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Maruti Suzuki
Recovery not in sight; Retain Hold

Maruti Suzuki India Limited’s (MSIL) posted in line results for Q1FY2020. 
However, management has stated that recovery in domestic PV 
demand is unlikely due to depressed consumer sentiment and financing 
crunch. Moreover, cost pressures on account of regulations, operating 
deleverage due to muted volumes and higher discounting because of 
increased competition would continue to drag margins. Earnings growth 
is expected to remain muted over the remainder of FY2020. We have 
been highlighting risk of earnings downgrade in our earlier note (dated 
March 19, 2019) and management commentary on muted demand 
environment has led to cut in our earnings assumptions. We continue to 
maintain our cautious view on the stock and advise investors to not add 
any fresh position in the stock. We retain our Hold rating with a revised 
price target (PT) of Rs. 6,075.

Key positives

 �  Realizations for Q1FY2020 rose sharply by 5% (ahead of estimates) on 
account of price hikes taken and a favourable product mix.   

 � 	MSIL	has	taken	significant	steps	to	reduce	the	inventory	and	current	
inventory levels are close to normal. 

Key negatives

 �  Management has pointed that revival in the passenger vehicle (PV) 
industry seems unlikely as consumer sentiment continues to remain weak. 

 �  Discounting per vehicle continued to remain on the higher side at 16,941  
growth of 12% y-o-y.

Our Call

Muted earnings expected in remainder 9MFY2019; Retain Hold: MSIL’s 
management indicated there are no signs of revival in the PV industry’s 
demand as consumer sentiment continues to remain weak. Increased 
cost pressures and operating deleverage would continue to exert margin 
pressure.	Earnings	are	expected	to	remain	flat	in	remainder	of	9MFY2019.	
Given the steep drop in PV demand in Q1FY2019 and no scope of volume 
revival, we have cut our FY2020 and FY2021 earnings estimates by 10% 
and 18%, respectively. We retain Hold rating on the stock with a revised 
PT of Rs. 6,075. 

Key Risks

Any	fiscal	incentives	provided	by	the	government	in	the	form	of	tax	cuts	or	
any other measures would boost sentiments and could revive volumes. Any 
government support is a key risk for our Hold rating.

Valuation Rs cr
Particulars FY17 FY18 FY19 FY20E FY21E
 Net sales  68,035  79,763 86,020.3 90,039.6  93,997.4 
 Growth (%) 17.8 17.2 7.8 4.7 4.4
 EBITDA  10,352  12,062  10,999  10,412  10,988 
 EBIDTA % 15.2 15.1 12.8 11.6 11.7
 PAT  7,350  7,722  7,500.6  6,802.1  7,348.5 
 Growth (%) 60.8 5.1 -2.9 -9.3 8.0
 FD EPS (Rs.) 243.3 255.6 248.3 225.2 243.3
 P/E (x) 23.9 22.7 23.4 25.8 23.9
 P/B (x) 4.8 4.2 3.7 3.3 3.0
 RoE (%) 20.2 18.5 15.9 13.0 12.7
 RoCE (%) 25.0 24.8 21.2 17.3 16.9
 EV/Sales(x) 2.6 2.2 1.6 1.5 1.4
 EV/EBITDA (x) 16.8 14.4 12.6 12.9 11.7
Source: Company, Sharekhan Research

Company details

Market cap: Rs. 175,374 cr

52-week high/low: Rs. 9,833 / 5685

NSE volume: (No of 
shares)

8.6 lakh

BSE code: 532500

NSE code: MARUTI

Sharekhan code: MARUTI

Free	float:	(No	of	
shares)

13.2 cr

Promoters 56.2%

Institutions 13.5%

Corporate Bodies 2.3%

Foreign 23.4%

Public and Others 4.7%

Shareholding (%)

Price performance

(%) 1m 3m 6m 12m

Absolute -11.7 -16.6 -11.6 -40.5

Relative to 
Sensex

-8.2 -15.2 -16.5 -42.8

Price chart

Sector: Automobiles

Result Update

Change

Reco: Hold

CMP: Rs. 5,806

Price Target: Rs. 6,075
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MSIL reported broadly in-line results: MSIL’s Q1FY2020 results are in line with our expectations. Revenue 
at Rs. 19,720 crore declined by 12% y-o-y. Volumes declined sharply by 18% y-o-y due to weak demand 
environment, registering the fourth consecutive quarter of volume decline. Realisations rose sharply by 
5% y-o-y (slightly better than our estimates) because of price hikes taken due to safety norms and better 
product	mix.	Operating	profit	margin	at	10.4%	dropped	by	450	BPS	y-o-y,	below	our	estimate	of	11.3%.	Margin	
contraction was due to operating deleverage because of sharp volume drop, higher discounting (discounting 
for the quarter increased by 12% y-o-y) and cost pressures. EBITDA at Rs. 2,048 crore fell by 39% y-o-y and 
was largely in line with our estimate of Rs. 2,116 crore. Other income for the quarter almost trebled to Rs. 
836 crore. Moreover, tax rate for the quarter stood at 24.9% as against 31.5% for Q1FY2019. Consequently, 
adjusted PAT dropped by 27% y-o-y (compared to 39% EBIDTA drop) and was largely in line with our estimate 
of Rs. 1,467 crore. 

PV industry’s revival unlikely; Management expects demand pressure to persist: The domestic PV industry 
has remained under pressure over the past 2-3 quarters. Volumes in Q1FY2020 dropped steeply by 18% 
y-o-y and was the fourth consecutive quarter of drop. Management expects pressures to sustain and sees no 
revival in volumes in the near term. Slow economic growth, NBFC crisis leading to liquidity issues, delayed 
monsoon resulting in rural stress and cost increase due to safety norms (effective April 2019) are likely to 
maintain pressure on volumes. We expect the PV industry to record a drop in FY2020.   

Margins to remain under pressure given elevated costs and operating de-leverage: MSIL’s margins have 
been under pressure and Q1FY2020 is the third consecutive quarter of a margin drop. We expect margin 
pressures to sustain and expect MSIL’s operating margin to decline by 120 BPS in FY2020. Operating 
deleverage because of a decline in volumes would dent margins. Further, increasing cost pressures on account 
of regulatory changes (safety norms and upcoming BS6 norms) coupled with higher sales and promotion 
expenses (discounting is likely to remain high given weak demand environment and high competitive intensity) 
would drag margins.

Results Rs cr

Particulars Q1FY20 Q1FY19 YoY % Q4FY19 QoQ %

Revenue      19,719.8    22,459.4 -12.2       21,459.4 -8.1

EBIDTA        2,047.8      3,351.1 -38.9         2,263.4 -9.5

EBIDTA Margin (%) 10.4 14.9 (450) bps 10.5 (10) bps

Depreciation 918.6 719.8 27.6 810.2 13.4

Interest 54.7 20.7 164.3 8.8 521.6

Other Income 836.4 271.8 207.7 867.7 -3.6

PBT        1,910.9      2,882.4 -33.7         2,312.1 -17.4

Tax 475.4 907.1 -47.6 516.5 -8.0

Adjusted PAT        1,435.5      1,975.3 -27.3         1,795.6 -20.1

EPS (Rs.) 47.5 65.4 -27.3 59.4 -20.1
Source: Company; Sharekhan Research
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Volume growth plummets; Realisation jumps

Discount levels remain elevated

OPM’s to remain under pressure

Revenue growth to moderate 

Source: Company, Sharekhan Research

Source: Company, Sharekhan Research

Source: Company, Sharekhan Research

Source: Company, Sharekhan Research

Financials in charts 

Segment mix (PV – Domestic)

Return ratios to deteriorate 

Source: Company, Sharekhan Research

Source: Company, Sharekhan Research
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Outlook: Earnings to be muted in remainder 9MFY2020:

The PV industry’s demand is unlikely to recover given weak consumer sentiments. Slowing industry demand 
coupled with increased cost pressures on account of safety regulations would continue to maintain earnings 
pressure.	We	expect	MSIL’s	earnings	to	remain	flat	over	the	remainder	of	9MFY2020.

Valuations: Cut estimates to factor demand deterioration and margin pressure; Retain Hold with a revised 
PT of Rs. 6,075:

The PV industry’s volumes dropped sharply by 18% in Q1FY2019. The PV industry is expected to remain under 
pressure	due	to	weak	consumer	sentiments	and	continued	financing	crunch.	With	weakening	industry	demand,	
cost pressures are expected to elevate, thereby exerting pressure on margins. We have cut our FY2020 and 
FY2021 estimates by 10% and 18%, respectively. We maintain our Hold recommendation on the stock with a 
revised PT of Rs. 6,075 (earlier PT of Rs. 7,150). We have been highlighting risk of earnings downgrade (refer our 
note dated March 19, 2019). We continue to retain our cautious view on the stock and advise investors not to add 
any fresh position in the stock.

One-year Fwd P/E (x) band

Source: Sharekhan Research 
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About company

MSIL is the market leader in the PV segment, commanding a market share of about 50%. In the PV segment, 
MSIL’s market share in passenger cars stands at 58%, utility vehicles at 28% and vans at 82%. Petrol vehicles 
contribute about 75% to sales, whilst the contribution of diesel vehicles stands at 25%. MSIL has been steadily 
ramping up its presence in the hinterlands, with rural sales currently contributing about 30% to overall sales.

Investment theme

MSIL is the market leader in the PV segment with a 50% market share. The PV industry is passing through a 
phase of agony, wherein weak consumer buying sentiment, liquidity crunch, slow economic growth and cost 
pressures have dented overall performance. Further, heightened competitive intensity due to new launches by 
competition, elevated inventory levels and cost increase due to BS6 norms would exert demand pressures. We 
expect MSIL’s earnings to decline in FY2020. 

 
Key Risks

 � MSIL is exposed to forex risks as raw material and royalty payment are payable in Yen. About 20-21% of revenue 
is exposed to INR-YEN movement and any adverse movement can impact margins. 

 �  The parent company would manufacture and supply products from MSIL’s portfolio to Toyota India. This would 
enhance competition for MSIL. 

 �  Rollout of BS6 version and upgraded safety features can result in phase out of certain models especially entry-
level diesel variants, which would impact sales. 

 �  Any measures announced by the government to boost sales would be key positive and pose as risk.

Additional Data

Key management personnel 

R C Bhargava Chairman

Kenichi Ayukawa Managing Director & CEO

A Seth Sr Executive Officer (Finance)

R S Kalsi Sr Executive Officer (Marketing & Sales)

Source: Company Annual Report 

Top 10 shareholders

Sr. No. Holder Name Holding (%)

1 Suzuki Motor Corp 56.2

2 Life Insurance Corp of India 6.7

3 Blackrock Inc 1.6

4 Vanguard Group Inc 1.4

5 SBI Funds Management Pvt Limited 1.0

6 Nomura Holdings 1.0

7 Axis Management Co India 0.9

8 JP Morgan Chase 0.8

9 ICICI Prudential Asset management Co 0.7

10 UTI Asset Management Co 0.7

Source: Bloomberg

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