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Noticed the recent headlines? For ex, an article in Mint 
says, ‘Rampant shortage in auto parts is hitting sales of 
auto companies’. What’s going on?

Essentially, the surge in auto demand since Sep or so last 
year, has caught even the entire sector by surprise, the 
OEMs and by extension, their suppliers. We think this is 
good for the ancillary sector. The OEMs need the parts 
makers to keep pace with demand, which means 
somewhat better bargaining power for the ancillary 
sector.

A QUICK LOOKBACK

Auto ancillaries? Really?– If you are a smart investor, you 
could be saying that. 

Auto ancillaries are terrible investments at most times, 
whatever be the trend in the overall market. In terms of 
investment attractiveness, the sector would rank about as 
good or bad the textile sector, or sugar, or a Birla group 
company, or maybe even worse. In other words, if you 
would ask us, what’s worse than an auto ancillary stock, we 
may be hard put to answer. 

Most auto ancillary stocks would fail the Porters model 
comprehensively. They have neither any control over raw 
material cost, and very little bargaining power with 
customers. They have no ability to influence demand directly 
either. 

This normally shows up in their stock performance. When,
between 2005 and ‘07, Indian equity markets had their best-
ever rally, the sector underperformed the market. Quite a few 
auto ancillary stocks perhaps ended 2007 at prices lower 
than what they were trading at in 2005. 

Back on charts – Despite all the drawbacks, auto ancillary 
sector has done well over the last few months, particularly 
since Sep09, when the auto demand revived strongly. In fact, 
ET Auto Ancillary Index is up about 58 percent over last 1 
year, as against  around 10% for the Sensex. In the ET 
bouquet, it is among the top 5 sectors over the last one year.

So large was the underperformance in the 2005-07 period, 
that while auto stocks, or most other stocks which are doing 
well in this market are back to their all time highs, ancillary 
stocks remain far away from their all time highs, which were 
largely attained around 2005. This means, while these stocks 
have recovered some ground, many of them still retain a lot 
of value.

One-Year Return

Sensex 10.1

Nifty 15.7
Top Sectoral indices

ET Automobiles 65.8

ET Consumer Durable 65.1

ET Pharma 58.7

ET Auto-Ancillaries 57.7

ET Infotech 53.4

ET FMCG 38.4

ET Banks 31.8

ET Retail 30.7

ET Media 28.1
(%)

Two factors – In FY10, auto ancillaries have benefited from 
a favourable environment, on both input and output front. 

OEMS are growing at 20-30%, in some cases even more. 
This has helped many, though not all, auto ancs post strong 
growth in FY10. For example, the companies in the table 
below show a clear jump up in FY10 sales. 

Annual Sales Growth Trend
Rane

Madras
Munjal 

Auto Ind
Shivam 

Auto
Sona 
Koyo

Pricol

200703 18.1 4.4 56.3 70.4 21.1

200803 6.1 -11.2 -4.2 17.1 10.2

200903 0.9 8.3 15.0 1.2 -4.5

201003 18.9 23.6 35.9 23.2 23.6

(% change)

And raw material prices have been easy, particularly in 
segments like tyres and batteries. Apollo Tyres, or say Exide 
and Amara Raja posted their best operating margins in 5 
years. 

EBITDA margin

Battery Cos Tyre Cos
Amara 
Raja

Exide M R F Apollo 
Tyres

200603 14.4 15.7 6.5 9.4

200703 15.1 15.9 8.3 9.6

200803 16.7 16.5 10.4 12.8

200903 13.2 15.8 9.3 8.4

201003 19.7 23.5 12.2 15.5

(%)
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Our Past Buy Calls – So far, the stocks we have been 
positive on are

Company Name Buy Date Buy Price 
(Rs)

Current 
Price (Rs)

Returns 
(%)

Apollo Tyres 19-Jan-10 57 68 19.1

Nifty 19-Jan-
10

5227 5019 -4.0

Amara Raja 
Batteries 

19-Feb-
10

150 163 8.6

Munjal Showa 19-Feb-
10

48 55 15.8

Swaraj Engines 19-Feb-
10

292 317 8.6

Nifty 19-Feb-
10

4881 5019 2.8

Exide 12-Mar-
10

110.1 122 10.8

Omax Autos 12-Mar-
10

53.8 51 -5.1

Nifty 12-Mar-
10

5133 5019 -2.2

The dates in column 2 above indicate when the Buy 
recommendation first came out, and the Nifty level on that 
data. The  last column mentions the price change as of now.

That the success rate looks rather high may be more a 
reflection of the fact that the sector is on a roll, rather than 
specific stock picking skills. There are several ancillary 
stocks we don’t cover, some of those could have done well. 
There are several others we cover (see tables on the last two 
pages), where we did not have a Buy. One or two of them 
have given good returns as well. With these due caveats, we 
look at the stocks mentioned in the above table.

Battery makers – Exide is the one auto ancillary we have 
always been positive on. This is because it is among the few
powerful brands in this sector. 
We moved Exide to a Hold after it rose around 10% from 
our Buy price, since our target price was getting closer. We 
expect another 10-15% upside from current level of Rs 120 
over a 12 month period, not much to enter afresh. For 
midcaps and smallcaps, unless we see a 40-50% upside 
going forward, we do not rate them a Buy. For largecaps, we 
think you can Buy even for a 20-25% upside, as long as 
downside is less than that. But Exide is a quality stock, if 
you get it at a good price, you can hold it for long periods. 
At prices close to Rs 100 (Rs 120 now), it is worth buying.

We had a Buy rating on Amara Raja, since we think battery 
is a large enough market to warrant two profitable 
companies. Amara Raja did sales of Rs 1467 crore, which is 
not small. We put a Buy on Amara Raja at Rs 150 in Feb, it 
went up to Rs 170 levels, is now back to Rs 162. At this 
level, we rate it a Hold, even though we think the stock 
could do up 25-30% from here. This is because unless we 
see strong gains (say 50% or more) we would rather not 
advise fresh entry for volatile madcap stocks. 

Tyre Cos – Tyre companies were on to a bumper year in 
FY10. We put a Buy on Apollo in Jan when it was Rs 57. It 
is now at Rs 68, up about 19%. We still positive due to low 

valuations, even though FY11 profits may be flat, or even 
marginally fall, if raw material prices hurt margins. Apollo, 
the sector leader in tyres in terms of sales, is cheap on most 
valuation parameters. Other tyre companies are also cheap. 
For example, MRF, generally regarded as a well run 
company, quotes at valuations similar to Apollo. We 
normally prefer sector leaders, so will stock to Apollo. We 
think Apollo has room for further upside.

Hero Honda Pack – By this, we mean companies which 
are part of the Munjal group, and exist largely to supply to 
Hero Honda. So far, we had looked at only one – Munjal 
Showa. This one supplies shock absorbers to Hero Honda. 
We gave a Buy reco on Munjal Showa, at a price of Rs 47 in 
our Feb round of recommendations. The scrip is now Rs 55, 
up 17 percent. 

We have looked at 2 more Munjal group companies this time 
around, and rate Munjal Auto as a Buy.

Omax hasn’t quite done well, its FY10 growth was in single 
digits, and perhaps the high D/E is a concern too.

LOOKING AHEAD

OEM growth remains strong - We don’t think the positive 
environment has run its course yet. On the demand side, 
OEMs continue to grow strongly, in almost all segments. 
While there have been fears that the car market could slow 
down, if interest rates were to head up to combat inflation. 
However, RBI continues to maintain its easy money policy 
so far. A good monsoon may prolong the easy money spell.

Raw material benign as well – There is ambiguity on future 
of raw material prices, given EU slowdown. Even China is 
trying to cool its economy, and Chinese metal demand is 
down lately. It is possible the slowdown could keep 
commodity prices low.

So vast parts of the auto ancillary sector could still be 
comfortable on raw material prices. The battery makers 
could face some pressure, their margins jumped as much as 
6-7 percentage points (or 600-700 basis points), current 
levels may not be sustainable for them. Similarly tyre 
companies could face some input price pressures

FY11 picks – There are several sub-segments within auto 
ancillary sector, and more than hundred listed auto anc 
stocks. So picking a stock is not easy. In this note, we 
present a selection of ancillaries that we have looked at, and 
the stocks we favour amongst them. We have not looked at 
all ancillaries, there are too many. We could have missed a 
few good ones. 

The table below has a few scrips which we think represent 
safe investments for retail investors. Two of these – Apollo 
and Munjal Showa – are existing calls, and we have already 
talked about earlier in this note.
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Current Ancillary picks
Sh Price 

(Rs)
P/E (x) P/BV 

(x)
Div 

Yield 
(%)

Munjal Auto Ind 107 5.3 1.1 2.8
LG 
Balakrishnan 216 4.7 0.9 4.1

Rane Madras 90 5.4 1.0 5.0

Apollo Tyes 68 5.9 1.4 0.7

Swaraj Engines 317 6.6 2.5 2.5

Munjal Showa 55 7.0 1.1 3.6

(ratios here calculated on expected FY11 numbers)

Brief comments on the new inclusions:

Munjal Auto is again a supplier to Hero Honda (like Munjal 
Showa), it makes motorcycle exhausts and certain other 
sheet metal components. A low margin business, but the 
company is zero debt, and with Hero Honda on a roll, 
growth possibilities look good. In FY10, Munjal Auto 
commissioned a new plant in Haridwar, like all suppliers to 
Hero. Most such plants did not hit full capacity in FY10, and 
could have capacity to drive double digit growth into FY12. 
Munjal Auto has a strong balance sheet, and is almost debt 
free, giving it good capacity to expand from internal 
resources should the need arise.

LG Balakrishnan & Bros (LGB) is a Coimbature based 
company. It leads the drive chain market for two wheelers, 
with a 60% market share amongst auto OEs and 50% share 
of aftermarket. With FY10 sales of Rs 552 crore, it is among 
the larger auto ancs. The company aims to grow about 15% 
in FY11. It is expanding capacity by about 40% in FY11, by 
capex of around Rs 40 crore, which can be financed via 
internal accruals. The enhanced capacity will drive growth 
over FY11 and FY12. LGB should be able to improve 
operating margin as well. The company follows a dividend 
policy linked to profits, with increased profits, growth in 
dividend payout is expected. LGB has good financials as 
well, with debt equity ratio of about 0.65, which is better 
than many ancillaries. Also, it seems to enough annual cash 
flows to finance capex from those only. 

Rane Madras (RML) makes steering systems and 
suspensions and supplies. It supplies to four wheeler market, 
which is growing strongly. Rane Madras should be able to 
maintain FY10 revenue growth rate of about 19% in FY11 
as well. RML saw a strong improvement in operating margin 
in FY10. From a level of 5.5% in FY09, operating margin 
reached 8.2%. However, this is still low compared to most 
other ancillaries, so there could be scope for improvement.  
Here, even if we don’t assume a growth in dividend payout, 
you have a yield of 5% at current market price and FY10 
payout.  So even if the company maintains dividend in 
FY11, the stock has better downside protection than most 
other ancillary stocks. 

Swaraj Engines has grown very strongly over the last two 
years, ever since Punjab Tractors, its erstwhile parent 
company got acquired by Mahindra & Mahindra. M&M now 
holds just over 30% in Swaraj and has management control. 
Swaraj supplies engines to the tractor brand ‘Swaraj’ which 
is now with M&M. With M&M’s strong position in the 
tractor business, Swaraj Engines can look forward to 
continued strong growth.

Besides the above, some other companies could do well too. 
Like Autoline, Federal-Mogul. 

Shivam Auto Tech is another Munjal group company, and 
the youngest among the three covered here. It also has 
implemented a large capex program with around Rs 140 
crore of investment at its Haridwar plant. It has taken a large 
debt for the same, its D/E at the end of FY10 was about 2x, 
so its financials are considerably more risky than say Munjal 
Auto or Munjal Showa. If Hero Honda continues its strong 
growth, than even Shivam will do well, as its capex program 
has given it ample capacity to help almost double sales from 
FY10 levels. This means if you have a holding horizon of 2-
3 years, you will make decent gains. The company has 
already started bringing its debt levels down, and by end of 
FY11, the D/E ratio could look much better. 

Bosch is of course, the top company in this sector, and by far 
the most profitable. Bosch’s german parent holds the 
distinction of being the largest auto ancillary company in the 
world. It is the dominant supplier of crucial diesel engine 
parts, and new age technologies like ABS. Bosch general 
enjoys strong valuations, and same holds true currently. It 
has perhaps a 15% upside from current levels, hence we 
haven’t included it in our Buy list. 

Summing up, while there are a  more than few scrips which 
look potentially good, perhaps the one listed in the table 
above present a better mix of returns versus potential risk.
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Brief data on auto ancillaries covered

Latest Performance Numbers

Company Name

M Cap (Rs 
Cr)

Sales (Rs 
Cr)

NP (Rs Cr) Cash Profit 
(Rs Cr)

ROE (%) D/E (%)

Amara Raja Batteries 1392 1467 167 210 41.2 24.7

Amtek Auto 3046 3642 199 471 6.4 81.7

Apollo Tyres 3428 8121 653 908 40.9 73.2

Autoline Industries 150 451 21 37 9.5 71.8

Automotive Axles 548 467 29 48 5.6 33.7

Bharat Forge 5678 3285 -76 169 -4.9 97.0

Bosch 15721 5114 744 1036 17.7 0.0

Exide Industries 10200 3797 537 618 42.0 16.6

Federal-Mogul Goetze (India) 623 797 49 98 15.1 64.4

LG Balakrishnan & Bros 170 552 24 46 16.2 66.8

Lumax Industries 182 639 6 40 4.1 82.5

Motherson Sumi Systems 5207 6924 243 503 30.2 83.2

MRF 3089 6326 438 698 20.4 52.4

Munjal Auto Ind 107 291 16 21 21.6 2.5

Munjal Showa 220 988 25 48 14.2 82.5

Omax Autos 109 875 14 43 9.4 191.6

Pricol 261 759 24 62 14.2 193.5

Rane Madras 91 420 14 23 18.0 46.9

Rico Auto Inds. 314 959 -5 52 -1.7 147.7

Shivam Auto Tech 110 194 12 28 14.3 203.0

Sona Koyo Steering Systems 358 853 17 45 10.7 209.0

Sundram Fasteners 987 1719 47 114 10.5 54.4

Swaraj Engines 394 282 37 42 33.4 0.0

Tube Investments Of India 1866 3177 112 201 15.1 240.9

Ucal Fuel Systems 155 480 -76 -36 410.0
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Ratios and Recommendation

Company Name
Sh Price 

(Rs)
P/E (x) P/BV (x) Div Yield 

(%)
EV/EBITDA 

(x)
Reco Now

Amara Raja Batteries 163 8.2 2.5 0.6 4.8 Hold

Amtek Auto 158 7.8 0.8 0.3 5.8 Hold

Apollo Tyres 68 5.9 1.4 0.7 4.0 Buy

Autoline Industries 123 5.3 0.6 1.6 4.5 Buy

Automotive Axles 363 7.8 1.9 0.0 4.6 Hold

Bharat Forge 255 32.3 3.5 0.0 11.3 Hold

Bosch 5007 15.1 3.6 0.7 8.8 Hold

Exide Industries 120 16.1 5.3 0.8 9.6 Hold

Federal-Mogul Goetze (India) 112 9.6 1.4 0.0 5.3 Hold

LG Balakrishnan & Bros 216 4.7 0.9 4.1 3.0 Buy

Lumax Industries 195 15.3 1.2 0.5 4.4 Sell

Motherson Sumi Systems 139 19.7 4.7 0.9 8.3 Sell

MRF 7286 7.6 1.4 1.1 3.7 Hold

Munjal Auto Ind 107 5.3 1.1 2.8 3.1 Buy

Munjal Showa 55 7.0 1.1 3.6 4.0 Buy

Omax Autos 51 4.8 0.6 2.9 3.8 Hold

Pricol 29 6.1 1.2 0.0 4.7 Hold

Rane Madras 90 5.4 1.0 5.0 3.9 Buy

Rico Auto Inds. 25 9.3 1.0 2.5 5.1 Sell

Shivam Auto Tech 110 4.6 4.6 1.0 0.4 Buy

Sona Koyo Steering Systems 18 13.4 1.8 0.0 6.6 Hold

Sundram Fasteners 47 13.5 1.9 1.1 6.4 Hold

Swaraj Engines 317 6.6 2.5 2.5 4.1 Hold

Tube Investments Of India 101 13.2 2.0 1.0 7.6 Sell

Ucal Fuel Systems 70 8.2 1.4 0.0 5.7 Hold

(all ratios are on expected one year forward performance numbers)
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