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Key messages

e Auto OEM volumes to dip to decadal lows in FY21; recovery expected in FY22 as consumer sentiment and GDP improves
m Buyers to be less prone to taking loans, replacement likely to be postponed- impacting passenger vehicles (PV) and commercial vehicles (CV)
m PV retail sales most vulnerable- since major buying regions have high COVID case load

m Urban income sentiments muted, some respite from rural side- providing cushion to tractor and two-wheeler sales

e Component revenue growth to decline 16% in FY21 (-11% in FY20) with all segments impacted; 22% growth expected in FY22
m OEM segment (62% of component sales) to witness sharp de-growth for second year in a row in FY21; CV segment to lead recovery in FY22

m Exports (20% of component sales) to show sharp contraction with ~50% exports to countries deeply impacted by the pandemic; recovery in FY22 to
be supported by OEMs and replacement demand in key markets
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m Replacement market to register de-growth due to lower vehicle movement- personal and commercial; demand to stabilize in FY22

e Credit quality to remain ‘moderately negative’ in near term; to be stable thereafter
m Operating profitability to moderate by ~200-250 basis points (bps) resulting in ~30-35% EBITDA drop in FY21
m Cushion in balance sheets being tested; players with segmental concentration, especially to CVs, may face higher credit pressure

m Credit pressures seen abating over medium term as demand rebounds
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Automotive sector — demand pressures exacerbate
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Compared to earlier downturns, current slowdown is deeper- supply as well as demand hit

Recovery across most segments to take twice the amount of time
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Demand sentiments to remain weak for second year in row; reversal in FY22
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25 clusters account for 70% of COVID cases, retail sales in these regions to be sluggish

More than one-fourth of PV demand comes from these 25 clusters, tractors expected to be least impacted

Share of 25 clusters in Pan India retail sales
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Urban income sentiments to be muted, some respite from rural India

Severe deviation in FY21 from decadal revenue growth, for sectors that account ~80% of employee cost, to keep urban income growth muted

Analysis for around 26,000 companies which account for Rs 7 lakh crore in employee cost
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Higher cost of acquisition to further hurt PVs and 2Ws; Axle norm to hinder CV demand
despite being buoyed by inventory buildup

18-20% increase in cumulative cost of acquisition for TWs and PVs between FY19-21
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CVs to have second year of near 30% sales erosion in FY21, expected to

pounce back in FY22
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All segments of auto-component demand to remain weak in FY21, no respite even
for diversified firms, recovery expected in FY22
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CRISIL’s coverage, rated portfolio trends and credit
outlook on automotive component suppliers
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CRISIL has extensive coverage of Indian automotive industry

® CRISIL has ratings on over 300 component manufacturers across sub-segments

® CRISILU's rated portfolio accounts for ~35-40% of sector
® CRISIL also has ratings on 12 OEMs and more than 400 automotive dealers as well

Diversified across OE segments Diversified across product segments

20% ;::
a g
27%
= 2W Suppliers m 3W, Tractors and others = CV Suppliers
Diversified = Exporters PV Suppliers » Body parts & Chassis = Electrical m Engine = Others = Suspension = Transmission

Above represents distribution of ~300 companies rated by CRISIL as of March 31, 2020
Source: CRISIL Ratings
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Sector’s low operating leverage to help moderate margin decline;

however, sharp fall seen in absolute profits

Over 80% of cost structure is variable, with material cost (completely pass through) alone accounting for 60-65%.

~30-35% of workforce is contractual, offering flexibility in managing employee costs
Some marginal benefit to accrue on account of higher value of BS VI components

Despite high share of variable costs, sharp demand contraction for two consecutive years to impact overall margins by at least
~200-250 bps in FY21; also ~30-35% absolute EBITDA erosion in FY21.
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Low utilisations to lead to curtailed capital spend until FY22; working
capital to witness limited stretch, remain under control

Capital spends to be curtailed; as demand slowdown to keep utilisation levels moderate

For companies with consistent data from FY08

Working capital levels to remain largely under control
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Credit metrics to moderate in FY21 and recover from FY22; pruned
capex will ensure moderate impact on gearing

Pruned capex and limited stretch in working capital to help sustain capital structure
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However, credit metrics to be impacted in FY21; gradual e Revenue and margin decline will impact credit metrics in
recovery thereafter : :
FY21,; leverage though will remain adequate as players
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Credit outlook to remain moderately negative in FY21

® Depth of COVID-19 led slowdown renders diversity irrelevant.; also cushion in balance sheets seeing coming under stress
following back-to-back double digit revenue decline

® Credit metrics will face steeper pressure in case of suppliers with concentration to CV OEMs and exporters of CV

components

® Suppliers to two-wheeler and PV will see cash-flow pressures easing as volume gradually pick up from Q3 of FY21

© 2020 CRISIL Ltd. All rights reserved.

® Demand revival to lead to improved credit metrics in FY22
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Thank you

To view CRISIL's latest insights on the impact
of Covid-19 across different businesses and
sectors, visit our website www.crisil.com

For additional queries or feedback, please reach out to:

Saman Khan | +91 95 940 60612 | saman.khan@crisil.com
Hiral Jani Vasani | +91 982003 9681 | hiral.vasani@crisil.com
Naireen Anmed | +91 90 040 84769 | naireen.ahmed@crisil.com
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Disclaimer:
CRISIL Research, a division of CRISIL Limited (“CRISIL”), has taken reasonable care and caution in preparing this report (“Report”) based on the information obtained by CRISIL from sources which it considers reliable (“Data”). However,

CRISIL does not guarantee the accuracy, adequacy or completeness of the Data or Report and is not responsible for any errors or omissions or for the results obtained from the use of Data or Report. The Report is hot a recommendation or
advice to invest or disinvest in any company or buy, sell or hold any instruments or securities issued by any entity whether covered or not in the Report and no part of the Report should be construed as an as an expert advice, investment
advice or any form of investment banking. CRISIL especially states that it has no liability whatsoever, financial or otherwise, to the subscribers/ users/ transmitters/ distributors of this Report. CRISIL Research operates independently of, and
does not have access to information obtained by CRISIL’s Ratings Division or CRISIL Risk and Infrastructure Solutions Limited (“CRIS”), which may, in their regular operations, obtain information of a confidential nature. The views
expressed in the Report are that of CRISIL Research and not of CRISIL’s Ratings Division / CRIS. The Report is confidential to the client. No part of this Report may be distributed, copied, reproduced or published (together, “Redistribute”)
without CRISIL’s prior written consent, other than as permitted under a formal Agreement (if any) in place between the client and CRISIL. Where CRISIL gives such consent, the Client shall ensure that the recipient so permitted is
responsible to ensure compliance with all applicable laws and regulations with respect to any such Redistribution. Without limiting the generality of the foregoing, nothing in the Report is to be construed as CRISIL providing or intending to
provide any services in jurisdictions where CRISIL does not have the necessary permission and/or registration to carry out its business activities in this regard. The Client will be responsible for ensuring compliances and any consequences

© 2020 CRISIL Ltd. All rights reserved.

of non-compliances for use and access of the Report or part thereof outside India.

The purpose and use of the Report must only be as per the proposal shared by CRISIL, or letter of engagement or formal agreement in place between the client and CRISIL,
as applicable. CRISIL, its affiliates or their personnel may also have other commercial transactions with the Company.
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