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Price performance

Stock Update
Earnings pressure to sustain; Downgrade to Hold

(%) 1m 3m 6m 12m

Absolute -6.5 4.0 -27.8 -24.7

Relative to Sensex -8.4 -2.4 -26.8 -25.7

Maruti Suzuki

Reco: Hold  |  CMP: Rs6,516

Key points

 �  Lethal cost pressures dent Q3FY2019 
margins; margins at multi year low; numbers 
significantly below estimates: The Q3FY2019 
performance of Maruti Suzuki India Limited 
(MSIL) was significantly below estimates across 
parameters. Elevated cost pressures and a 
weak consumer sentiment impacted the results 
with MSIL posting multiyear low margins. 
Revenues at Rs 19,668 crore grew a meagre  2% 
y-o-y primarily driven by a growth in realization 
due to a favourable product mix. Volumes 
declined marginally by 0.6% y-o-y, the second 
consecutive quarter of drop. Operating margins 
at 9.8% declined steeply by 600 bps and 
significantly missed ours and streets estimates 
of ~13.5%. Adverse forex movement, higher 
commodity cost, operating deleverage due 
to subdued volumes and elevated marketing 
spends (discounting levels at 24,300 were at 
historical highs) impacted the margins. EBITDA 
at Rs1931 crore declined steeply by 36% y-o-y 
and was below our estimates of Rs 2,699 crore. 
The other income for the quarter at Rs 917.3 crore 
was up 275% y-o-y due to higher fair value gain 
on investments. Consequently, this resulted in 
the PAT at Rs 1,489 crore declining at a slower 
pace of 17% y-o-y.  However, PAT was still way 
below our estimates of Rs 1705 crore. 

 �  Weak consumer sentiment and elevated costs 
to maintain earnings pressure; earnings drop 
trend to sustain in near term: MSIL volumes 
have been under pressure with the company 
reporting second consecutive quarter of volume 
drop in Q3FY2019. MSIL volumes dropped 2% 
and 1% in Q2FY2019 and Q3FY2019 respectively. 
An abrupt increase in mandatory insurance 
cost, liquidity crunch in the markets and higher 
fuel prices resulted in weak consumer buying 
sentiment leading to weak festive sales. MSIL 
expects the PV industry growth to remain 
subdued in the near term as the consumer 
sentiments are low especially in the urban 
areas which form about 60% of the volumes. 
Also, export markets are likely to remain under 
pressure given the import restrictions put by the 
countries. Overall, we have factored in low single 
digit volume growth for the next two quarters. 
Also, Q3FY2019 margins reported by MSIL at 
9.8% is a one of the lowest margin in the past 
18 quarters. The management expects the cost 
pressures to sustain in the near term. Adverse 
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Valuations Rs cr

Particulars FY17 FY18 FY19E FY20E FY21E

 Net sales           68,035          79,763     86,590.5    98,826.2    109,444.8 

 Growth (%) 17.8 17.2 8.6 14.1 10.7

 EBITDA            10,352          12,062       11,132       11,472         13,115 

 EBIDTA % 15.2 15.1 12.9 11.6 12.0

 PAT             7,350           7,722      7,396.5      8,002.1        9,327.2 

 Growth (%) 60.8 5.1 -4.2 8.2 16.6

 FD EPS (INR) 243.3 255.6 244.9 264.9 308.8

 P/E (x) 26.8 25.5 26.6 24.6 21.1

 P/B (x) 5.4 4.7 4.2 3.7 3.3

 RoE (%) 20.2 18.5 15.7 15.0 15.5

 RoCE (%) 25.0 24.8 21.4 20.7 21.4

 EV/Sales(x) 2.9 2.5 1.8 1.6 1.4

 EV/EBITDA (x) 18.8 16.2 14.3 13.4 11.4

Results Rs cr

Particulars Q3FY19 Q3FY18 %YoY Q2FY19 %QoQ

Revenues      19,668.3    19,283.2 2.0       22,433.2 -12.3

EBIDTA        1,931.1      3,037.8 -36.4         3,431.3 -43.7

EBIDTA Margins (%) 9.8 15.8 (600) BPS 15.3 (550) BPS

Depreciation 767.7 689.0 11.4 721.2 6.4

Interest 20.6 26.3 -21.7 25.7 -19.8

Other Income 917.3 244.9 274.6 526.6 74.2

PBT        2,060.1      2,567.4 -19.8         3,211.0 -35.8

Tax 570.8 768.4 -25.7 970.6 -41.2

Adjusted PAT        1,489.3      1,799.0 -17.2         2,240.4 -33.5

EPS 49.3 59.6 -17.2 74.2 -33.5

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.

INR-JPY movement (JPY denominated expenses 
from about 17% of sales) in the past three to 
four months (INR has appreciated by 3-4% 
in past four months) would drag the margins. 
Further, given the subdued demand and intense 
competitive launches, the discounting levels 
too are likely to be on the higher side. Also 
commodity pressures would remain elevated 
in the near term. We expect the MSIL earnings 
decline trend to continue in near term.

 �  Outlook: Earnings to remain in negative 
territory  for next two to three quarters; 
Downgrade to Hold: MSIL’s Q3FY19 results were 
battered down (Net Profit dropped 17% y-o-y) 
driven by subdued topline and considerable 
cost pressures. The situation is unlikely to 
improve in the near term as the consumer 
sentiment is expected to remain weak. Also as 
per the management, the cost pressures are 

unlikely to ease (adverse currency movement 
and discounting are expected to remain high) 
which would impact earnings. We expect MSIL 
earnings growth to remain in negative territory 
for next two to three quarters 

 �  Valuations: Cut estimates sharply to factor cost 
pressures: MSIL Q3 results were significantly 
below estimates. Given the subdued topline 
and elevated cost pressures, we have reduced 
our FY2019 and FY2020 estimates by 13% and 
21% respectively.  We have also introduced 
FY2021 estimates in this report. At CMP, MSIL 
trades at 24.6x FY20 earnings which is expensive 
given the likely earnings drop in the near term. 
Hence we downgrade our rating on the stock to 
“Hold” from “Buy” earlier with a PT of Rs 6,950 
(earlier PT of Rs 8,700). We advise investors to 
not add any fresh positions in the stock.
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