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 Stable Sector Outlook: India Ratings and Research (Ind-Ra) has maintained a stable outlook 

on the auto ancillaries sector for FY17. This is based on the expectations of healthy demand 

from original equipment manufacturers (OEMs), continued momentum in sector exports and a 

likely increase in demand from non-auto segments (mainly defence, railways and aerospace) 

along with a marginal improvement in profitability and a stable credit profile. Ind-Ra expects the 

sector revenue (volume) to grow by 10%-12% in FY17. 

Stable Rating Outlook: The agency has also maintained a Stable rating Outlook on sector 

companies for FY17. The sector entities rated by Ind-Ra will continue to show a stable credit 

profile in FY17, commensurate with their rating levels. Ind-Ra’s analysis indicates that within its 

rating universe, around 88% companies were either affirmed or upgraded during 2015(2014: 

70%) reflecting the credit strength of these companies. 

OEMs to Drive Top Line Growth: Ind-Ra expects the sector to see volume growth of 10%-

12% in FY17 driven by healthy demand from OEMs. Ind-Ra expects an uptick in passenger 

vehicle (PV) volumes along with continued growth in medium & heavy commercial vehicles 

(albeit at a lower rate than FY16), and a revival in light commercial vehicles in FY17. However, 

auto ancillaries with a higher exposure to OEMs witnessing an increased level of competition 

with limited scope of volume growth, could see lower revenue growth in FY17.  

Marginal Improvement in Operating Profitability: Ind-Ra expects the operating margin of 

sector companies to improve by 50-100bp FY17 driven by operating leverage. Benign raw 

material prices are likely to have a limited positive impact on the profitability of sector 

companies due to the pass-through agreement with OEMs. However, companies with presence 

in the replacement segment could see more upside from the same. 

Non-auto Demand Could Provide Accelerated Growth: Non-auto segments of railways, 

defence, and aerospace could present significant opportunities for auto ancillaries in FY17 and 

beyond. The products and processes of auto ancillaries are closely aligned to the requirements 

of these industries and sector companies could emerge as suppliers for components and sub-

components for these industries. 

Capacities Sufficient to Cater Medium-term Growth: New project announcements in the 

sector reduced by three-fourths in FY15; while projects outstanding halved at FYE15. This 

indicates a slowdown in investments in the sector as companies have already build capacities 

on the anticipation of a higher growth rate. Thus, capex is likely to be limited in FY17 for sector 

companies, as current capacities are sufficient to cater to medium-term growth.  

Strong Credit Metrics, Comfortable Liquidity: The credit metrics of sector companies are 

likely to remain stable in FY17 due to limited capex as well as comfortable cash flows. Sector 

companies continue to show strong credit metrics marked by low leverage and high interest 

coverage. Liquidity is also likely to remain comfortable across the sector with the majority of 

companies reporting strong cash flow from operations and even positive free cash flows. 

Outlook Sensitivities 

Aggressive Expansion Plans: A significant uptick in capex announcements in FY17 on the 

back of favourable policy decisions as well as higher demand expectations from both auto and 

non-auto segments could strain the cash flow and stretch the credit profile of sector companies 

resulting in a negative sector and rating outlook.  

Auto Demand: Weaker-than-expected growth in domestic auto sales could negatively impact 

the financial profile of sector companies and could lead to the sector outlook being revised to 

negative. 
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Key Issues 

Growth to Continue in FY17 

Ind-Ra expects sector companies to see volume growth of around 10%-12% in FY17 driven by 

healthy demand from OEMs. OEMs remain the main drivers of sector demand accounting for 

around two-thirds of the overall demand. Within OEMs, Ind-Ra expects the PV segment to post 

yoy volume growth of 6% to 9% in FY17. The medium & heavy commercial vehicles segment is 

expected to grow by 12%-15% in the year, while light commercial vehicles segment will post a 

modest recovery of 0%-5% after three years of decline. The agency expects domestic scooter 

volume growth at 9%-11%, while motorcycle volume growth is likely to be maintained between 

negative 2% to 2% in FY17.  

   Figure 2 

 
 

With OEMs, the demand from auto ancillaries is more closely related with the PV and two 

wheeler segments. The segments accounted for around 45% and 22%, respectively, of the 

auto component usage in FY15. 

   Figure 3 

 
 

Revenue growth might be slower for some sector companies in FY17due to benign or declining 

raw material costs, as sector companies have pass-through agreements with OEMs for raw 

materials. In FY16, sector revenues are likely to grow at 6%-8% yoy, slightly lower than Ind-

Ra’s expectations of 8%-10% driven by the impact of lower raw material prices. 

  

1.0 3.5

6.7 7.5

25.0

13.5

1.6 2.5

-30

-20

-10

0

10

20

30

40

FY12 FY13 FY14 FY15 9MFY16 FY17P

2&3 wheeler PV MHCV LCV
(%)

Demand from OEMs to Drive Sector Growth
Closer correlation with PV & 2W demand

Source: Ind-Ra, Socitey of Indian Auto Manufacturers (SIAM)

17.4

1.8 -0.1

10.2

23.4

6.3
5.0

11.2

-5

0

5

10

15

20

25

FY12 FY13 FY14 FY15

Aggregate Top 10 players(%)

Trend in Revenue Growth of Auto Ancillaries
Revenue growth is higher for larger players

Source: Ind-Ra, ACE Equity, Based on data available for 100  sector companies

   Figure 1 

 

Figure 4 
Half Yearly Revenue 
Growth for Sector 
Companies 
 2H15 1H16 

Total 6.3 2.3 
Top 10 6.0 4.7 
Top 25 4.8 3.9 

Based on available data for listed entities 
Source: Ind-Ra, BSE India 
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   Figure 5 

 
 

Dependency on Specific OEM Key 

Individual company growth would continue to be driven by volume growth of their key OEMs. 

Auto ancillaries with exposure to OEMs that are witnessing an increased level of competition 

with limited scope of volume growth could see lower revenue growth in FY17. 

Several of Ind-Ra rated auto ancillarieshave significant revenue dependency on Hero 

MotoCorp Limited. Hero MotoCorphad registered lower than industry volume growth over 

FY13-FY15 and this trend continued in 9MFY16. 

Figure 6 

Volume Growth Trend of Key OEMs 
  FY12 FY13 FY14 FY15 9MFY16 

Hero MotoCorp 17.9 -2.4 -5.7 3.0 -3.0 

Honda Motorcycle & Scooter India (Pvt.) Ltd. 9.1 -8.3 5.2 23.4 2.2 
Bajaj Auto Ltd. 16.1 -3.0 2.3 7.1 -1.2 
T V S Motor Company Ltd. 26.0 30.7 34.0 19.4 6.6 
2&3 Wheeler 17.0 1.4 6.9 10.4 1.0 
        
Maruti Suzuki India Limited -10.5 2.4 -2.7 12.6 12.3 
Hyundai Motor India Ltd. 4.6 4.6 -6.3 -5.2 1.2 
PV 7.6 3.7 -2.3 4.1 6.7 
         
Tata Motors Ltd. 4.8 -31.4 -16.6 17.5 21.7 
Ashok Leyland Ltd. 2.8 -16.5 -22.4 29.2 38.3 
Medium &heavy commercial vehicles 7.0 -24.2 -19.3 18.5 25.0 

Source: Ind-Ra, SIAM 

 

Ancillaries with exposure to higher growth segments and to OEMs witnessing better-than-

average industry growth are likely to see higher volume growth in FY17. 

Exports Key Focus Area for Major Sector Companies 
 

   Figure 8 
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Figure 7 
Top Export Destinations 
– Percentage 
Contribution to Auto 
Ancillaries Exports 

 FY14 FY15 

USA 20.50 22.35 
Germany 8.08 7.51 
UK 5.20 6.49 
Turkey 6.16 5.43 
Italy 4.93 4.79 

Source: Ind-Ra, ACMA 

Figure 9 
Global Auto Outlook2016 

 

Sector 
outlook 

YoY volume 
growth (%) 

Europe Stable 3.5 
US Stable 2.0 
China Stable 5.0 
Global Stable 2.0 

Source: Ind-Ra 
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Ind-Ra expects exports from the sector to grow at 12%-15%yoyin FY17 driven by the increased 

focus of major sector companies on tapping opportunities in the overseas markets. Many of the 

sector companies have developed their domestic relationships to become part of the global 

supply chain of major OEMs. Some of them have also acquired companies overseas which 

have given them a ready customer base for exports. 

According to Fitch Ratings Ltd, key export markets of the US, Europe are likely to see steady 

growth in FY17 driven by increase in demand especially in the PV segment. This should be 

beneficial for domestic auto ancillaries.  

However, imports continue to exceed exports for the sector and grew at a CAGR of 11.1% over 

FY10-FY15. Imports from China, Thailand sharply increased in FY15 year-on-year by around 

20% and 17%, respectively. This could partly be attributed to the strengthening of the rupee 

relative to the currency of these economies. Declining demand in the domestic market could 

also lead to some of the countries pursuing an aggressive export strategy and a further 

increase in import pressures in FY17.  

Ind-Ra expects that increasing market attractiveness, increasing size of industry players 

leading to operational efficiencies, improving access to technology, and global OEM sourcing 

from India should enable sector exports to grow substantially over the medium to long term.  

Non-Auto Could Present Significant Opportunities 

Non-auto segments of railways, defence, and aerospace could present significant opportunities 

for auto ancillaries under the ‘Make in India’ thrust by the government. Several of Ind-Ra rated 

entities are already catering to the railways segment, while some of them are looking at the 

defence sector for potential opportunities. For large ancillaries such as Bharat Forge Limited, 

non-auto already accounts for around half of the revenue.  

The Indian defence industry has historically been made up of public sector companies. 

However, there has recently been a push by the government to encourage private sector 

participation. Indian auto OEMs and auto ancillaries thus can become suppliers to global OEMs 

in defence. Currently, around 60% of defense procurement is imported; focus on indigenisation 

is likely to provide significant opportunities for auto ancillaries sectors. 

Figure 12 
Industrial Licences Issued to Auto Sector Companies for Manufacture 
of Items Under Defence Industries in 2015 
Company Items of manufacture 

Dynamitic Technologies Ltd. Manufacture of unmanned aerial systems and 
vehicles 

Tata Motors Limited Upgrade of all armoured fighting vehicles, infantry 
vehicles, main battle tanks 

Titagarh Wagons Limited Ground vehicles, off road vehicles, amphibious 
hovercrafts and deep water fording vehicles for  
military use, armoured or protective equipment 
(allied defence equipment) 

Kalyani Strategic Systems Limited Military vehicles and other equipment 
The Hi-Tech Robotic Systemz Limited  
(‘IND BB+’/Stable) 

Manufacture of unmanned aerial systems and 
vehicles 

Fedders Lloyd Corporation Limited Howitzers, tanks overhaul, unmanned vehicles, 
remotely piloted vehicles 

Metaltech Motor Bodies Pvt. Ltd Armoured fighting vehicles 

Source: Department of Industrial Policy & Promotion 

 

The government has planned to invest in railways around INR8.6trn over FY16-FY20. The 

investment particularly catering to rolling stocks, locomotives, high speed railways is likely to be 

beneficial for auto ancillaries as well. 

Figure 10 
Depreciation of Key 
Currencies in 2015 against 
USD 

Indian rupee 4.96% 
Japanese yen -1.65% 
Thai baht 10.30% 
Korean won 9.02% 
Euro 11.94% 
Chinese renminbi 6.04% 
Mexican peso 20.98% 

Source: Ind-Ra, Bloomberg 

  Figure 11 

 

  Figure 13 
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Figure 15 
Proposed Investment Plan in Railways (2015-2019) 
 (INRbn) Percentage share 

Rolling stock (locomotives, coaches, wagons – production & 
maintenance)  

1,020 11.9 

High speed rail & elevated corridor   650 7.6 
Total 8,560  

Source: Ind-Ra, Ministry of Railways 

 

Operating Margins to have a Positive Bias 

Ind-Ra expects the operating margin of sector companies to improve by50-100bp FY17 driven 

by higher capacity utilisation leading to cost efficiencies. Benign raw material prices are likely to 

have a limited positive impact on the profitability of sector companies due to pass-through 

agreements with OEMs. However, companies with presence in the replacement segment could 

see more upside from the same.  

   Figure 16 

 
 

Individual company operating margins could see some pressure depending upon the 

competitive pressure being faced by specific OEMs being catered to by them.  

The operating margins of sector companies improved over FY13-FY15 driven by their focus on 

rationalising costs during the downturn. This rationalisation drive has enabled the companies to 

improve cost structure, which is evident in lower raw material cost/sales. However, wage 

costs/sales have continued to increase across companies and could be the next focus area to 

reduce costs through automation and modernisation. 

In FY16, a majority of sector companies are likely to see a margin improvement of 50-100bp 

due to operational efficiencies as well as declining raw material prices.  

   Figure 18 
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  Figure 14 

 

Figure 17 
Half Yearly EBITDA 
Margin Trend for Sector 
Companies 
 2H15 1H16 

Total 9.0 9.3 
Top 10 9.6 9.7 
Top 25 8.7 9.2 

Based on median pf available data for 
listed entities  
Source: Ind-Ra, BSE India 
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Stable Credit Metrics Backed by Comfortable Cash Flows 

The credit metrics of sector companies are likely to remain stable in FY17 due to limited capex 

as well as comfortable cash flows. A majority of sector companies already have capacity 

available to cater to any increased demand requirement in FY17 and thus capex is likely to be 

limited for sector companies. 

New project announcements in the sector reduced by three-fourths in FY15; while projects 

outstanding halved at FYE15. This indicates a slowdown in investments in the sector as 

companies have already build capacities on the anticipation of a higher growth rate.  

   Figure 19 

 
 

However, specific OEMs’ expansion plans at new locations could force related auto ancillaries 

to undergo Greenfield capex. An improvement in the working capital cycle, and limited capex 

resulted in an improvement in cash flows and credit metrics in FY15 and the trend is likely to 

continue in FY16. 

   Figure 21 

 
 

Review 2015 

In 2015, Ind-Ra rated auto ancillaries continued to report healthy credit metrics, with 

improvements in revenue, profitability, and cash flows. Within Ind-Ra rating universe, around 

88% companies were either upgraded or affirmed during 2015. Ind-Ra’s analysis indicates that 

within its rated universe, companies benefitted from improved demand from OEM customers 

which aided revenue growth. Margins also benefitted from the improved scale of operations as 

well as a benign raw material price environment.  
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  Figure 20 
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Appendix 

 

Figure 22 
Ind-Ra’s Coverage 
 Rating/Outlook 

Issuer Current FY15 

Axles India Limited IND A-/Positive IND A-/Stable 
BeriUdyog Private Limited IND BBB+/Positive IND BBB+/Positive 
Carraro India Pvt Ltd IND A/Stable IND A/Stable 
EMITEC Emission Control Technologies India Private Limited IND A-/Stable IND A-/Stable 
Emkay Automobile Industries Limited IND BBB/Negative IND BBB/Stable 
Hi-Tech Gears Limited IND A+/Stable IND A/Stable 
IFB Automotive Private Limited IND A/Negative IND A/Negative 
Imperial Auto Industries Limited IND A-/Stable IND A-/Stable 
Indo-Farm Equipments Limited IND BBB/Negative IND BBB/Negative 
J.K. Fenner (India) Limited IND A+/Stable  
Jubilant Motorworks Private Limited  IND BBB/Stable IND BBB-/Stable 
Lifelong India Limited IND A-/Stable IND A-/Stable 
MagnetiMarelliMotherson Auto system Limited IND A-/Stable IND BBB/Stable 
Mita India Private Limited IND A-/Stable IND A-/Stable 
Omax Autos Limited IND BBB+/Stable IND BBB+/Stable 
Perfect Alloy Components Limited IND BBB/Stable IND BBB/Stable 
PhorotechSurfin (India) Pvt Ltd  IND BB+/Stable IND BB+/Stable 
Sandhar Technologies Limited IND A+/Stable IND A-/Stable 
Satyam Auto Components Limited IND AA-/Stable IND AA-/Negative 
Shriram Pistons & Rings Limited IND AA-/Positive IND AA-/Stable 
Sona BLW Precision Forgings Limited IND A-/Stable IND BBB+/Stable 
Steel Strips Wheels Limited IND A-/Stable IND A-/Negative 
Talbros Automotive Components Limited IND BBB/Negative IND BBB/Negative 
Trident Auto Components Ltd INDBB-/Stable INDBB-/Stable 
Unitech Machines Limited IND BBB/Negative IND BBB/Negative 
ZF Electronics TVS (India) Private Limited IND B/Stable IND BBB/Stable 

Source: Ind-Ra 

 

  



Corporates 

     
 FY17 Outlook: Auto Ancillaries 

February 2016 
8  

 

 

 

ALL CREDIT RATINGS ASSIGNED BY INDIA RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS 
AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS 
LINK: HTTPS://WWW.INDIARATINGS.CO.IN/RATING-DEFINITIONS. IN ADDITION, RATING 
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S 
PUBLIC WEBSITE WWW.INDIARATINGS.CO.IN. PUBLISHED RATINGS, CRITERIA, AND 
METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. INDIA RATINGS’ CODE OF 
CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, 
AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE 
OF CONDUCT SECTION OF THIS SITE. 

Copyright © 2016 by Fitch Ratings, Inc., Fitch Ratings, Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004.Telephone: 1-800-753-
4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except by permission. All r ights 
reserved. In issuing and maintaining its ratings, India Ratings and Research (Ind-Ra) relies on factual information it receives from issuers and 
underwriters and from other sources Ind-Ra believes to be credible. Ind-Ra conducts a reasonable investigation of the factual information 
relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of that information from independent sources, 
to the extent such sources are available for a given security or in a given jurisdiction. The manner of Ind-Ra's factual investigation and the 
scope of the third-party verification it obtains will vary depending on the nature of the rated security and its issuer, the requirements and 
practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and nature of relevant 
public information, access to the management of the issuer and its advisers, the availability of pre-existing third-party verifications such as 
audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by 
third parties, the availability of independent and competent third-party verification sources with respect to the particular security or in the 
particular jurisdiction of the issuer, and a variety of other factors. Users of Ind-Ra's ratings should understand that neither an enhanced factual 
investigation nor any third-party verification can ensure that all of the information Ind-Ra relies on in connection with a rating will be accurate 
and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the information they provide to Ind-Ra and to the 
market in offering documents and other reports. In issuing its ratings Ind-Ra must rely on the work of experts, including independent auditors 
with respect to financial statements and attorneys with respect to legal and tax matters. Further, ratings are inherently forward-looking and 
embody assumptions and predictions about future events that by their nature cannot be verified as facts. As a result, despite any verification 
of current facts, ratings can be affected by future events or conditions that were not anticipated at the time a rating was issued or affirmed.  

The information in this report is provided "as is" without any representation or warranty of any kind. An Ind-Ra rating is an opinion as to the 
creditworthiness of a security. This opinion is based on established criteria and methodologies that Ind-Ra is continuously evaluating and 
updating. Therefore, ratings are the collective work product of Ind-Ra and no individual, or group of individuals, is solely responsible for a 
rating. The rating does not address the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Ind-Ra is not 
engaged in the offer or sale of any security. All Ind-Ra reports have shared authorship. Individuals identified in a Ind-Ra report were involved 
in, but are not solely responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report providing a 
Ind-Ra rating is neither a prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer and its 
agents in connection with the sale of the securities. Ratings may be changed or withdrawn at anytime for any reason in the sole discretion of 
Ind-Ra. Ind-Ra does not provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings 
do not comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-exempt nature or taxability 
of payments made in respect to any security. Ind-Ra receives fees from issuers, insurers, guarantors, other obligors, and underwriters for 
rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain cases, 
Ind-Ra will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a 
single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment, 
publication, or dissemination of a rating by Ind-Ra shall not constitute a consent by Ind-Ra to use its name as an expert in connection with any 
registration statement filed under the United States securities laws, the Financial Services and Markets Act 2000 of the United Kingdom, or the 
securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Ind-Ra research may be 
available to electronic subscribers up to three days earlier than to print subscribers. 

https://www.indiaratings.co.in/RATING-DEFINITIONS
http://www.indiaratings.co.in/

