ 000)  756   708   808   763   859   893   919   955   994   1,023  

Growth   -6.3% 14.1% -5.6% 12.6% 3.9% 2.9% 4.0% 4.0% 3.0% 

Revenue (₹ bn)  136.5   150.5   107.7   166.1   315.2   478.7   523.5   625.6   700.7   771.6  

Growth   10.3% -28.4% 54.2% 89.8% 51.9% 9.4% 19.5% 12.0% 10.1% 

% of total revenues 5% 5% 4% 7% 11% 14% 12% 13% 13% 14% 

EBIT (₹ bn)  (30.2)  (14.0)  (27.3)  (15.6)  (6.4)  5.8   10.1   18.1   22.1   25.4  

EBIT Margins -22.1% -9.3% -25.3% -9.4% -2.0% 1.2% 1.9% 2.9% 3.1% 3.3% 

% of total EBIT -35% -71% 160% -22% 2835% 8% 3% 5% 5% 6% 

                      

JLR                      

Volumes (ex. Chery JV) 
('000) 

 545   508   476   348   294   321   401   417   441   467  

Growth   -6.9% -6.3% -27.0% -15.4% 9.2% 24.9% 4.0% 5.6% 6.0% 

ASP's (GBP)  47,288   47,677   48,291   56,758   62,274   70,976   72,252   73,697   74,434   75,178  

Growth   0.8% 1.3% 17.5% 9.7% 14.0% 1.8% 2.0% 1.0% 1.0% 

Revenue (GBP bn)  25.8   24.2   23.0   19.7   18.3   22.8   29.0   30.8   32.8   35.1  

Growth   -6.1% -5.1% -14.2% -7.2% 24.5% 27.1% 6.1% 6.6% 7.1% 

% of total revenues 78% 74% 80% 78% 67% 64% 69% 69% 68% 69% 

EBIT (GBP bn)  1.1   (0.2)  (0.0)  0.5   (0.1)  0.5   2.5   2.6   3.0   3.3  

EBIT Margins 4.2% -0.7% -0.1% 2.6% -0.4% 2.4% 8.5% 8.6% 9.0% 9.4% 

% of total EBIT 5% 35% -84% 34% -16422% 62% 10% 6% 6% 5% 

Source: Company, Ambit Capital research 
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Financials - Consolidated 
Income statement 

Year to March (₹ bn) FY23  FY24  FY25E FY26E FY27E 

Revenue 3,460 4,379 4,759 5,195 5,571 

-growth (Rev) 24.2% 26.6% 8.7% 9.2% 7.2% 

Gross profit 1,195 1,652 4,759 5,195 5,571 

Gross profit growth 22.5% 38.2% 188% 9.2% 7.2% 

EBITDA 318 596 663 748 811 

-growth (EBITDA) 28.3% 87.3% 11.3% 12.7% 8.5% 

Depreciation 249 273 307 340 371 

EBIT 70 323 357 408 440 

Other income 46 59 53 50 46 

Finance costs 102 100 87 89 92 

Share of profit/loss of associates and JVs 3.4 7.0 7.3 7.7 8.4 

Exceptional items 15.9 (9.8) - - - 

Profit before tax 31 273 319 365 391 

Profit before tax (adjusted) 14.7 282 319 365 391 

-growth (PBT) (123%) 1824% 13.1% 14.4% 7.0% 

PAT 24 311 239 269 286 

Profit after tax (adjusted) 7.6 322 239 269 286 

Minority interest (2.8) (4.1) (4.5) (5.1) (5.3) 

Consolidated profit after tax 8.2 325 242 272 289 

-growth (CPAT) (108%) 3847% (25.5%) 12.3% 6.3% 

EPS (basic) (₹) 2.2 85 66 74 79 

EPS (diluted) 2.2 85 66 74 79 

Source: Ambit Capital research, Company 

cellita.monteiro@ambit.co 2024-09-13 Friday 11:41:24
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Balance sheet 

Year to March (₹ bn) FY23  FY24  FY25E FY26E FY27E 

Property, plant and equipment 1,312 1,204 1,367 1,397 1,413 

Capital work in progress 143 357 250 250 250 

Goodwill 8.4 8.6 8.6 8.6 8.6 

Total fixed assets 1,464 1,570 1,625 1,655 1,672 

Non-current investments 264 230 64 72 81 

Total non-current assets 1,727 1,800 1,690 1,727 1,753 

Inventories 408 478 652 712 763 

Trade receviables 157 170 287 313 336 

Cash and cash equivalents 370 458 949 1,255 1,569 

Other current assets 647 671 706 741 776 

Total current assets 1,582 1,776 2,593 3,020 3,444 

Total assets 3,309 3,576 4,283 4,747 5,197 

Share capital 7.7 7.7 7.4 7.4 7.4 

Other equity 446 842 1,068 1,321 1,587 

Minority interest 73 82 86 91 97 

Total equity 526 931 1,162 1,420 1,691 

Long-term borrowings 1,257 985 985 985 985 

Deferred tax liabilities (net) (38) (120) (120) (120) (120) 

Total non-current liabilities 1,219 865 865 865 865 

Trade payables 721 880 1,121 1,224 1,313 

Other current liabilities 594 611 874 954 1,023 

Short term provisions 250 288 261 285 305 

Total current liabilities 1,564 1,779 2,256 2,462 2,640 

Total liabilities 2,783 2,645 3,121 3,328 3,506 

Total equity and liabilities 3,309 3,576 4,283 4,747 5,197 

Source: Ambit Capital research, Company 

 

Cash flow statement 

Year to March (₹ bn) FY23  FY24  FY25E FY26E FY27E 

Profit before tax 27 318 242 272 289 

Depreciation 249 273 307 340 371 

Interest expense (13.0) (27) 53 50 46 

Working capital changes (31) 73 150 86 69 

Taxes (32) (45) (80) (96) (105) 

Other Items 154 87 4.5 5.1 5.3 

Cash flow from operations 354 679 677 657 676 

(Net) capital expenditure (178) (312) (362) (369) (388) 

Acq./(disp.) of Investments  24 84 165 (7.7) (8.4) 

Cash flow from investments (154) (228) (197) (377) (396) 

Net long-term borrowings (205) (275) - - - 

Issuance of equity 38 0.8 (0.3) - - 

Interest paid (93) (93) (87) (89) (92) 

Dividends paid (1.4) (2.9) (15.4) (19.3) (23) 

Cash flow from financing (262) (370) (103) (109) (115) 

Opening cash balance 382 319 400 777 948 

Net change in cash (63) 81 377 171 164 

Closing cash balance 319 400 777 948 1,113 

Free cash flow to firm 176 367 315 287 288 

Source: Ambit Capital research, Company 
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Ratio analysis 

Year to March (₹ bn) FY23  FY24  FY25E FY26E FY27E 

EBITDA margin 9.2% 13.6% 13.9% 14.4% 14.6% 

EBIT margin 2.0% 7.4% 7.5% 7.9% 7.9% 

Working capital turnover (22) (18.8) (26) (26) (26) 

Cash conversion days (16.4) (19.4) (14.0) (14.0) (14.0) 

Inventory days 43 40 50 50 50 

Receivable days 16.6 14.1 22 22 22 

Payable days 76 73 86 86 86 

Gross block turnover 1.0 1.3 1.3 1.2 1.2 

pre-tax CFO/EBITDA 121% 122% 114% 101% 96.2% 

pre-tax RoCE 6.4% 21.6% 21.4% 21.3% 20.1% 

post-tax RoIC 5.3% 42.9% 35.3% 40.9% 47.2% 

ROE (%) 1.8% 49.9% 25.2% 22.6% 19.8% 

Source: Ambit Capital research, Company 

 

Valuation parameters 

Year to March (₹ bn) FY23  FY24  FY25E FY26E FY27E 

PE 444 11.3 14.5 12.9 12.2 

P/B 8.1 4.3 3.3 2.6 2.2 

EV/sales 1.2 0.9 0.8 0.7 0.6 

EV/EBITDA 13.1 6.6 5.8 4.9 4.3 

Dividend yield 0.0% 0.1% 0.4% 0.5% 0.6% 

FCF yield 4.8% 10.0% 8.6% 7.8% 7.9% 

Source: Ambit Capital research, Company 
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High aspirations, richer valuations 
Escorts is the fourth-largest tractor OEM in India with ~10.3% market 
share (ex-Kubota) in FY24, with a good presence in the central and 
northern markets. It largely recovered lost share and is near peak market 
share of 11.6% in 4QFY24. It has set ambitious targets for FY28 of sharp 
market-share gains, increasing export contribution by 2-3x, and 
expanding margins by 7-8ppt. While we see some scope for market-share 
expansion, there is lower probability of attaining targeted market share 
due to high brand stickiness in tractors. Exports to Kubota can help it 
attain targets as Kubota can realign its supply chain; but it may come at 
lower margins. After the substantial re-rating of the stock, implied 
revenue CAGR of 16.3% over FY25-35E is quite steep and seems to already 
factor in most of these targets. Initiate with SELL and TP of ₹3,563 (DCF 
based), implying 29.2x Mar’26 cons. EPS. 

Competitive position: MEDIUM Changes to this position: NEGATIVE 

Regional play on tractors 

Escorts offers a play on central and north Indian tractor demand (~67% of 
volumes vs 54% for the industry). It has 12-13% market share in these regions (vs 
10.3% overall in FY24). In most of its key markets, water reservoir levels are better 
than the LPA, which bodes well for Escorts. 

MTBP 2028 target achievement will be back-ended at best 

Escorts' Mid Term Business Plan (MTBP) 2028 aims for 18-20% market share (up 
from ~12.4% in FY24), exports at 15-20% of revenues vs 7.1% in FY23 and mid-
teen EBITDA margin vs 7.3% in FY23, including Kubota JVs. We believe meeting 
these targets may be back-ended, with lower odds of attaining the targeted 
market share, on high brand stickiness with customers, and in turn margins. Also, 
exports are likely to have lower margins. 

Incremental capital employed could have lower RoCE 

It is backing its FY28 targets by investing ₹40-45bn over 3-4 years for expanding 
capacities to 320k units (vs 170k units in FY24), resulting in more than doubling 
of gross block. This substantial capex, likely increase in exports (at lower margins), 
and merger of Kubota JVs would largely offset the benefit of higher utilization and 
standalone EBITDA margin expansion, restricting RoCE expansion. 

Valuations are expensive, reflect most possible positives 

Escorts saw very sharp rerating in the last 2.5 years driven by Kubota taking 
controlling stake and MTBP 2028 targets. But delivery so far has been weak on 
market share (100bps loss since FY21) and financial performance (vs MM’s FES 
business). CMP implies 16.3% CAGR in revenues over FY25-35E (reverse DCF 
based), which seems difficult to achieve as it implies ~8ppt market-share gains. 
Risks to our thesis: (i) Sharp increase in market share in India; (ii) Good ramp-up 
in exports. 
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Mcap (bn): ₹476/US$5.7 
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▪ No material market share gains in 
domestic tractors (<11.5% market 
share ex JV). 

▪ Limited ramp-up in exports of 
tractors and components next 2 
years (<8% of total tractor volumes). 

▪ EBITDA margin not expanding 
beyond 14.5-15% (ex JV). 
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Key Financials 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Revenue 84,287 88,496 96,715 109,310 122,850 

EBITDA margin 9.2% 13.2% 13.8% 14.1% 14.3% 

EPS (diluted) 51 95 107 122 137 

pre-tax RoCE 11.5% 16.1% 16.5% 17.0% 17.1% 

PE 83 45 40 35 31 

EV/EBITDA 55 36 31 26 23 

Source: Company, Ambit Capital research 
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Regional play on tractors 
Escorts offers a play on central and north Indian tractor demand as it derives 
~67% of its domestic tractor volumes (ex. Kubota) from these zones. These two 
regions represent 54% of domestic tractor industry volumes, where Escorts enjoys 
12-13% market share in these regions vs 6.0-6.5% in other markets and a pan-
India market share of 10.3% (11.6% in 4QFY24). In most of its key markets, water 
reservoir levels are better than the long-period average. Markets with below-
average levels are much smaller contributors to its volumes. Its key markets grew 
faster than pan-India levels in FY24, leading to 20bps market-share gain in 
FY24. However, over FY19-24, Escorts lost ~150bps market share due to a pricing 
gap (corrected in Aug’22) and loss in the haulage/low-HP segment. This market-
share loss was in its strong markets where it lost ~250bps market share over 
FY19-24 to ~13.7% in FY24 (retail share, ex. Kubota). 

 

Exhibit 1: Escorts tractor volume CAGR to be 6.7% over FY24-
27E 

 

Source: Company, Ambit Capital research 

 
Exhibit 2: Escorts tractor market share is in the 10.2-10.5% 
range (ex-Kubota) 

 

Source: Industry, Ambit Capital research 

 

Exhibit 3: 2/3rd of Escorts’ domestic volumes come from 
central and north India vs ~54% for the industry 

 

Source: Industry, Ambit Capital research 

 
Exhibit 4: Escorts market share in its strong market is ~13% 
as against ~6% in weak markets 

 

Source: Industry, Ambit Capital research 

 

 

-20

-10

0

10

20

30

0

20

40

60

80

100

120

140

F
Y
1
7

F
Y
1
8

F
Y
1
9

F
Y
2
0

F
Y
2
1

F
Y
2
2

F
Y
2
3

F
Y
2
4

F
Y
2
5
E

F
Y
2
6
E

F
Y
2
7
E

Escorts Tractor Volumes (000 units)

Tractor Volume Growth % (RHS)

1
0
.7

1
0
.4

1
0
.3 1

0
.5

1
0
.8

1
1
.8

1
1
.6

1
1
.3

1
0
.4

1
0
.1 1

0
.3

F
Y
1
4

F
Y
1
5

F
Y
1
6

F
Y
1
7

F
Y
1
8

F
Y
1
9

F
Y
2
0

F
Y
2
1

F
Y
2
2

F
Y
2
3

F
Y
2
4

Escorts Tractor Market Share (%)

22.3% 27.8%

31.6%

39.5%

9.3%

8.6%18.9%

14.8%
15.4%

6.9%

Industry Escorts

South

West

East

Central

North

0%

6%

12%

18%

North Central East West South

FY19 FY24

cellita.monteiro@ambit.co 2024-09-13 Friday 11:41:24



 

Escorts Kubota 

 

 

June 27, 2024 Ambit Capital Pvt. Ltd. Page 127 

Exhibit 5: Escorts lost 250bps (vs FY19) market share in its strong markets but gained ~150bps in its weak markets 

 

Source: Vahan, Industry, Ambit Capital research 

Reservoir Storage as % of capacity 

State Current Normal 

Punjab 36 50 

Raj. 29 35 

MP 28 28 

UP 14 18 

Gujarat 26 21 

Maha. 15 18 

AP 7 26 

Karnataka 18 19 

TN 17 35 

Odisha 14 19 

WB 23 32 

MTBP 2028 targets’ success will be back-ended at best 

Escorts laid its targets for FY28 under its ‘Mid Term Business Plan’ (MTBP), the first business 
plan under Kubota’s ownership. Under MTBP 2028, it is targeting to achieve: a) a 
challenger brand (#2 player status vs #4 today) status with 18-20% market share (vs 
~12.4% in FY24), b) exports at 15-20% of revenues (vs 7.1% in FY23 excluding to-be-
merged Kubota JVs) including component exports, and c) mid-teen EBITDA margin (vs 
7.3% in FY23 including to-be-merged Kubota JVs). It plans to drive market share by: i) 
expanding its product portfolio (1.5-3x across 3 brands), ii) channel expansion (1.5x), and 
iii) improving its position in weak markets – South and West. While we expect Escorts to 
recover its lost market share to ~14%, we await clarity on product launches and their 
success as customers have strong brand preferences considering its commercial usage. 
Exports of tractors and components to Kubota can be a possibility as it is dependent on 
Kubota’s realigning of its manufacturing network and supply chain. EBITDA margin 
outcome is in turn dependent on market-share outcome as well as scale-up in exports, 
likely to be at lower margins as it would be quasi-contract manufacturing. Hence, we 
believe the achievement of these targets, if any, will be back-ended. 

Exhibit 6: Escorts ‘Mid Term Business Plan’ 2028 targets material increase in market share, exports and margins 

 

Source: Company, Ambit Capital research 
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Exhibit 7: Escorts has laid down ambitious targets for FY28 under its ‘Mid Term Business 
Plan 2028’; delivery on previous plans was a mixed bag 

Particulars 
FY22 Targets FY22 Actual FY23 Actual FY28 Targets 

Escorts Standalone Escorts incl. Kubota JVs 

Tractor Market Share 15-16% 10.3% 12.8% 18-20% 

Revenue 100,000 73,660 114,588 226,700 

EBITDA Margin 13-14% 13.3% 7.3% Mid-teens 

Exports as a % of Revenue 10.0% 7.4% 7.1%* 15-20% 

Source: Company, Ambit Capital research; * excluding exports of to be merged Kubota JVs 

 

Investing substantially, would restrict RoCE expansion 

Escorts is backing its FY28 targets by investing in capacities. It is investing in a greenfield 
plant (location not yet final) to increase capacity by ~130k units (to ~300k units), with an 
associated engine plant and construction equipment lines. It plans to invest ₹40-45bn 
over the next 3-4 years, which would more than double its gross block (Gross block at 
₹33.7bn as of Mar-24E). This doesn't include any investments towards manufacturing 
components for exports to Kubota globally. This substantial capex, possible increase in 
exports (if at lower margins), and merger of Kubota JVs (EBITDA breakeven in FY24) would 
largely offset the benefit of higher utilization and standalone EBITDA margin expansion, 
thereby restricting RoCE expansion. Our estimates are factoring in for cumulative capex 
of ₹22.5bn over FY25E-27E as the management is yet to finalize the capex schedule. We 
are yet to factor in the merger of two Kubota JVs as we don’t have FY24's actual 
performance, but this will lead to a downgrade in EPS estimates as these JVs have been 
loss-making. 

 

Exhibit 8: To-be-merged Kubota’s JVs’ performance has been weak 

Particular 
(₹ mn) 

Escorts Kubota India 
Kubota Agricultural 

Machinery  
Total 

FY21 FY22 FY23 FY21 FY22 FY23 FY21 FY22 FY23 

Revenue 3,172 6,873 9,756 15,058 18,055 20,545 18,231 24,928 30,301 

EBITDA -169 -552 452 1,241 847 104 1,072 296 556 

EBITDA 
Margin 

-5.3% -8.0% 4.6% 8.2% 4.7% 0.5% 5.9% 1.2% 1.8% 

PAT -339 -965 -98 892 534 -28 553 -430 -127 

Source: MCA, Ambit Capital research 

 
Exhibit 9: EBITDA margin to take a step down due 
to the impending merger of Kubota JVs 

 

Source: Company, Ambit Capital research 
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Exhibit 10: Escorts to step up capex… 

 

Source: Company, Ambit Capital research 

 
Exhibit 11: …for adding capacities… 

 

Source: Company, Ambit Capital research 

 

Exhibit 12: …restricting FCFF growth over FY25-27E… 
 

 

Source: Company, Ambit Capital research 

 
Exhibit 13: …but cash to further increase, leaving headroom 
for increasing dividend payout 

 

Source: Company, Ambit Capital research 

 

Valuations expensive, reflect most possible positives 

Escorts has seen a very sharp rerating (138% over 10-year average P/E) over the last 2.5 
years, driven by Kubota taking a controlling stake (Nov-21) and MTBP 2028 targets (114% 
stock returns since Nov-22). This entire rerating since Nov-22 was in anticipation of FY28 
targets, though delivery so far has been weak on market share (100bps loss since FY21) 
and financial performance (vs MM’s FES business). We believe such growth may be 
difficult to achieve as it implies 18-19% market share (ex JVs) or ~8ppt market-share 
gains. We estimate revenue/EBITDA/EPS to post 12%/15%/13% CAGR (ex-JV merger). 
CMP implies 16.3% CAGR in revenues (ex JV merger) over FY25-35E (reverse DCF-based) 
assuming a liberal assumption of 11% cost of equity and a 7% terminal growth rate. 
Considering expensive valuations, we initiate with SELL and fair value of ₹3,563 (DCF-
based), which implies 29.2x Mar’26 cons. EPS. 
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Exhibit 14: Since Kubota came in Nov-21, Escorts’ tractor 
segment revenues have grown much slower than MM’s… 

 

Source: Company, Ambit Capital research 

 
Exhibit 15: …whereas margin performance has been a mixed 
bag 

 

Source: Company, Ambit Capital research 

 

Exhibit 16: Valuations have seen substantial rerating after Kubota takeover 

                  

Source: Company, Bloomberg, Ambit Capital research 
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Exhibit 17: DCF assumptions 

Inputs 
Historical 

Near 
Term 

Medium 
Term Terminal 

FY19-24 FY24-27 FY27-35 

Tractor Volume CAGR -0.1% 6.7% 8.0% - 

Tractor Revenue CAGR 5.2% 9.9% 11.6% - 

Revenue CAGR 7.2% 11.6% 11.7% 7.0% 

EBITDA Margin 12.5% 14.1% 15.0% 15.0% 

(Inc)/Dec in WC/Sales -2.6% -0.4% 0.5% 0.5% 

Capex/Sales 2.3% 6.8% 4.5% 3.5% 

     

Assumptions      

Cost of Equity 11%    

Cost of Debt 8%    

Debt to Equity (x) 0    

WACC (Ke) 11%    

     

Valuation ₹ mn 

PV of FCFF 70,993 

TV of FCFF 2,57,385 

FCFF 3,28,375 

Cash (Jun-25) 70,277 

Debt (Jun-25) 42 

Net FCFE 3,98,612 

O/s shares 112 

Value per share 3,563 

Source: Company, Ambit Capital research 

 
Exhibit 18: DCF sensitivity analysis 

Target Price 
WACC 

10% 10.5% 11% 12% 13% 

T
e
rm

in
a

l 
G

ro
w

th
 

5% 3,272 2,996 2,767 2,410 2,144 

6% 3,788 3,397 3,086 2,620 2,290 

7% 4,649 4,028 3,563 2,914 2,484 

8% 6,371 5,163 4,359 3,355 2,757 

9% 11,537 7,810 5,950 4,091 3,165 

Source: Ambit Capital research 

Exhibit 19: Implied valuation 

Particular FY24 FY25E FY26E FY27E 

P/E 37.5 33.2 29.2 26.1 

P/B 32.4 28.9 25.4 22.7 

EV/Sales 3.7 3.4 3.0 2.7 

EV/EBITDA 28.1 24.6 21.3 18.7 

Source: Company, Bloomberg, Ambit Capital research 

 

 

Exhibit 20: Escorts (Consolidated): Ambit vs consensus estimates 

Particulars 
FY25E FY26E FY27E 

Ambit Consensus Divergence Ambit Consensus Divergence Ambit Consensus Divergence 

Revenue (₹ mn) 96,715 1,01,341 -4.6% 1,09,310 1,16,232 -6.0% 1,22,850 1,32,263 -7.1% 

EBITDA Margin 13.8% 13.6% 0.2% 14.1% 14.2% -0.1% 14.3% 14.5% -0.2% 

EPS 107.2 109.9 -2.5% 122.2 127.1 -3.9% 136.6 143.4 -4.7% 

Source: Ambit Capital research 
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HAWK SCORE 
Exhibit 21: Accounting score contributors 

 

Source: Company, Ambit Capital research 

 
Exhibit 22: Greatness score contributors 

 

Source: Company, Ambit Capital research 

 
  

Exhibit 23: Explanation of our accounting flags 

Segment Score Comments 

Accounting GREEN Escorts is in D5, which is the Zone of ’Safety’. Material deviations in accounting which might have a 
meaningful impact on financials have not been observed. 

Predictability GREEN Escorts predominantly derives its revenues from the tractor segment in the domestic market. Volume visibility 
is reasonably good. 

Earnings Momentum AMBER Escorts’ earnings have been downgraded over the last 12 months due to volume decline. However, we expect 
volumes to recover in FY25 and margins to expand, resulting in reasonable earnings growth. 

Source: Company, Ambit Capital research 
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Escorts Kubota (ESCORTS IN, SELL) 

Valuation Methodology 
 

Risks 

We value Escorts using the DCF value methodology, wherein 
we have added the NPV of free cash flows till FY35E with the 
terminal value to arrive at our target price of ₹3,563. We 
have used a WACC of 11% and a terminal growth rate of 7%. 
 

 
▪ Sharp increase in market share in India. 

▪ Good ramp-up in exports. 

▪ Substantial increase in dividend payout. 
 

 

Exhibit 24: Escorts – Key operating indicators 

₹ Mn FY19 FY20 FY21 FY22 FY23 FY24 FY25E FY26E FY27E 

Tractor Volumes ('000 units) 96 86 107 94 103 96 101 109 116 

Growth (%) 19.9 -10.8 24.1 -11.7 9.6 -7.2 5.0 8.0 7.0 

Tractor ASPs (₹ '000/unit) 498 520 537 597 619 645 664 684 705 

Growth (%) -0.3 4.5 3.3 11.2 3.7 4.1 3.0 3.0 3.0 

Tractor Revenues 47,985 44,725 57,323 56,293 63,971 61,809 66,846 74,360 81,952 

Growth (%) 19.6 -6.8 28.2 -1.8 13.6 -3.4 8.2 11.2 10.2 

% of total revenues 76.6 77.0 81.7 77.3 75.9 69.8 69.1 68.0 66.7 

CE Volumes (units) 5,544 4,042 3,913 4,117 4,620 6,548 7,072 7,920 8,871 

Growth (%) 23.6 -27.1 -3.2 5.2 12.2 41.7 8.0 12.0 12.0 

CE ASPs (₹ '000/unit) 1,901 2,078 1,983 2,397 2,552 2,611 2,663 2,770 2,880 

Growth (%) 9.3 9.3 -4.5 20.8 6.5 2.3 2.0 4.0 4.0 

Construction Eqpt Revenues 10,541 8,398 7,761 9,868 11,790 17,097 18,834 21,937 25,553 

Growth (%) 35.1 -20.3 -7.6 27.1 19.5 45.0 10.2 16.5 16.5 

% of total revenues 16.8 14.5 11.1 13.5 14.0 19.3 19.5 20.1 20.8 

Railway Products Revenues 3,941 4,772 4,790 6,362 8,419 9,504 10,930 12,897 15,219 

Growth (%) 37.5 21.1 0.4 32.8 32.3 12.9 15.0 18.0 18.0 

% of total revenues 6.3 8.2 6.8 8.7 10.0 10.7 11.3 11.8 12.4 

Total Revenues 62,620 58,101 70,144 72,827 84,287 88,496 96,715 109,310 122,850 

Growth (%) 23.3 -7.2 20.7 3.8 15.7 5.0 9.3 13.0 12.4 

Total EBITDA 7,245 6,624 11,268 9,954 7,775 11,667 13,347 15,413 17,568 

EBITDA Margins (%) 11.6 11.4 16.1 13.7 9.2 13.2 13.8 14.1 14.3 

Growth (%) 30.9 -8.6 70.1 -11.7 -21.9 50.1 14.4 15.5 14.0 

Source: Company, Ambit Capital research 
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Financials - Consolidated 
Income statement 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Revenue 84,287 88,496 96,715 109,310 122,850 

-growth (Rev) 15.7% 5.0% 9.3% 13.0% 12.4% 

Gross profit 23,058 27,624 30,465 34,433 38,698 

Gross profit growth 0.1% 19.8% 10.3% 13.0% 12.4% 

EBITDA 7,775 11,667 13,347 15,413 17,568 

-growth (EBITDA) (21.9%) 50.1% 14.4% 15.5% 14.0% 

Depreciation 1,501 1,669 1,802 2,013 2,293 

EBIT 6,275 9,998 11,545 13,399 15,275 

-growth (EBIT) (27.3%) 59.3% 15.5% 16.1% 14.0% 

Other income 2,809 3,986 4,410 4,793 5,070 

EBIT (including other income) 9,084 13,984 15,955 18,192 20,345 

Finance costs 133 137 135 135 135 

Share of profit/loss of associates and JVs (75) 164 164 164 164 

Exceptional items (531) - - - - 

Profit before tax 8,346 14,010 15,984 18,221 20,374 

Tax 1,979 3,519 3,987 4,550 5,093 

PAT 6,367 10,491 11,997 13,670 15,281 

Profit after tax (adjusted) 6,772 10,491 11,997 13,670 15,281 

-growth (PAT) (7.9%) 54.9% 14.4% 13.9% 11.8% 

EPS (basic) (₹) 51 95 107 122 137 

EPS (diluted) 51 95 107 122 137 

Source: Ambit Capital research, Company 
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Balance sheet 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Property, plant and equipment 18,114 18,164 21,716 22,898 28,700 

Capital work in progress 1,137 1,515 1,161 5,465 7,371 

Total fixed assets 19,250 19,679 22,877 28,364 36,071 

Non-current investments 2,666 2,579 2,579 2,579 2,579 

Total non-current assets 21,917 22,258 25,456 30,943 38,650 

Inventories 12,177 12,181 11,798 13,334 14,986 

Current investments 45,799 50,167 50,167 50,167 50,167 

Trade receviables 11,797 11,732 11,924 13,477 15,146 

Cash and cash equivalents 4,719 11,790 18,908 23,719 27,503 

Other current assets 4,445 4,542 4,996 5,495 6,045 

Total current assets 78,936 90,411 97,792 106,192 113,847 

Total assets 100,852 112,669 123,248 137,135 152,497 

Share capital 1,319 1,105 1,119 1,119 1,119 

Other equity 80,548 90,658 100,417 111,626 124,110 

Minority interest (39) (39) (39) (39) (39) 

Total equity 81,828 91,724 101,497 112,706 125,190 

Long-term borrowings - 42 42 42 42 

Deferred tax liabilities (net) 646 1,149 1,149 1,149 1,149 

Total non-current liabilities 646 1,191 1,191 1,191 1,191 

Trade payables 16,912 18,156 18,813 21,263 23,897 

Short term provisions 1,466 1,599 1,747 1,975 2,219 

Total current liabilities 18,378 19,754 20,560 23,238 26,116 

Total liabilities 19,024 20,945 21,751 24,429 27,307 

Total equity and liabilities 100,852 112,669 123,248 137,135 152,497 

Source: Ambit Capital research, Company 

 

Cash flow statement 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Profit before tax 8,346 13,847 15,820 18,057 20,210 

Depreciation 1,501 1,669 1,802 2,013 2,293 

Interest expense (1,620) (2,201) 135 135 135 

Other items (21) (1,165) - - - 

Working capital changes (4,102) 512 543 (911) (992) 

Taxes (1,864) (2,340) (3,987) (4,550) (5,093) 

Cash flow from operations 2,239 10,322 14,313 14,744 16,553 

(Net) capital expenditure (1,904) (1,764) (5,000) (7,500) (10,000) 

Acq./(disp.) of Investments  1,167 (7,695) - - - 

Interest/dividend Received 116 180 - - - 

Cash flow from investments (621) (9,279) (5,000) (7,500) (10,000) 

Net long-term borrowings - 42 - - - 

Issuance of equity 206 135 13.8 - - 

Interest paid (91) (101) (135) (135) (135) 

Dividends paid (757) (758) (2,238) (2,461) (2,797) 

Other items (71) (84) 164 164 164 

Cash flow from financing (712) (767) (2,195) (2,433) (2,768) 

Opening cash balance 622 1,528 1,804 8,922 13,733 

Net change in cash 906 276 7,118 4,811 3,784 

Closing cash balance 1,528 1,804 8,922 13,733 17,517 

Free cash flow to firm 336 8,558 9,313 7,244 6,553 

Source: Ambit Capital research, Company 
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Ratio analysis 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Gross margin 27.4% 31.2% 31.5% 31.5% 31.5% 

EBITDA margin 9.2% 13.2% 13.8% 14.1% 14.3% 

EBIT margin 7.4% 11.3% 11.9% 12.3% 12.4% 

Net profit margin 7.6% 11.9% 12.4% 12.5% 12.4% 

Net debt/equity (0.6) (0.7) (0.7) (0.7) (0.6) 

Net debt/EBITDA (6.5) (5.3) (5.2) (4.8) (4.4) 

Working capital turnover 11.9 15.4 19.7 19.7 19.7 

Cash conversion days 50 47 39 39 39 

Inventory days 73 73 65 65 65 

Receivable days 51 48 45 45 45 

Payable days 73 75 71 71 71 

Gross block turnover 2.6 2.6 2.5 2.6 2.4 

pre-tax CFO/EBITDA 52.8% 109% 137% 125% 123% 

pre-tax RoCE 11.5% 16.1% 16.5% 17.0% 17.1% 

post-tax RoIC 18.3% 27.1% 30.4% 32.4% 32.3% 

ROE (%) 8.6% 12.1% 12.4% 12.8% 12.8% 

Source: Ambit Capital research, Company 

 

Valuation parameters 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

PE 83 45 40 35 31 

P/B 6.9 5.1 4.7 4.2 3.8 

EV/sales 5.0 4.7 4.2 3.7 3.2 

EV/EBITDA 55 36 31 26 23 

Dividend yield 0.2% 0.2% 0.5% 0.5% 0.6% 

FCF yield 0.1% 1.8% 2.0% 1.5% 1.4% 

Source: Ambit Capital research, Company 
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Pricing focus amid cycle uncertainty 
AL, the pure-play CV OEM, is navigating the uncertain M&HCV demand 
by focusing on profitability in M&HCV and driving growth in LCVs. While 
we estimate AL’s M&HCV volumes to grow just by 2.6% CAGR over FY24-
27E, LCVs volumes would grow at 7% CAGR with upside risk from new 
products expanding the addressable market. AL needs to scale up its e-
bus positioning as new players dominate this nascent segment. On the 
other hand, AL can leverage electrification to improve its positioning in 
LCVs and would have 2 offerings by 2HCY24. With the focus on 
profitability, pricing discipline is driving margins and guidance suggests 
further scope for margin upgrades. With pricing discipline offsetting the 
uncertainty of demand, valuations are reasonable at 11x 1-year forward 
EV/EBITDA and implied 10-year volume CAGR at CMP is 4.3%. Initiate with 
BUY and TP of ₹266 (DCF + value of NBFC). 

Competitive position: STRONG Changes to this position: NEUTRAL 

M&HCV cycle at crossroads, but LCVs poised for recovery 

Domestic M&HCV industry has recovered, with FY24 tonnage ~11% higher than 
FY19 peak. While volumes in 1HFY25 are expected to be muted, we expect a 
recovery in 2HFY25 (5% growth in FY25E) and 10% growth in FY26E but expect 
volumes to decline in FY27E. LCV volumes are poised for recovery in 2HFY25 as 
there are signs of recovery in the consumption segment. We expect AL’s total 
volumes to clock 4.7% CAGR over FY24-27E. 

EV poses risk to M&HCV oligopoly but opens up new opportunities 

e-buses already formed 6.8% of total bus volumes in FY24, with new players 
enjoying over 50% of e-buses fleet on the ground. AL, with a 31% market share 
of ICE buses, needs to scale up its e-bus presence as it only had ~5% market 
share in FY24. AL has the potential to leverage e-LCV to improve its competitive 
position in LCVs (~12% MS) and would have 2 e-LCVs by 2HCY24. 

Stable competitive landscape to drive margins 

Key M&HCV OEMs now focus on margins over market share, which is reflected in 
mid-teen EBITDA margin guidance. We believe pricing discipline will be sustained 
if market shares remain stable in a band for AL (30-34%) and TTMT (47%-51%). 
We estimate expansion in ALs EBITDA margins by 100bps over FY24-26E to 13% 
(after 390bps in FY24) driven by pricing discipline and mix improvement but 
diluted by commodity cost inflation. 

Reasonable valuations with uncertain cycle offset by pricing discipline 

AL offers a pure play on the CV cycle, with a strong presence in M&HCV and 
improving positioning in LCVs by plugging gaps in its portfolio, with disciplined 
capital allocation leading to a net cash balance sheet. Initiate with BUY and TP of 
₹266 (DCF + value of NBFC). 
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▪ Fund raise in the EV subsidiary. 
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Key Financials 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Revenue 361,441 383,670 419,594 468,694 466,838 

EBITDA margin 8.1% 12.0% 12.8% 13.0% 12.4% 

EPS (diluted) 4.5 9.1 11.8 13.8 13.2 

pre-tax RoCE 20.0% 34.9% 39.0% 39.9% 33.7% 

PE 54 27 21 17.6 18.3 

EV/EBITDA 24 15.1 13.1 11.2 11.6 

Source: Company, Ambit Capital research 
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M&HCV cycle at crossroads, but LCVs poised 
for recovery 
Domestic M&HCV volumes for the industry recovered to 373k units in FY24, just 
~4% lower than FY19 levels. On tonnage basis, FY24 tonnage is already 11% 
higher than FY19 peak. While volumes would be muted in 1HFY25E, we expect a 
recovery in 2HFY25 (5% growth in FY25E) and 10% growth in FY26E but see a 
decline in FY27E. As a result, AL’s domestic M&HCV volumes (~70% of FY24 
revenues) are estimated to post just 2.6% CAGR over FY24-27E. On the other 
hand, LCV volumes are expected to recover from 2HFY25 as there are signs of 
recovery in the key demand driver – the consumption segment. AL’s LCV segment 
(~11% of FY24 revenues) is estimated to register ~7% CAGR over FY24-27E, with 
possible upside risk from upcoming product launches. AL plans to launch one LCV 
every two months, covering 70-80% of the addressable market as against ~50% 
currently. 

Exhibit 1: AL’s M&HCV tonnage growth converging with 
volume growth 

 

Source: Industry, Ambit Capital research 

 
Exhibit 2: AL M&HCV goods tonnage market share higher 
than volume market share by 140bps to 32.1% in FY24 

 

Source: Industry, Ambit Capital research 

 

Exhibit 3: The govt. is targeting an increase in railway’s share of freight to 45% by FY31 (vs 27% in FY22) enabled by DFCC 

            

Source: GOI, Ambit Capital research 
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Exhibit 4: AL’s M&HCV volumes to post 3.1% CAGR (FY24-27E) 

 

Source: Company, Ambit Capital research 

 
Exhibit 5: AL’s LCV volumes to post 7.4% CAGR (FY24-27E) 

 

Source: Company, Ambit Capital research 

 

EV poses a risk to M&HCV oligopoly but also opens up 
new opportunities 

The domestic M&HCV industry operates in an oligopolistic market, with TTMT (47% market 
share) and AL (31%) controlling 78% of the market. Electrification of M&HCV poses a real 
risk to this industry structure as a few new entrants are trying to leverage EV disruption to 
get a foothold. While M&HCV trucks are expected to have a back-ended move towards 
zero-emission vehicles, buses have seen the fastest adoption of EVs to 6.8% in FY24 driven 
by State Transport Undertakings (STU) giving large orders on an opex model. We expect 
e-buses penetration to increase to 24% by FY29E, largely driven by STU orders. E-buses 
segment has already seen the proliferation of new players, enjoying over 50% of the e-
buses fleet on the ground. AL, with a 31% market share of ICE buses, needs to scale up 
its e-bus presence as it only has ~5% market share in FY24. Similarly, the LCV segment 
is ripe for faster adoption of EVs as it offers superior TCO, and is estimated to have e-LCV 
penetration of 21.7% by FY29E. AL, with just 12% market share of ICE LCV, has the 
potential to leverage e-LCV to improve its competitive position. AL launched one e-LCV 
(2-3.5 ton segment) in Mar-24 and will launch another e-LCV (<2 ton segment) in 
2HCY24. Additionally, AL is targeting to leverage electrification to drive its international 
business through Switch Mobility India, UK and Spain. 

Exhibit 6: AL needs to catch up on e-buses as it has 31% share 
of ICE buses 

 

Source: Company, Industry, Ambit Capital research 

 
Exhibit 7: AL’s LCV market share at ~12% 
 

 

Source: Industry, Ambit Capital research 
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Exhibit 8: AL plans to launch one LCV every two months 

Company Launches Category Remarks 

Ashok Leyland 6 new Dosts 2-3.5 tons AL is no.2 in the 2-3.5 ton segment. Its portfolio 
today covers about 50% of the Indian LCV 
market. By expanding its LCV portfolio, it intends 
to cover 70-80% in the next few years. Switch Mobility IeV3 IeV4 2-3.5 tons 

Source: Company, Ambit Capital research 

 

Stable competitive landscape to drive margins 
Despite being an oligopolistic market, the M&HCV segment has witnessed aggressive 
discounting in the past due to excessive focus on market share at the expense of profitable 
growth. However, we are witnessing sanity returning as the key OEMs focus on margins 
over market share, at least for now. We believe pricing discipline will be sustained if 
market shares remain stable in a band for AL (30-34%) and TTMT (47-51%). This is 
reflected in the mid-teen EBITDA margin guidance of AL and the strong double-digit 
margin EBITDA guidance of TTMT. This in turn is reflected in moderation in discounts as 
well as multiple price hikes taken in the last 9 months, driving EBITDA margin expansion 
of 270bps YoY in FY24 to 10.5% (for listed CV OEMs). We estimate further expansion in 
EBITDA margin by 110bps over FY24-26E to 11.6%, driven by pricing discipline and mix 
improvement but diluted by commodity cost inflation. We see upside risk to our margin 
estimates based on the current pricing discipline. However, we are not factoring in the 
same due to the fluctuating focus of the OEMs between market share and margins. 

 

Exhibit 9: AL’s market share in the ‘equilibrium’ zone 
supporting pricing discipline… 

 

Source: Company, Industry, Ambit Capital research; 

 
Exhibit 10: …driving improvement in ASPs 
 

 

Source: Company, Ambit Capital research 

 

“Our stated objective is to retain this mid-teen EBITDA margin. And that is why I think 
we're very clear of not really playing a discounting game and growing our market share 
on the basis of products and our extended network as well. I do believe it is possible to 
maintain this. We've done a lot of internal work in terms of cost reduction, productivity 
improvements, efficiency. At the moment, commodity prices are going in our favor as well. 
So, I would say that our objective is very much to maintain these types of margins.”  

- Dheeraj Hinduja, Exec. Chairman (4QFY24 earnings call) 
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Exhibit 11: AL’s revenue mix to remain stable 

 

Source: Company, Ambit Capital research 

 
Exhibit 12: AL’s margins to improve led by lower discounts 

 

Source: Company, Ambit Capital research; note: others includes engines, 
exports, defence, Hinduja foundries and new businesses 

 

Reasonable valuations given uncertain cycle offset by 
pricing discipline 

AL offers a pure play on the CV cycle, with a strong presence in M&HCV and improving 
positioning in LCVs by plugging gaps in its portfolio. With a sharp focus on fiscal discipline, 
it has delivered on improving its profitability and capital allocation discipline, leading to 
a net cash balance sheet. We estimate AL’s volumes/revenues/EBITDA/PAT to register 
4.7%/6.8%/7.9%/13.2% CAGR over FY24-27E as we expect a decline in volumes in 
FY27E. The stock is trading at reasonable valuations of 11x 1-year forward EV/EBITDA 
similar to historical valuations at this stage of the cycles despite improved pricing discipline 
in the industry. The implied 10-year volume CAGR at CMP is 4.3% for AL. We expect 
valuations to remain in line with the same stage of the previous cycle as the positives of 
a) better pricing discipline and b) lower capex intensity and disciplined capital allocation 
would be negated by a) threat of increase in the share of rail in freight led by the DFCC 
and b) higher competitive intensity in e-buses and e-LCVs. Initiate with BUY and a fair 
value of ₹266 (DFC based + ₹26/share value of its stake in the NBFC subsidiary), implying 
FY26E EV/EBITDA of 11.4x and P/E of 17.5x FY26 EPS (both adj. for value in NBFC). 

Exhibit 13: Capex to remain under control… 

 

Source: Company, Ambit Capital research 

 
Exhibit 14: …driving FCF improvement… 

 

Source: Company, Ambit Capital research 
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Exhibit 15: …and turning into a net cash balance sheet… 

 

Source: Company, Ambit Capital research 

 
Exhibit 16: …maintaining dividend payout at ~50% 

 

Source: Company, Ambit Capital research 

 

Exhibit 17: Trend in 1-year forward EV/EBITDA* 

 

Source: Company, Bloomberg, Ambit Capital research; *adj. for HL Finance 

 
Exhibit 18: Trend in 1-year forward P/B (x)* 

 

Source: Company, Bloomberg, Ambit Capital research; *adj. for HL Finance 
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Exhibit 19: DCF valuation 

Inputs 
Historical Near Term 

Medium 
Term Terminal 

FY19-24 FY24-27 FY27-35 

Volume CAGR -0.3% 4.7% 6.4% 5.0% 

Revenue CAGR 5.7% 6.8% 9.5% 5.0% 

EBITDA Margin 8.5% 12.7% 11.4% 11.5% 

(Inc)/Dec in WC/Sales -2.6% -1.1% 0.5% 1.4% 

Capex/Sales 2.5% 1.3% 1.4% 0.5% 

     

Assumptions      

Cost of Equity 12%    

Cost of Debt 8%    

Debt to Equity (x) 0    

WACC (Ke) 12%    

  

Valuation ₹ mn 

PV of FCFF  289,428  

TV of FCFF  405,427  

FCFF  694,855  

Cash (Jun-25E)  28,243  

Debt (Jun-25E)  17,545  

Net FCFE  705,553  

Add Holding in HL Finance (less HoldCo Discount  75,763  

O/s shares  2,936  

Value per share  266  

Source: Company, Ambit Capital research 

 
Exhibit 20: DCF sensitivity analysis 

Target Price 
 WACC  

10% 11% 12% 13% 14% 

T
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rm
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3%  299   262   233   210   192  

4%  329   282   248   221   200  

5%  371   310   266   235   210  

6%  434   348   292   252   222  

7%  542   407   327   275   238  

Source: Ambit Capital research 

Exhibit 21: Implied Valuation adj. for HL Finance 

Particulars FY24 FY25E FY26E FY27E 

P/E 26.3 20.4 17.5 18.1 

P/B 8.0 6.7 5.7 4.9 

EV/Sales 1.8 1.7 1.5 1.5 

EV/EBITDA 15.1 13.0 11.4 12.0 

Source: Company, Bloomberg, Ambit Capital research 

 

Exhibit 22: AL (Standalone): Ambit vs consensus estimates 

Particulars 
FY25E FY26E FY27E 

Ambit Consensus Divergence Ambit Consensus Divergence Ambit Consensus Divergence 

Revenue (₹ mn) 4,19,594 4,15,229 1.1% 4,68,694 4,49,122 4.4% 4,66,838 4,85,701 -3.9% 

EBITDA Margin 12.8% 12.1% 0.6% 13.0% 12.1% 0.9% 12.4% 11.9% 0.5% 

EPS 11.8 10.7 10.2% 13.8 11.7 17.4% 13.2 13.9 -4.7% 

Source: Ambit Capital research 
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HAWK SCORE 
Exhibit 23: Accounting score contributors 

 

Source: Company, Ambit Capital research 

 
Exhibit 24: Greatness score contributors 

 

Source: Company, Ambit Capital research 

 
  

Exhibit 25: Explanation of our accounting flags 

Segment Score Comments 

Accounting GREEN AL is in D1 in FY23 which is the “Zone of Safety”. Material deviations in accounting, which might have a 
meaningful impact on financials have not been observed. 

Predictability RED AL’s underlying CV industry can be volatile, with big swings in M&HCV volumes, leading to volatility in 
earnings and reducing predictability. 

Earnings Momentum AMBER AL’s earnings have been in an upgrade cycle driven by margin expansion. We estimate moderation in 
earnings growth as volume growth would moderate. 

Source: Company, Ambit Capital research 
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Ashok Leyland (AL IN, BUY) 

Valuation Methodology 
 

Risks 

We value AL using the DCF value methodology, wherein we 
have added a) the NPV of free cash flows till FY35E with the 
terminal value of the standalone business, b) value of its 
stake in the unlisted NBFC subsidiary (HLFL), to arrive at our 
target price of ₹266. We have used a WACC of 12% and a 
terminal growth rate of 5%. 
 

 
1. M&HCV cycle fails to recover in FY25/26. 

2. DFCC impacting road freight demand. 

3. AL not able to improve its positioning in e-buses segment. 
 

   

 

Exhibit 26: Segmental assumptions 

Particulars ('000 units) FY18 FY19 FY20 FY21 FY22 FY23 FY24 FY25E FY26E FY27E 

HCV Passenger (units) 20 20 23 6 8 18 25 28 30 30 

Growth (%) -10.5 -1.7 17.4 -75.7 37.7 135.1 34.5 12.3 10.0 -0.8 

HCV Goods (units) 111 123 55 46 66 106 100 104 114 107 

Growth (%) 22.6 10.6 -55.1 -16.5 43.2 60.1 -5.3 3.5 10.0 -6.6 

LCVs (units) 43 55 47 49 54 68 70 74 80 87 

Growth (%) 4,784.6 40.8 -76.7 137.3 -55.0 386.3 -12.4 3.3 19.2 16.4 

Total M&HCV volumes 
(units) 

131 143 79 52 74 124 125 131 145 137 

Growth (%) 16.0 8.7 -45.0 -34.1 42.6 68.0 0.6 5.3 10.0 -5.4 

Total Volumes incl LCVs 
(units) 

175 197 125 101 128 192 195 205 225 223 

Growth (%) 20.5 12.9 -36.5 -19.6 27.4 49.8 1.3 5.4 9.4 -0.5 

ASP (₹ '000/unit) 1,507 1,472 1,395 1,519 1,690 1,880 1,971 2,045 2,087 2,090 

Growth (%) 8.6 -2.3 -5.3 8.9 11.2 11.3 4.8 3.7 2.1 0.1 

Net Sales (₹ mn) 263,564 290,550 174,675 153,015 216,883 361,441 383,670 419,594 468,694 466,838 

Growth (%) 30.9 10.2 -39.9 -12.4 41.7 66.7 6.2 9.4 11.7 -0.4 

Source: Company, Ambit Capital research 
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Financials - Standalone 
Income statement 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Revenue 361,441 383,670 419,594 468,694 466,838 

-growth (Rev) 66.7% 6.2% 9.4% 11.7% (0.4%) 

Gross profit 82,950 104,550 117,486 131,234 129,548 

Gross profit growth 68.4% 26.0% 12.4% 11.7% (1.3%) 

EBITDA 29,307 46,066 53,539 60,950 57,793 

-growth (EBITDA) 195% 57.2% 16.2% 13.8% (5.2%) 

Depreciation 7,320 7,178 7,399 7,757 8,147 

EBIT 21,987 38,888 46,140 53,193 49,646 

Other income 1,161 2,466 1,940 2,090 3,340 

Finance costs 2,891 2,494 1,854 1,295 1,011 

Profit before tax 21,104 37,922 46,226 53,988 51,975 

Profit before tax (adjusted) 20,258 38,859 46,226 53,988 51,975 

-growth (PBT) 11973% 91.8% 19.0% 16.8% (3.7%) 

Tax 7,303 11,743 11,649 13,605 13,098 

PAT 13,801 26,179 34,577 40,383 38,878 

Profit after tax (adjusted) 13,248 26,826 34,577 40,383 38,878 

-growth (PAT) 7588% 102% 28.9% 16.8% (3.7%) 

EPS (basic) (₹) 4.5 9.1 11.8 13.8 13.2 

EPS (diluted) 4.5 9.1 11.8 13.8 13.2 

Source: Ambit Capital research, Company 

Balance sheet 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Property, plant and equipment 59,262 55,679 53,295 51,538 49,391 

Capital work in progress 1,325 2,015 3,000 3,000 3,000 

Goodwill 4,499 4,499 4,499 4,499 4,499 

Total fixed assets 65,086 62,194 60,794 59,037 56,890 

Non-current investments 38,922 53,107 63,107 70,607 78,107 

Total non-current assets 38,922 53,107 63,107 70,607 78,107 

Inventories 27,745 31,907 34,487 38,523 38,370 

Current investments 27,714 2,491 2,491 2,491 2,491 

Trade receviables 40,627 35,699 45,983 51,364 51,160 

Cash and cash equivalents 5,013 34,382 22,594 35,229 50,716 

Other current assets 20,810 16,339 24,030 26,842 26,736 

Total current assets 121,909 120,817 129,585 154,448 169,474 

Total assets 225,916 236,118 253,487 284,092 304,471 

Share capital 2,936 2,936 2,936 2,936 2,936 

Other equity 81,322 85,167 102,126 121,955 140,279 

Total equity 84,258 88,104 105,063 124,892 143,215 

Long-term borrowings 31,801 22,545 17,545 11,229 11,229 

Deferred tax liabilities (net) 5,035 5,563 7,874 10,574 13,173 

Total non-current liabilities 36,836 28,108 25,420 21,803 24,401 

Trade payables 71,751 63,052 74,722 83,466 83,136 

Other current liabilities 22,686 43,106 34,487 38,523 38,370 

Short term provisions 10,385 13,748 13,795 15,409 15,348 

Total current liabilities 104,822 119,905 123,004 137,398 136,854 

Total liabilities 141,658 148,014 148,424 159,201 161,255 

Total equity and liabilities 225,916 236,118 253,487 284,092 304,471 

Source: Ambit Capital research, Company 

cellita.monteiro@ambit.co 2024-09-13 Friday 11:41:24
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Cash flow statement 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Profit before tax 21,104 37,922 46,140 53,193 49,646 

Depreciation 7,320 7,178 7,399 7,757 8,147 

Interest income (1,362) (404) 1,940 2,090 3,340 

Working capital changes (4,265) (15,229) (17,457) 2,165 (82) 

Taxes (4,002) (6,245) (9,338) (10,906) (10,499) 

Other Items 2,566 1,810 - - - 

Cash flow from operations 21,360 25,031 28,684 54,300 50,552 

(Net) capital expenditure (4,884) (4,815) (6,000) (6,000) (6,000) 

Acq./(disp.) of Investments  (12,462) 13,836 (10,000) (7,500) (7,500) 

Cash flow from investments (17,345) 9,021 (16,000) (13,500) (13,500) 

Net long-term borrowings (3,918) (9,096) (5,000) (6,316) - 

Issuance of equity 50 16.7 - - - 

Interest paid (2,598) (2,461) (1,854) (1,295) (1,011) 

Dividends paid (2,936) (7,634) (14,535) (17,618) (20,554) 

Other items (15.0) (0.2) - - - 

Cash flow from financing (9,417) (19,175) (21,389) (25,229) (21,565) 

Opening cash balance 9,942 4,541 19,418 10,714 26,285 

Net change in cash (5,402) 14,878 (8,705) 15,571 15,488 

Closing cash balance 4,541 19,418 10,714 26,285 41,772 

Free cash flow to firm 16,477 20,217 22,684 48,300 44,552 

Source: Ambit Capital research, Company 

Ratio analysis 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

Gross margin 22.9% 27.3% 28.0% 28.0% 27.8% 

EBITDA margin 8.1% 12.0% 12.8% 13.0% 12.4% 

EBIT margin 6.1% 10.1% 11.0% 11.3% 10.6% 

Net debt/equity - (0.2) (0.1) (0.2) (0.3) 

Net debt/EBITDA - (0.3) (0.1) (0.4) (0.7) 

Working capital turnover (107) 84 73 73 73 

Cash conversion days (3.4) 4.3 5.0 5.0 5.0 

Inventory days 28 30 30 30 30 

Receivable days 41 34 40 40 40 

Payable days 72 60 65 65 65 

Gross block turnover 3.4 3.4 3.6 3.8 3.6 

pre-tax CFO/EBITDA 86.5% 67.9% 71.0% 107% 106% 

pre-tax RoCE 20.0% 34.9% 39.0% 39.9% 33.7% 

post-tax RoIC 29.5% 74.2% 109% 107% 108% 

ROE (%) 16.8% 31.1% 35.8% 35.1% 29.0% 

Source: Ambit Capital research, Company 

Valuation parameters 

Year to March (₹ mn) FY23  FY24  FY25E FY26E FY27E 

PE 54 27 21 17.6 18.3 

P/B 8.4 8.1 6.8 5.7 5.0 

EV/sales 2.0 1.8 1.7 1.5 1.4 

EV/EBITDA 24 15.1 13.1 11.2 11.6 

Dividend yield 0.4% 1.1% 2.0% 2.5% 2.9% 

FCF yield 2.3% 2.8% 3.2% 6.8% 6.3% 

Source: Ambit Capital research, Company 
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Tata Motors (TTMT IN, BUY, CMP: ₹ 952)  Ashok Leyland (AL IN, BUY, CMP: ₹ 240) 

 

 

 

Source: ICE, Ambit Capital research  Source: ICE, Ambit Capital research 

Escorts Kubota (ESCORTS IN, SELL, CMP: ₹ 4,251)  Mahindra & Mahindra (MM IN, BUY, CMP: ₹ 2,852) 

 

 

 

Source: ICE, Ambit Capital research  Source: ICE, Ambit Capital research 

Maruti Suzuki (MSIL IN, SELL, CMP: ₹ 12,198)  TVS Motors (TVSL IN, SELL, CMP: ₹ 2,377) 
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Hero MotoCorp (HMCL IN, SELL, CMP: ₹ 5,453)  Eicher Motors (EIM IN, BUY, CMP: ₹ 4,740) 
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