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Macro Environment




GDP growth projected at 7.5% in FY2024 and 6.4% in FY2025 @ s

Exhibit: Trend in GDP over the years
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Source: ICRA Research, RE: Revised Estimates; PE: Provisional Estimates; P: Projected; Source: NSO, ICRA Research



Tepid rural demand likely to spill over into early-FY2025 @ s

Exhibit: YoY trends in advance estimates of kharif crop production in 2023- Exhibit: YoY trends in advance estimates of rabi crop production in 2023-24
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ICRA

CPI inflation to soften but persist above MPC’s 4.0% target
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Exhibit: Trend in Repo, MSF, Reverse Repo, CRR and SDF over the years
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Industry




Passenger Vehicle | Alternate powertrain contribution gradually increasing)

Exhibit: ICRA’s estimate of powertrain mix in passenger vehicles in India
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Proportion of CNG, EVs and hybrids is likely to materially increase over the next 3-4 years

Source: ICRA Research



Passenger Vehicle | Inventory levels across dealerships at all-time high @ o

Exhibit: Trend in inventory level of PV across dealerships (In days)
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Despite strong retails, the inventory levels in the industry remain high to 55-58 days (as of December 2023 end).

Source: FADA, ICRA Research



Passenger Vehicle | Luxury car segment poised for robust growth B

Exhibit: Trend in luxury car sales
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Passenger Vehicle | Key demand drivers remain favourable @ ICRA

Exhibit: Key demand drivers for industry

= Hike in vehicle prices and lending rates have increased cost of
ownership

COST OF OWNERSHIP NEUTRAL

NEW MODEL LAUNCHES FAVOURABLE = Multiple product launches, especially in the UV segment

DISPOSABLE INCOME FAVOURABLE ®" |mprovement in economic activity has supported demand

= Evolving regulatory standards may mandate increase in vehicle prices,

NEUTRAL even as they may support replacement demand

REGULATIONS

SEMICONDUCTOR SUPPLY

Source: ICRA Research

= Semicondutor supplies are stable

AL = Backlog is restricted to certain OEMs owing production constraints
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Passenger Vehicle | Outlook @ ICRA

Exhibit: PV industry market — Growth estimates
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Two-wheeler | Significant rise in cost of ownership constrained demand )

Exhibit: Trend in on-road prices of 2W
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Material increase in vehicle cost coupled with hike in petrol prices led to spike in cost of ownership

Source: SIAM, ICRA Research



Two-wheeler | Premiumisation trend gathering pace @ s

Exhibit: Trend in recovery of entry-level, commuter, premium motorcycles and scooter segments (as a percentage of FY2019 volumes)
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Two-wheeler | Moderate penetration provides scope for growth @ s

|
Exhibit: Comparison of per capita incomes and 2W penetration Exhibit: Trend in Two-wheeler Penetration
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Structural demand drivers (rising per capita income, urbanization, financing availability) remain favourable

Source: World Economic Forum, SIAM, ICRA Research



Two-wheeler | Gradual recovery to pre-pandemic high to continue B

Exhibit: Key demand drivers for industry

FINANCING = Improving 2W financing penetration aiding retail sales, even as repo
NEUTRAL .
ENVIRONMENT rate has increased
COST OF OWNERSHIP ﬂ NEUTRAL = Commodity price softening to limit price hikes
SUPPLY CHAIN ISSUES Q NEUTRAL = Semiconductor chip supplies remain stable
= Channel check indicates improvement in rural demand; Impact of
HELHAL IR MEAL uneven monsoon precipitation on farm cash flows monitorable
ECONOMIC OUTLOOK FAVOURABLE = Government and private capex to support economic
2 growth/disposable incomes

Source: ICRA Research



Two-wheeler | Outlook

Exhibit: PV industry market — growth estimates

@ s
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Commercial Vehicle | Replacement demand to support M&HCV sales @ s

Exhibit: Trend in domestic M&HCV population and average age
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m As per ICRA estimates, average age of M&HCVs increased to ~10 years in FY2023, the highest in past two decades

Source: SIAM, ICRA Research



Commercial Vehicle | Increasing preference for heavier trucks @ s

Exhibit: Comparison of YoY growth in volumes and tonnage of M&HCV (Trucks)
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Exhibit: Trend in average tonnage per truck (M&HCV) in India
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Commercial Vehicle | Road construction progress remains healthy @ s

Exhibit : MoRTH Annual Execution
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Road construction progress expected to pick up ahead of the general elections and support demand

Source: ICRA research, MoRTH, NHAI



Commercial Vehicle | Delinquency trends steady @ s

Delinquencies for both new and used CV portfolio remained steady in Q2 FY2024 at 4.9% and 6.0%, respectively.
Exhibit: Trend in delinquency levels (for 90+ dpd) in CV segment
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Commercial Vehicle | Key demand drivers continue to be supportive B

Exhibit: Key demand drivers for industry

FAVOURABLE " |mprovement in economic activity to support demand

ECONOMIC OUTLOOK

= Projects in transportation segment witnessing increased traction aided

INFRASTRUCTURE FAVOURABLE by healthy push by the Government

Freight availability remains healthy supported by the uptick in economic
FREIGHT FAVOURABLE g

activity
REGULATIONS FAVOURABLE = Regulations such as scrappage policy and push towards cleaner vehicles

driving replacement demand

NEUTRAL = Repo rate hikes have led to increase in cost of ownership

iCHONCNENE

e COST OF OWNERSHIP
>

Source: ICRA Research



Commercial Vehicle | Sales exposed to impact of model code of conduct

Exhibit: CV domestic sales comparison over the last few elections.
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Commercial Vehicle | Outlook

Exhibit: Segment-wise growth estimates

M&HCV
gl (trucks) 49%
DO0
\ LCV 15%
¢ (trucks)

64%
Buses

Source: SIAM, ICRA Research

40%

23%

160%

3% to 6%

-1% to -4%

18% to 21%

FY2025E

-4% to -7%

-5% to -8%

2% to 5%

@ s

Near-term Growth Drivers/Challenges

= Steady economic environment
= Replacement demand

= Pick-up in construction, mining activities

= Steady economic environment
=  Cannibalization from e3Ws
=  Slowdown in ecommerce

= High base effect

= Mandatory scrapping of older
Government Vehicles

= Replacement demand



Commercial Vehicle | Outlook @ ICRA

Exhibit: Domestic CV industry growth

1,200,000 34% 40%
26% 30%
1,000,000
20%
800,000 10%
2% to 5% 0
600,000 -4% to -7% 0%
-10%
400,000
-20%
200,000
-30%
- . . . -40%
FY2017 FY2018 FY2019 FY2020 FY2021 FY2022 FY2023 FY2024P FY2025P

e Domestic CV Industry Sales YoY Growth (%)
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Multiple alternate powertrain options available for lowering emission @ ICRA

Exhibit: Alternate powertrain options

Electric and hybrid CNG vehicles Vehicles running on Hydrogen-powered
vehicles biofuels (flex fuel and vehicles
ethanol blending)

Source: ICRA Research



Confluence of factors to support EV adoption over the medium term B

Exhibit: Key Growth Drivers for Electrification across All Segments
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Penetration across segments to increase exponentially B o

Exhibit: Trend in electrification across all segments
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Electric Vehicle I Profitability for EV OEMs expected to take time B o

Exhibit: Key factors which will determine profitability
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Uncertainty regarding the continuation of FAME Il beyond FY2024 still continues

Ramp-up in volumes would aid in reducing material cost through vendor
renegotiation/discounts

Battery constitutes ~35-40% of the overall vehicle cost; battery cost expected to
gradually decline

Enhanced localisation levels likely to aid in bringing down cost of production

OEMs continue to work on various value engineering initiatives to aid profitability

Timely fund raise to support the capital structure/competitiveness of start-up players remain key

Source: ICRA Research



CNG vehicles will continue to gain traction B o

Exhibit: Alternate powertrain options
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Favourable Improving fueling New model launches Reduced emission
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economics meeting CAFE
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Source: ICRA Research



Meaningful adoption of flex fuel vehicles still some time away B o

Exhibit: Challenges with adoption of flex fuel vehicles

Significant technology and design
changes will be required. Further,
ethanol availability will have to ramp
up substantially.

Source: ICRA Research

Running cost of flex fuel-based
vehicles will be higher by ~30%
compared to gasoline vehicles
owing to lower fuel efficiency.

Limited flex fuel models are
available at present.




Hydrogen fuel adoption is still at a nascent stage

Limited infrastructure

\_

While hydrogen is available in
abundance, refueling time is fairly
quick and range is comparable to ICE
vehicles, lack of availability of
adequate hydrogen refueling stations
currently makes it inconvenient for
users compared to traditional gasoline
or diesel vehicles.

)

Relatively higher production cost

While not much land is required for
production compared to biofuels,
hydrogen production is expensive at
Rs. 300/kg. Reducing this cost is vital
for making hydrogen vehicles more
economically viable.

Challenges on safety and storage

-~

-

Hydrogen is highly flammable and
requires careful handling and storage.
This is one of the key challenges
currently for mass adoption of
hydrogen-powered vehicles, and
establishing protocols for safe storage,
usage and transportation of hydrogen
is critical.

~

J

Key challenges for adoption of hydrogen-powered vehicles

Source: ICRA Research
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Europe vehicle registrations expected to report muted growth in @ s
CY2024

I
Exhibit: Quarterly PV Registration Trend in Europe Exhibit: Quarterly HCV Registration Trend in Europe
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Europe PV registrations for CY2023 grew by 14% on YoY basis because of the low base in CY2022. However, growth has slowed down in Q4 CY2023 to 5% on YoY
basis and is expected to remain tepid in CY2024, impacted by the economic gloom and geopolitical tensions.

HCV registrations in Europe grew by 25% on YoY basis in CY2023. While YoY growth remained healthy in Q4 CY2023 as well at 15%, it was lower than the previous
quarters. HCV registration growth is also expected to slow down in CY2024.

Source: Bloomberg, ICRA Research



Weak consumer sentiments remain a headwind in the US as well @ ICRA

Exhibit: US Class 8 Truck Retail Sales - Quarterly Trend Exhibit: US Passenger Vehicle Retail Sales
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Exhibit: US Class 8 Truck Order Book US light vehicle sales witnessed a 12.5% YoY growth for CY2023.

However, it is expected to go back to pre-Covid levels only over the
60,000 medium term.
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Source: Bloomberg, ICRA Research



Several factors to drive growth for Indian auto component exports

Supplies to new
platforms because of
vendor
diversification
initiatives by global
OEMs

Source: ICRA Research

Increase in value
addition and higher
content per vehicle

driven by
premiumisation of
components

Increase in
outsourcing by global
Tier-Is and OEMs

Higher aftermarket
potential in global
markets with ageing
of vehicles and
increased sale of
used vehicles

B o



Multiple favourable factors point to healthy replacement demand B o

Exhibit: Aftermarket Revenue Drivers

Increased Reduced imports, Deeper Better awareness
mobility and lower offtake from penetration in among consumers
higher freight unorganised segment rural/semi-urban about vehicle safety

movement and growth in regions and importance of
proportion of periodic

branded parts maintenance

Source: ICRA Research



Moderate revenue growth expectations for FY2025

Exhibit: ICRA’s Outlook for the Indian Auto Component Industry for FY2024 and FY2025
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ICRA expects the auto component industry’s revenues to grow at 9-11% in FY2024 and 5-7% in FY2025. While demand is expected to remain stable,

increasing premiumisation, changes in regulatory norms and higher localisation resulting in higher content per vehicle, will also translate into growth for auto

component suppliers.

Source: ICRA Research



Emerging trends to drive growth for ancillaries over the medium term @ ICRA

Exhibit: Medium-Term Revenue Drivers
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All of these would result in higher content per vehicle and translate into healthy revenue growth for auto ancillaries over the medium term.

Source: ICRA Research
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Only 30-40% of the EV supply chain is currently localised @ ICRA

Exhibit: Extent of Localisation of EV Components
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Battery cell, which is high on technology and capital intensity, is
still only imported.
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Chassis components need the least technology upgradation and
Battery cell are manufactured locally

Source: ICRA Research



Several factors to aid increase in revenues from EV components B o

Exhibit: Supporting Factors for Growth in EV Component Revenues for Auto Ancillaries over the Medium Term
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Higher complexity and Increase in electric Localisation of Export opportunities
usage of advanced vehicle components which are could arise once
technology penetration/volumes currently imported technology expertise
components to aid in is proven

higher content per
vehicle

Source: ICRA Research



E-2W and e-PV components to lead electrification for ancillaries @ ICRA

Exhibit: Potential Market Size of Key Component Segments for E-2Ws and E-PVs
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Source: ICRA Research



Alternative revenue streams to compensate for the potential revenue @ ICRA
loss

..................................................................... > ( @ \ = Supply of components to industrial applications, aerospace, Defence,
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Industry to benefit from stable demand and higher content per vehicle @
over the medium term

I
Exhibit: Annual Revenue Forecast for ICRA’s Sample Set Exhibit: Operating Margin Forecast for ICRA’s Sample Set
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Margins for FY2024 are likely to benefit from operating leverage, with easing of cost pressures on YoY basis and improvement in supply-chain

@ scenario. FY2025 margins would further benefit from operating leverage, higher content per vehicle and value addition. However, margins for
net importers could be impacted by the forex volatility.

Source: ICRA Research, Ace Equity; Based on 46 large auto ancillaries with aggregate annual revenues of ~Rs 2,70,000 crore in FY2023



Commodity index has moderated, yet to reach pre-pandemic levels
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Exhibit: Trend in Bloomberg Commodity Index and Bloomberg Energy Index
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Source: Bloomberg, ICRA Research



Other initiatives by auto ancillaries to also support margins going forward §)

Exhibit: Key Cost Optimisation Measures
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Source: ICRA Research



Increase in freight rate remains a headwind
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Exhibit: Trend in Freight Cost per 40-inch Container ($)
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E Container rates have jumped up by 2-3x in Jan 2024 because of the Red Sea Crisis, while shipping time has also increased by ~2 weeks. Given

that close to two-third of auto component exports are to North America and Europe, and one-third of imports is from the two regions,
increase in freight could have a bearing on margins.

Source: Drewry, ICRA Research



Coverage indicators to remain comfortable across most auto ancillaries @

I
Exhibit: Trend in Return on Capital Employed (RoCE) for ICRA’s Sample Set Exhibit: Trend in Total Debt/OPBITDA for ICRA’s Sample Set
20% 18.8% 1.8
17.4%
18%
° 16.1% 1.6 >
16% 14 : 13
14% 12 11
12%
1.0 0.9
10%
0.8
8%
6% 0.6
4% 0.4
2% 0.2
0% T T 1 0.0 T T T 1
FY2020 FY2021 FY2022 FY2023 FY2024P FY2025P FY2020 FY2021 FY2022 FY2023 FY2024P FY2025P

Liquidity position remains comfortable, especially across tier-l and tier-Il players.

ICRA expects coverage metrics for the sector to remain comfortable going forward as well, aided by healthy accruals and relatively low
incremental debt funding.

Source: ICRA Research, Ace Equity; Based on 46 large auto ancillaries with aggregate annual revenues of ~Rs 2,70,000 crore in FY2023



Capacity enhancements and technological developments drive capex @ ICRA
upcycle

Exhibit: Capex (as % of sales) for ICRA’s Sample of Large Auto Ancillaries
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Source: ICRA Research, Ace Equity; Based on 46 large auto ancillaries with aggregate annual revenues of ~Rs 2,70,000 crore in FY2023
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Most rated auto ancillaries in investment grade, reflecting healthy B o
credit profiles

Exhibit: ICRA’s Ratings in the Auto Component Industry Exhibit: Rating Movement in ICRA’s Portfolio of Auto Component

Companies
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Source: ICRA Research; as on Feb 21, 2024, and does not include INC cases
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Contact Number
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Senior Vice-President and Group Head

shamsherd@icraindia.com

0124 — 4545 328

Rohan Gupta Vice-President and Sector Head rohan.kanwar@icraindia.com 0124 — 4545 808
Chennai

K Srikumar Senior Vice-President and Co-Group Head ksrikumar@icraindia.com 044 — 4596 4318
Vinutaa S Vice-President and Sector Head vinutaa.s@icraindia.com 044 — 4596 4305
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Kinjal Shah Senior Vice-President and Co-Group Head kinjal.shah@icraindia.com 022 -6114 3442
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Business Development/Media Contact Details

I
Name Designation Email Contact Number
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Vipin Saboo Head Business Development — Corporate Sector - West & East vipin.saboo@icraindia.com 022-61693348
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