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Mahindra CIE Automotive:  
A transformation in progress
As with global automotive manufacturers, several Indian 
automotive original equipment manufacturers (OEMs) 
including Maruti Suzuki, Mahindra & Mahindra (M&M), Tata 
Motors and Eicher Motors have recently announced that 
the shortage of semiconductor supply has impacted their 
production schedules. This has added to the persistent 
challenges faced by the industry over the last few years.  
The introduction of new safety and emission regulations, 
higher insurance costs and an increase in road taxes 
in several states have raised vehicle ownership costs 
substantially over the last three years. A funding crisis 
among non-bank finance companies reduced financing 
available to buyers. The disruption from Covid-19 
exacerbated the impact on industry sales. In fiscal year (FY) 
2021, passenger vehicle sales in India were only 8% higher 
than a decade ago, while commercial vehicle sales have 
declined by 16% over a decade1. 

We have found investing in high-quality suppliers to 
automakers, including bearing manufacturers, automotive 
paint companies and critical component suppliers, to 
be more attractive than investing in OEMs. One such 
component supplier which is a large holding in our portfolio 
is Mahindra CIE Automotive. We have followed the company 
for almost two decades, since the Mahindra Group acquired 
Amforge, a forgings manufacturer in which the portfolio 
was invested. Following this, the Mahindra Group acquired 
various other component suppliers in India as well as 
Europe and consolidated these businesses into Mahindra 
Systech. Many of its acquired entities had high cost 
structures and the company struggled with poor profitability. 
CIE Automotive of Spain acquired a controlling stake in 

Mahindra Systech in 2013 and merged its highly profitable 
European business with the company. The Mahindra 
Group’s shareholding fell to 20% and the company was 
renamed Mahindra CIE Automotive. We purchased a 
holding for the portfolio after this change in ownership. 

Since it was founded, CIE Automotive has consolidated 
several global component suppliers through mergers 
& acquisitions (M&A). The management teams of the 
acquired entities are given operational autonomy, while 
CIE’s financial discipline, focused on earning high returns 
on capital (20% return on net assets), consistent cash flows 
(60% of EBITDA2 to be converted into operating cash flow) 
and low leverage, is imposed on all companies. This has 
been rewarding for shareholders. An investment in CIE has 
earned 19% annualised total shareholder returns (in USD 
terms) since it listed in 1995. 

Ander Alvarez, who has led several CIE group companies 
since 2006, was appointed to lead the turnaround of 
Mahindra CIE as group CEO. The new management has led 
several changes to the business. 

•  As several small component suppliers have struggled 
amidst the weak industry environment, Mahindra CIE 
has gained substantial market share. Several large new 
customers such as Bajaj Auto and Maruti have been 
acquired. Its share of revenues from M&M and Tata Motors 
has declined from almost 30% in past years to around 
15% now. 

•  The efficiency of Mahindra’s Indian plants have improved 
significantly. Its plants in Europe which were structurally 
challenged were shut down. The company’s operating 
margin has more than doubled from 4.6% in 2014 to 
10% in 1H 2021 and its profit before tax (PBT) margin 

1 Source: Society of Indian Automobile Manufacturers (SIAM)
2 Earnings before interest, taxation, depreciation and amortisation
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year. Its business in Africa which has struggled in recent 
periods is witnessing a substantial improvement in growth 
and profitability. 

HDFC Bank benefited from the regulator’s decision which 
allowed the lender to issue new credit cards. The regulator 
had previously directed the bank to stop issuing new credit 
cards after outages on its internet banking platform. The 
company’s management has been investing aggressively 
to strengthen its technology infrastructure. This regulatory 
approval should improve the bank’s growth prospects.

ICICI Bank rose after it reported strong quarterly results, 
with loan growth of 17% and lower provision costs which led 
to net profit growth of 78% in Q1 of FY 2022 compared to 
the same period last year. 

The key detractors were Mahindra CIE Automotive, Blue 
Star Limited and Bosch Limited. 

Mahindra CIE Automotive and Bosch Limited declined 
due to expectations of weaker growth following a shortage in 
the supply of semiconductors affecting production of major 
automotive OEMs. 

Blue Star declined after it reported lower revenue and profit 
compared to the previous quarter due to the movement 
restrictions. The company has gained market share and 
raised prices across its product portfolio. Its growth and 
profitability should improve in the coming periods. 

has improved from 2.2% to 9.3% over the same period. 
As automotive volumes normalise in India, there is 
potential for continued improvement in profitability from 
operating leverage. 

•  The company has also acquired high-quality businesses 
such as Bill Forge, a manufacturer of high-precision 
automotive components. These acquisitions have helped 
Mahindra CIE to gain new customers and products. With 
consistently strong cash flows, its Net Debt / EBITDA has 
declined from over 2x to below 1x despite the acquisitions.  

•  The company’s return on net assets has increased to 12% 
from 4% in 2014. The management and its parent’s target 
is to improve this to 20% in the coming years. 

During our call with Ander Alvarez recently, we found him 
to be more confident about the company’s prospects than 
he has ever been in the past. Mahindra CIE is now running 
its Indian factories at full capacity and expanding most of 
its businesses, backed by customer orders (as demand 
revives) and market share gains. Despite inflation in raw 
material costs, the management expects to continue 
improving its profitability as it cut costs aggressively over 
the last year. In this context, its valuation of 13x forward 
price-to-earnings (P/E) appears compelling to us. Its parent, 
CIE Automotive, seems to agree, having increased its stake 
in the company by almost 5% during the past year through 
market purchases. Its turnaround has taken longer than we 
expected due to the challenges faced by the industry. But 
the company has grown stronger over this period, while its 
competitive environment has weakened. We believe it is 
now poised to reap the benefits of its transformation over 
the medium term.

Performance commentary
The FSSA Indian Subcontinent strategy rose in August. The 
key contributors to performance were Godrej Consumer 
Products, HDFC Bank and ICICI Bank. Each of these is 
among the top five holdings of the strategy.  

Godrej Consumer Products Limited rose after it 
reported growth of 24% in revenue and 38% in recurring 
profit in Q1 of FY 2022 compared to the same period last 
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Important Information 
References to “we” or “us” are references to First Sentier Investors (FSI). The FSSA Investment Managers business forms part of First 
Sentier Investors, which is a global asset management business that is ultimately owned by Mitsubishi UFJ Financial Group, Inc (MUFG), 
a global financial group. 
In Hong Kong, this document is issued by First State Investments (Hong Kong) Limited (FSI HK) and has not been reviewed by the 
Securities & Futures Commission in Hong Kong. In Singapore, this document is issued by First State Investments (Singapore) (FSIS) 
whose company registration number is 196900420D. In Australia, this information has been prepared and issued by First Sentier 
Investors (Australia) IM Ltd (ABN 89 114 194 311, AFSL 289017) (FSI AIM). 
This document is directed at persons who are professional, sophisticated or wholesale clients and has not been prepared for and is 
not intended for persons who are retail clients. The information herein is for information purposes only. It is not intended to provide you 
with financial product advice and does not take into account your objectives, financial situation or needs. Before making an investment 
decision you should consider, with a financial advisor, whether this information is appropriate in light of your investment needs, objectives 
and financial situation. Some of the funds mentioned herein are not authorised for offer/sale to the public in certain jurisdiction. 
Reference to specific securities (if any) is included for the purpose of illustration only and should not be construed as a recommendation 
to buy or sell the same. All securities mentioned herein may or may not form part of the holdings of First Sentier Investors’ portfolios at a 
certain point in time, and the holdings may change over time. 
Any opinions expressed in this material are the opinions of the individual authors at the time of publication only and are subject to change 
without notice. Such opinions: (i) are not a recommendation to hold, purchase or sell a particular financial product; (ii) may not include 
all of the information needed to make an investment decision in relation to such a financial product; and (iii) may substantially differ from 
other individuals within First Sentier Investors. 
Please refer to the relevant offering documents in relation to any funds mentioned in this material for details, including the risk factors and 
information on requirements relating to investor eligibility before making a decision about investing in such funds. The offering document 
is available from First Sentier Investors and FSI on its website and should be considered before any investment decision in relation to any 
such funds. 
Neither MUFG, FSI HK, FSIS, FSI AIM nor any of affiliates thereof guarantee the performance of any investment or entity referred to in this 
document or the repayment of capital. Any investment in funds referred to herein are not deposits or other liabilities of MUFG, FSI HK, 
FSIS, FSI or affiliates thereof and are subject to investment risk, including loss of income and capital invested. 
To the extent permitted by law, no liability is accepted by MUFG, FSI HK, FSIS, FSI AIM nor any of their affiliates for any loss or damage as 
a result of any reliance on this material. This material contains, or is based upon, information that we believe to be accurate and reliable, 
however neither the MUFG, FSI HK, FSIS, FSI AIM nor their respective affiliates offer any warranty that it contains no factual errors. No 
part of this material may be reproduced or transmitted in any form or by any means without the prior written consent of FSI.
Any performance information has been calculated using exit prices after taking into account all ongoing fees and assuming reinvestment 
of distributions. No allowance has been made for taxation. Past performance is not indicative of future performance.
Copyright © First Sentier Investors (Australia) Services Pty Limited 2021.
All rights reserved. 
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* Company data retrieved from company annual reports or other such investor reports. Financial metrics and valuations are from FactSet and Bloomberg.  
As at 31 August 2021 or otherwise noted. This stock information does not constitute any offer or inducement to enter into any investment activity.


