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Sector rating

Company TP (Rs) Reco.
Ashok Leyland 185 Buy
Bajaj Auto 3,655 Hold
Balkrishna Industries 1,690 Sell
Bharat Forge 875 Buy
Eicher Motors 2,605 Hold
Endurance Tech 1,728 Buy
Hero MotoCorp 2,750 Buy
M&M 873 Hold
Maruti Suzuki 7,740 Hold
Minda Industries 1,210 Buy
Minda Corporation 285 Buy
Motherson Sumi Wiring 85 Buy
Sona BLW 725 Buy
TVS Motor 695 Hold
Varroc Engineering 350 Hold
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RM inflation — Worst is behind?

On 22 May 2002, the Central government announced various measures to curb
inflation and to lower inflationary expectations. Key among those are 1) imposing
export duties - 15% on steel products and 50% on iron ore, which we believe
should cool off domestic steel prices (Exhibit 2); 2) Central & many state
governments have reduced taxes on fuel by 7-10%. As inflation poses a major risk
to economic growth, RBI too has increased interest rates this month. The auto
sector has been reeling under significant commodity cost pressures over the last 2
years, evident from the 40-100% surge in key commodities prices during the
period. Thus, lower metal prices should benefit the entire auto space. Further, the
fuel price cuts too would be incrementally positive for CV players, as freight
operators would see an improvement in their profitability. We reiterate BUY on
Ashok Leyland (see our detailed upgrade note) after a strong Q4 — we have
upgraded our FY23E/24E EBITDA by 20%/24%. These steps would also benefit
Maruti, Hero, and Tata Motors (India), which have the highest sensitivity to RM
prices. We also remain positive on Minda Ind, Sona Comstar, Endurance
Technologies, and Bharat Forge.

Gross margin to benefit: A 40-100% rise in key commodity prices over last 2 years
led to OEMSs’ operating margins contracting 200-350bps, despite the several price
hikes taken by all players. Once the export duties and other measures announced by
the central government to lower commodity prices come into effect, we believe, the
worst of RM pressures would be behind us. We believe, a 10% correction in steel
prices (~45% of the total commodity cost for OEMs) would enable 125-175bps
expansion in gross margins of OEM players (See Exhibit 1). Major auto ancillaries too
would benefit from the anticipated cooling off in commodity prices.

Demand scenario positive for MHCVs & PVs: MHCVs are seeing robust retail sales
momentum, especially in the bus and large haulage segments, as the industry
recovers from a deep cyclical downturn (industry volumes have declined ~60% from
the FY19 peak). Channel inventory remains low and consequently, discounts are at
the lowest level in the last 3 years. The recent fuel price cut should aid the
replacement cycle (currently at 8-9 years vs. 4-5 years historically). The demand
momentum for passenger vehicles (PVs) remains healthy and with improving
availability of semiconductors, OEMs should be able to ramp up production to
service their strong order books. SUVs continue to outperform the overall growth in
PVs. ICE two-wheeler (2W) demand has improved sequentially, but remains much
below FY19 peak level, given frequent price hikes by original equipment
manufacturers (OEMs), all-time high fuel prices, and increased traction for EVs.

Sector view: We remain positive on the CV space, as the industry recovers from deep
cyclical downturn and would further benefit from the correction in commodity costs
and fuel prices. We recommend BUY on Ashok Leyland (TP: Rs 185). Maruti (HOLD;
TP: Rs 7,740), Hero (BUY; TP: Rs 2,750) & Tata Motors (NR) should also benefit given
their high sensitivity to RM costs. We also see major auto ancillaries benefiting from
cool off in commodity inflation. We remain positive on Minda Ind (BUY; TP: Rs
1,210), Sona Comstar (BUY; TP: Rs 725), Endurance Tech (BUY; TP: Rs 1,728), and
Bharat Forge (BUY; TP: Rs 875).

Investors are advised to refer disclosures made at the end of the research report.
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Assuming a 10% correction in steel
prices on the back of the export
duty announced and other
government measures, domestic
steel prices will be back to 4Q FY21
levels.

Exhibit 1: A 10% fall in steel prices should expand gross margins by 125-175bps

Ashok Leyland FY21 FY22
RM as % of sales 75 77
of which is commodities 50% 50%
of which is steel 45% 45%
Steel price fall expected 10% 10%
Gross margin expansion (bps) 168 174
Maruti Suzuki FY21 FY22
RM as % of sales 72 75
of which is commodities 45% 45%
of which is steel 40% 40%
Steel price fall expected 10% 10%
Gross margin expansion (bps) 130 135
Hero Motocorp FY21 FY22
RM as % of sales 71 71
of which is commodities 45% 45%
of which is steel 40% 40%
Steel price fall expected 10% 10%
Gross margin expansion (bps) 127 128
Source: Company, Systematix Institutional Research
Exhibit 2: Domestic Steel price trend; expect prices to cool off
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Exhibit 3: Global commodity prices have cooled off vs. 4QFY22; Steel spot prices near 4QFY21 levels (lower 16% / 7% vs. 1Q/4QFY22)

Source: Company, Systematix Institutional Research

4QFY21 1QFY22 2QFY22 3QFY22 4QFY22 Spot prices vs. 1QFY22 vs. 4QFY22
HRC Steel (USS/ton) 730 877 887 804 786 734 -16% -7%
Aluminium (USS$/ton) 2,094 2,397 2,644 2,755 3,250 2,964 24% -9%
Lead (USS/ton) 2,011 2,127 2,331 2,322 2,325 2,160 2% -7%
Copper (USS/ton) 8,480 9,682 9,382 9,692 9,992 9,477 -2% -5%
Palladium (USS/ounce) 2,400 2,785 2,478 1,944 2,330 1,987 -29% -15%
Platinum (USS/ounce) 1,156 1,182 1,026 1,000 1,029 956 -19% -7%

Source: Company, Systematix Institutional Research
Exhibit 4: Valuation summary
Companies CcmP Reco FDEPS (Rs) PE (x) EV/E (x) RoCE (%)
(Rs) FY23E FY24E FY23E FY24E FY23E FY24E FY23E FY24E

Ashok Leyland 137 BUY 4 7 26 16 17 12 16 23
Bajaj Auto 3,843 HOLD 165 186 23 21 17 15 23 26
Balkrishna 2,153 SELL 70 77 31 28 20 17 18 18
Bharat Forge 685 BUY 31 38 22 18 15 12 15 17
Eicher Motors 2,742 HOLD 87 104 31 26 26 22 23 25
Endurance 1,288 BUY 49 66 26 20 13 10 20 23
Hero MotoCorp 2,662 BUY 143 166 19 16 11 10 23 25
Mah & Mah 930 HOLD 42 42 14 14 14 12 14 13
Maruti Suzuki 7,900 HOLD 232 289 34 27 20 15 15 18
Minda Corp 206 BUY 10 14 20 15 10 8 19 21
Minda Ind 865 BUY 21 28 41 31 21 16 23 30
MSWIL 63 BUY 2 32 28 22 18 52 42
Sona Comstar 562 BUY 13 66 43 42 28 27 33
TVS Motor 703 HOLD 25 31 28 23 15 13 23 23
Varroc 361 HOLD 8 13 46 27 9 7 4 8
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I.  ANALYST CERTIFICATION

I, Ronak Sarda, Poorvi Banka; hereby certify that (1) views expressed in this research report accurately reflect my/our personal views about any or all of the subject securities or issuers
referred to in this research report, (2) no part of my/our compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this research
report by Systematix Shares and Stocks (India) Limited (SSSIL) or its group/associate companies, (3) reasonable care is taken to achieve and maintain independence and objectivity in
making any recommendations.

Disclosure of Interest Statement Update
Analyst holding in the stock No
Served as an officer, director or employee No

Il.  ISSUER SPECIFIC REGULATORY DISCLOSURES, unless specifically mentioned in point no. 9 below:
1. Theresearch analyst(s), SSSIL, associates or relatives do not have any financial interest in the company(ies) covered in this report.

2. The research analyst(s), SSSIL, associates or relatives collectively do not hold more than 1% of the securities of the company(ies) covered in this report as of the end of the
month immediately preceding the distribution of the research report.

3. Theresearch analyst(s), SSSIL, associates or relatives did not have any other material conflict of interest at the time of publication of this research report.

4. The research analyst, SSSIL and its associates have not received compensation for investment banking or merchant banking or brokerage services or any other products or
services from the company(ies) covered in this report in the past twelve months.

5. Theresearch analyst, SSSIL or its associates have not managed or co-managed a private or public offering of securities for the company(ies) covered in this report in the previous
twelve months.

6. SSSIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party in connection with this research
report.

7. Theresearch analyst has not served as an officer, director or employee of the company(ies) covered in this research report.
8. The research analyst and SSSIL have not been engaged in market making activity for the company(ies) covered in this research report.

9. Details of SSSIL, research analyst and its associates pertaining to the companies covered in this research report:

I\S‘; Particulars Y;;'/
1 Whether compensation was received from the company(ies) covered in the research report in the past 12 months for investment banking transaction by SSSIL. No
2 Whether research analyst, SSSIL or its associates and relatives collectively hold more than 1% of the company(ies) covered in the research report. No
3 Whether compensation has been received by SSSIL or its associates from the company(ies) covered in the research report. No
4 Whether SSSIL or its affiliates have managed or co-managed a private or public offering of securities for the company(ies) covered in the research report in the No

previous twelve months.
5 Whether research analyst, SSSIL or associates have received compensation for investment banking or merchant banking or brokerage services or any other No

products or services from the company(ies) covered in the research report in the last twelve months.

10. There is no material disciplinary action taken by any regulatory authority that impacts the equity research analysis activities.
STOCK RATINGS

BUY (B): The stock's total return is expected to exceed 15% over the next 12 months.

HOLD (H): The stock's total return is expected to be within -15% to +15% over the next 12 months.

SELL (S): The stock's total return is expected to give negative returns of more than 15% over the next 12 months.
NOT RATED (NR): The analyst has no recommendation on the stock under review.

INDUSTRY VIEWS

ATTRACTIVE (AT): Fundamentals/valuations of the sector are expected to be attractive over the next 12-18 months.
NEUTRAL (NL): Fundamentals/valuations of the sector are expected to neither improve nor deteriorate over the next 12-18 months.
CAUTIOUS (CS): Fundamentals/valuations of the sector are expected to deteriorate over the next 12-18 months.

. DISCLAIMER

The information and opinions contained herein have been compiled or arrived at based on the information obtained in good faith from sources believed to be reliable. Such information
has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy completeness or correctness.

This document is for information purposes only. This report is based on information that we consider reliable; we do not represent that it is accurate or complete and one should exercise
due caution while acting on it. Description of any company(ies) or its/their securities mentioned herein are not complete and this document is not and should not be construed as an
offer or solicitation of an offer to buy or sell any securities or other financial instruments. Past performance is not a guide for future performance, future returns are not guaranteed and
a loss of original capital may occur. All opinions, projections and estimates constitute the judgment of the author as on the date of the report and these, plus any other information
contained in the report, are subject to change without notice. Prices and availability of financial instruments are also subject to change without notice. This report is intended for
distribution to institutional investors.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity that is a citizen or resident or located in any
locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject to SSSIL or
its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently sent or has reached any individual in such country, especially USA, the same
may be ignored and brought to the attention of the sender. Neither this document nor any copy of it may be taken or transmitted into the United States (to U.S. persons), Canada, or
Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. Any unauthorized use, duplication,
redistribution or disclosure of this report including, but not limited to, redistribution by electronic mail, posting of the report on a website or page, and/or providing to a third party a link,
is prohibited by law and will result in prosecution. The information contained in the report is intended solely for the recipient and may not be further distributed by the recipient to any
third party.
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SSSIL generally prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of any
companies that the analysts cover. Additionally, SSSIL generally prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory board member of
any companies that they cover. Our salespeople, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that
reflect opinions that are contrary to the opinions expressed herein. Our proprietary trading and investing businesses may make investment decisions that are inconsistent with the
recommendations expressed herein. The views expressed in this research report reflect the personal views of the analyst(s) about the subject securities or issues and no part of the
compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations and views expressed by research analyst(s) in this report. The
compensation of the analyst who prepared this document is determined exclusively by SSSIL; however, compensation may relate to the revenues of the Systematix Group as a whole, of
which investment banking, sales and trading are a part. Research analysts and sales persons of SSSIL may provide important inputs to its affiliated company(ies).

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations which could have an adverse effect on their value or price or the income
derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies, effectively assume currency risk. SSSIL, its directors, analysts
or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on the basis of this report
including but not restricted to fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

SSSIL and its affiliates, officers, directors, and employees subject to the information given in the disclosures may: (a) from time to time, have long or short positions in, and buy or sell, the
securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation (financial interest)
or act as a market maker in the financial instruments of the company (ies) discussed herein or act as advisor or lender / borrower to such company (ies) or have other potential material
conflict of interest with respect to any recommendation and related information and opinions. The views expressed are those of the analyst and the company may or may not subscribe
to the views expressed therein.

SSSIL, its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness,
merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall SSSIL, any of its affiliates or any third
party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. The company accepts no liability whatsoever for the actions of
third parties. The report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to website material of the company, the
company has not reviewed the linked site. Accessing such website or following such link through the report or the website of the company shall be at your own risk and the company
shall have no liability arising out of, or in connection with, any such referenced website.

SSSIL will not be liable for any delay or any other interruption which may occur in presenting the data due to any technical glitch to present the data. In no event shall SSSIL be liable for
any damages, including without limitation, direct or indirect, special, incidental, or consequential damages, losses or expenses arising in connection with the data presented by SSSIL
through this presentation.

SSSIL or any of its other group companies or associates will not be responsible for any decisions taken on the basis of this report. Investors are advised to consult their investment
and tax consultants before taking any investment decisions based on this report.
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