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INDIAN AUTO COMPONENTS INDUSTRY 
 

Improved revenue traction and focus on cost curtailment to support margins in FY 2015  
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Revenue growth of our sample of 35 

entities picked-up to 11% in Q1 

FY2015 from 6% in FY 2014 and 3% 

FY 2013 

 

 

 

 

 

 

 

60% of entities in our sample 

showed improvement in EBITDA 

margins in Q1 FY2015 (on YoY basis)  

Revenue growth of auto component manufacturers expected to have picked-up further in Q2 FY2015, building on the revenue 
traction seen in the first quarter of the fiscal 
 

Domestic demand across most automobile segments in India had been on a tight leash for three consecutive years until FY 2014 in 

the wake of a slowing economy and rising inflation, causing pressure on household disposable income and hence consumption. Due 

to persistent weakness in demand for new vehicles, revenue growth of auto component suppliers too had remained subdued during 

this period. The deleterious impact of subdued demand was the most adverse for entities dependent on the commercial vehicle 

(CV) and passenger vehicle (PV) segments, as both these segments were amongst the weakest performing ones in the last two 

years. Collectively, the CV and PV segments are estimated to account for ~65% of the automobile industry’s turnover, indicative of 

their strong influence on the auto component suppliers’ growth trajectory. However, aggregate revenue growth of 35 auto 

ancillaries in our sample, improved substantially to 11% in Q1 FY2015 vis-à-vis 6% in FY 2014 and 3% in FY 2013. This was the second 

fastest pace of quarterly revenue growth posted by the industry over the last eight quarters, with the momentum expected to 

sustain in Q2 FY2015. While it was the spate of new model launches that propped-up production volumes (on YoY basis) of PV and 

two-wheeler (2W) OEMs in H1 FY2015, the pace of decline in CV volumes too has been less onerous in recent months. However, in 

our view, domestic demand growth in H2 FY2015 is expected to moderate (versus H1 FY2015), particularly in the PV and 2W 

segments, as the current volume augmentation of the industry’s production numbers by new models may likely slip due to base 

effect. Yet, over the medium term, we expect the auto components industry’s revenues to continue to grow at a relatively faster 

pace than the OEM segment riding on several factors including auto OEMs’ growing thrust on localization, auto suppliers’ efforts to 

expand business in new geographies, the strong upside potential to replacement market demand and increasing sophistication of 

vehicles shoring up part prices. 
 

Trend in improvement in EBITDA margins expected to continue during FY 2015  
 

Apropos our sample of 35 auto component manufacturers, the EBITDA margins of 65% of these entities had improved in 2013-14 

over the previous year, after having remained under pressure in the prior two years. Improvement in margins in 2013-14 was aided 

by: (a) decline in raw material costs, the biggest cost element, as global commodity prices softened in 2013-14; (b) greater focus of 

entities on internal cost reduction by way of manpower rationalization, plant shutdowns, shift reduction at plants and reduction in 

breakeven output level; and (c) increase in exports during H2 2013-14 leading to better capacity utilization as well as benefit of a 

weaker Indian currency against the US Dollar. The aggregate EBITDA margins of entities in our sample had improved by 177 basis 

points (bps) in 2013-14 vis-à-vis 2012-13, with margins improving further by 70 bps in Q1 FY2015 on YoY basis. For Q2 FY2015, we 

expect EBITDA margins of auto component manufacturers to draw positive support from (a) higher supply volumes on a sequential 

basis across automobile segments, contrary to the trend seen in the last two years; (b) continued softness in commodity prices, 

particularly steel and rubber. However, given that prices of select other input raw materials such as aluminium, lead, copper and 

plastic firmed up in Q2 FY2015 (on QoQ basis), it is likely to weigh on EBITDA margin expansion of auto parts suppliers during the 

quarter due to lag in passing on of increased raw material costs to OEMs. Yet, for FY 2015 as a whole, we expect EBITDA margins of 

the auto components industry to improve with respect to the previous year by virtue of continuing focus on cost curtailment, 

besides higher supply volumes leading to apportioning of fixed costs over a larger revenue base.     
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Increase in power costs in some states could weigh on profitability of energy intensive segments of the auto components 

industry 
 

As per our estimates, power costs account for around 3.5% of the auto component industry’s total revenues. Thus, if power 

costs for the industry theoretically increase by around 30%, the impact on EBITDA margins would be to the extent of around 100 

bps, ceteris paribus. However, the adverse impact of increase in per unit power costs and/ or variation in efficiency of power 

consumption could be considerably higher for select energy intensive sub-segments of the auto components industry such as 

ferrous castings (cylinder block, brake drum, brake disc, steering knuckle etc) where power costs make up for around 15% of 

revenues. In Haryana, open access charges have been recently increased leading to hike in power purchase cost by around Rs. 2 

per unit. For entities which had high dependence on power sourced through the open access route (as opposed to power 

sourced from state distribution utilities), the recent hike in tariffs in Haryana could mean a significant dent on profits. For 

instance, for a medium sized ferrous casting entity based in Haryana, having annual revenues of ~Rs. 2 billion, power costs are 

estimated to increase by around Rs. 100 million in 2014-15 due to increase in cross-subsidy charges (from Rs. 0.53 per unit to Rs. 

2.02 per unit) and imposition of additional surcharge (Rs. 0.5 per unit) on power sourced through the open access route. 

Likewise, the recent proposal by the Tamil Nadu Electricity Regulatory Commission to raise power tariffs by around 31% for 

industrial consumers could have a significant bearing on profits of the energy-intensive auto part segments in the state, if 

implemented as envisaged. Already, the state power utility has re-imposed restrictions and control measures (R&C) for high 

tension (HT) industrial users which means that such users can now use grid power only up to 10% of their allowed energy and 

demand load during peak hours. These measures are expected to adversely impact profit growth of affected entities if not 

adequately compensated by OEM customers.       
 

Implementation of Schedule II of the New Companies Act, 2013 to have a mixed impact on reported profits of auto 

component manufacturers caused by possible change in quantum of depreciation charged to the Profit & Loss (P&L) account 
 

With effect from April 1, 2014, Schedule II of the New Companies Act, 2013 has prescribed changes with respect to useful life of 

tangible assets existing on the balance sheet of corporate entities. These changes have had a mixed impact on the depreciation 

amount charged by various entities to their P&L. Unlike Schedule XIV of the old Companies Act, which specified minimum rates 

of depreciation to be provided by a company, Schedule II of the New Company's Act requires systematic allocation of the 

depreciable amount of an asset over its useful life (instead of depreciation rates). From the date this Schedule came into effect, 

the carrying amount of the asset as on that date - (a) is required to be depreciated over the remaining useful life of the asset, 

which could be lower than implied earlier, and hence could result in a higher depreciation charge in the P&L; (b) is required to 

be charged-off from the opening balance of retained earnings (after retaining the residual value) in cases where the remaining 

useful life of an asset is NIL. The above change is estimated to have a relatively smaller impact on the quantum of depreciation 

charged from P&L pertaining to assets such as buildings (factory and other than factory), but have a bigger impact on 

depreciation charge related to assets such as plant & machinery and computers. We analyzed the Q1 FY2015 results of 37 auto 

ancillaries to assess the impact of change in depreciation accounting on their Profit before Tax. We observe that: (a) for 10 

entities, the reported PBT was lower to the extent of -6% to -88% as an outcome of adoption of new depreciation norms; (b) for 

4 entities, PBT was higher to the extent of 6% to 11%; (c) for 13 entities, there was no material impact on PBT; and (d) for 10 

entities, the ‘Notes to Accounts’ in quarterly results make no mention of adoption (or lack thereof) of Schedule II of the New 

Comp 
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Companies Act, 2013. Overall, the change in implied depreciation rates (based on useful life of tangible assets) is expected to 

have a mixed impact on the reported PBT and reported net worth of entities for the year FY 2015. Whether the impact will be 

positive or negative, would depend upon the divergence in depreciation rates that were being considered by individual entities 

prior to April 2014 and the useful life estimates of assets based on latest technical estimates. From a credit perspective, 

however, the impact of this change shall be neutral as any change in depreciation accounting would neither impair nor enhance 

the debt servicing capability of an entity.     

 
Net profit growth in FY 2015 to hinge on the industry’s ability to expand EBITDA margins, besides direction of currency 
movement 
 

The aggregate net profits of auto component manufacturers in our sample had grown by 28% in FY 2014 over the previous year 

with bulk of the growth attributable to entities supplying to the automotive replacement market or those that were exports-

oriented. Also, several entities indulged in asset sales during the last fiscal driving growth in net earnings. The growth in net 

earnings was despite the fact that currency woes had played spoilsport during FY 2014 when the INR had depreciated against 

the USD to 59.8 as on March 31, 2014 from 54.4 as on March 31, 2013 resulting in sizeable marked-to-market (MTM) losses on 

foreign currency loans of several entities. In Q1 FY 2015, the trend in growth in net profits of auto component manufacturers in 

our sample continued with aggregate PAT expanding by 25% YoY on the back of (a) 11% YoY growth in revenues; (b) 70 bps 

expansion in EBITDA margins; (c) asset sales consummated by select entities; and (d) significantly lower MTM losses on forex 

loans as the INR depreciated by only 0.3% on QoQ basis in Q1 FY2015 versus 9.6% QoQ depreciation seen in Q1 FY2014. For FY 

2015, the auto component industry’s net profit growth will depend on the industry’s ability to expand EBITDA margins and the 

direction of currency movement. Based on the analysis of our sample entities, around one-quarter of the total debt is foreign 

currency denominated of which a majority remains un-hedged. Thus, the direction of currency movement could have a material 

bearing on net profit growth of auto ancillaries in FY 2015. 

Capacity expansion plans 
 

The capacity expansion programme of auto component manufacturers generally tends to follow that of its key customer OEMs. 

Given that auto OEMs such as Maruti Suzuki, Ford, Hero MotoCorp, Honda Motorcycle and Scooter and Royal Enfield are in the 

process of establishing greenfield facilities, their respective suppliers of key components are currently at various stages of 

making investments in close proximity to these new facilities or in the OEMs’ vendor parks. As per ICRA’s estimates, the above 

greenfield investments may entail total investments of Rs. 110 billion to be incurred by auto component manufacturers over the 

next four years. These investments apart, the quantum of capex otherwise planned to be incurred by auto component 

manufacturers over the near term remains moderate. With the industry going slow on investments towards capacity expansion, 

we do not expect any major incremental term debt burden to ride on the balance sheet of auto component manufacturers over 

the near term. After deterioration over the last two years, the credit profile of the Indian auto component manufacturers thus is 

likely to remain relatively stable going forward.  
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