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EXECUTIVETSUMMARY 

 

TheTvalueTofTanTassetTisTtheTfutureTcashTflowTitTcanTgenerateTdiscountedTatTanTopportunity

TrateTthatTreflectsTtheTrisksTofTtheTasset.TThus,TtheTdiscountedTcashTflowT(DCF)TmethodTisT

widelyTusedTtoTestimateTtheTtrueTvalueTofTanTasset.TOnTtheTstockTmarket,TtheTpriceTofTequt

yTorTaTstockTdeterminedTbyTtheTmarketTmayTdifferTfromTitsTtrueTvalueTtoTtheTextentTthatTit

TisTovervaluedTorTundervalued.TInTthatTbelief,TtheTinvestmentTtheoryTsuggestsTtoTbuyTorThold

TaTstockTifTitTisTundervaluedTandTnotTtoTbuyTorTsellTitTifTitTisTovervalued. 

 

TheTpurposeTofTthisTstudyTisTtoTevaluateTtheTfairTvalueTofTstocksTfromTMothersonTSumiTSy

stemsTLimitedTbyTconductingTfundamentalTanalysisTonTtheTfinancialTperformanceTofTtheTcomp

anyTperiodT2019to2022.TTheTaimTisTtoTfindToutTifTMothersonTSumiTSystemsTLimitedTisTaTg

oodTinvestmentTbyTcomparingTitsTfairTvalueTwithTtheTcurrentTstockTprice.TTheTvaluationTwas

TlimitedTtoTapplyingTonlyTtoTpublicTequity,TemployingTonlyTDCFTmethodTusingTFCFFTmodel

TwithThistoricalTdata,TandTinvestmentTpotentialTisTdeterminedTsolelyTonTestimatedTvalueTperTs

hare.TWithinTtheTlimitations,TtheTauthorTfoundTtheTestimatedTvalueTperTshareTwasTRs.7116,T

whichTwasTlowerTthanTtheTmarketTpriceTofTRs.8277TonTMarchT31st,T2019TwhenTtheTvaluatio

nTwasTstarted. 

 

AlsoTRelativeTvaluationTalsoTcalledTvaluationTusingTmultiplesTisTtheTnotionTofTcomparingTt

heTpriceTofTanTassetTtoTtheTmarketTvalueTofTsimilarTassets.TFromTRelativeTvaluationTtheTaut

horTfoundTtheTestimatedTvalueTperTshareTwasTRs175,TwhichTwasThigherTthanTtheTmarketTpri

ceTofTRs160TonTMarchT31st,T2019TwhenTtheTvaluationTwasTstarted. 

Hence,TtheTconclusionTwasTthatTRelativeTvaluationTisTgivingTtheTbetterTandTcloseTresultsTonT

comparingTtheTestimatedTvalueTwithTtheTactualTvalueTofTyearT2019.TAlsoTMothersonTSumiTS

ystemsTLimitedTwasTundervaluedTandTinvestingTinTtheTcompanyTwouldTbeTprofitable.TTheTstu

dyTaimsTtoTprovideTaTreferenceTinTvaluatingTMothersonTSumiTSystemsTLimitedTstockTpriceTa

ndTaTbenchmarkTtoTcompareTwithTresultsTfromTotherTresearchesTtoTassistTinvestorsTinTmaking

TinvestmentTdecisions.TFurthermore,TtheTresearchTcanTbeTconsideredTasTaTguideTlineTofTstock

TvaluationTforTreadersTwhoTtakeTanTinterestTinTequityTinvestment.
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ABBREVIATION 
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1 INTRODUCTION 

 
Does the price of a listed stock genuinely reflect the intrinsic value of the issuance 

company? The efficient market hypothesis (EMH) created by Eugene Fama in 1970s 

stated that in the capital market in its strongest form of efficiency, stock prices follow a 

“random walk” that is independent of past performance and instantly reflect all 

available information. Hence, investors would not be able to achieve superior return 

than the average return of all market participants; they cannot beat the market (Fama, 

1970). How- ever, there has been studies and evidence showing the market is not 

always efficient and from time to time, it does allow anomalies to occur. 

 
Throughout the history, there were times that the market made errors resulted in 

financial crisis, popular of which is “the great depression” in 1929-39, “the Black 

Monday” in 1987, “the Internet Bubble” in 1990s, the financial crises of 2008, etc. 

Many studies and researches conducted in the attempt of seeking the explanation for 

those incidents from DeBondt, Werner F. M and Richard Thaler (1995), Eugene Fama 

(1998), Hersh Shefrin (2000), etc. suggested the theory of behavioral finance. The 

general idea of behavioral finance is that investors are not always rational and their 

actions depend on attitudes toward risk and beliefs about probabilities, which causes a 

deviation in market prices from the intrinsic values (Brealey, Myers, & Allen, 2011). 

Although the deviation only last for a short time and the market will eventually correct 

itself, it gives incentive to investors to exploit these temporary efficiencies to make 

profit. 

 
Hence in a certain period, a stock can be undervalued if its market price is below its 

intrinsic or fair value; overvalued if market price is above its fair value; and true to 

value if the two values are approximately the same. To determine a fair value of a 

stock, an analyst must consider the financial performance and the management of the 

issuance company as well as take into account the factors exist in the industry in which 

the company operates. By comparing market price with fair value, one would decide or 

give advice whether to buy, sell or hold a stock. This research will provide a 

fundamental analysis of Motherson Sumi Systems Limited. The Company was chosen 

because of its well-focused business operation.  
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TResearchTaim,TquestionsTandTsignificance 

 

TheTpurposeTofTthisTstudyTisTtoTevaluateTtheTfairTvalueTofTstocksTfromTMothe

rsonTSumiTSystemsTLimitedTbyTconductingTfundamentalTanalysisTonTtheTfinanci

alTperformanceTofTtheTcompanyTperiodT2014-

2018.TTheTaimTisTtoTfindToutTifTMothersonTSumiTSystemsTLimitedTisTaTgood

TinvestmentTbyTcomparingTitsTfairTvalueTwithTtheTcurrentTstockTprice.TAlsoTbo

thTDiscountedTCashTFlowTMethodTandTRelativeTValuationTMethodTisTusedTinT

orderTtoTmatchTtheTprojectedTvaluationTvaluesTofTyearT2019TandTmatchTthatTva

lueTwithTpresentTvalueTofT2019TinTorderTtoTfindTtheTbestTvaluationTtechnique. 

 

TheTresearchTisTsignificantTsinceTanTintrinsicTvalueTofTaTcompanyTisToneTofTt

heTkeyTfactorsTinTdeterminingTitsTpotentialTasTanTinvestment.TItTcanTbeTserved

TasTaTreferenceTinTvaluatingTMothersonTSumiTstocksTandTaTbenchmarkTtoTcom

pareTwithTresultsTfromTotherTresearches.TAnTindustryTanalysisTofTautomobileTin

dustryTwasTconductedTinTthisTpaperTtoTprovideTanToverviewTandTexpectedToutl

ookTofTtheTindustry.TTogetherTtheyThelpTassistingTtheTinvestorsTinTmakingTdeci

sionTregardingTinvestingTinTtheTindustry,TinTgeneralTorTtheTcompany,TinTspecifi

c.TFurthermore,TtheTresearchTcanTbeTconsideredTasTaTguideTlineTofTstockTvalua

tion,TusingTbothTRelativeTvaluationTmethodTandTDCFTmethodTforTreadersTwhoT

takeTanTinterestTinTequityTinvestment. 

 

TheTresearchTquestionTinvolvedTinTthisTstudyTis:TIsTMothersonTSumiTSystems

TLimitedTundervalued,Tover-

TvaluedTorTtrueTtoTvalueTatTtheTcurrentTstockTpriceT(MarchT31stT2019)? 

 
TheTsub-researchTquestionsTareTsubjectTtoTbeTansweredTthroughTtheTstudy: 

 

• HowTwillTtheTcompanyTperformTinTtheTnextT3Tyears? 

• HowTmuchTisTtheTcostTofTcapitalT(WACC)TofTtheTcompany? 

• WhatTisTtheTfairTvalueTofTMothersonTSumiTSystemsTLimited? 
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Limitations 
 

First,TthisTresearchTwillTsolelyTcompareTtheTestimatedTfairTvalueTofTMothersonT

SumiTSystemsTLimitedTwithTitsTcurrentTmarketTpriceTtoTevaluateTtheTinvestment

Tpotential.THence,TaTgoodTinvestment,TparticularlyTinTthisTpaper,TisTwhenTfairT

valueTisThigherTthanTtheTcurrentTmarketTpriceTwhileTtheTotherTwayTaroundTindi

catesTaTbadTinvestment.TInTreality,TanalystsTmustTtakeTintoTconsiderationTotherT

factorsTsuchTasTassociatedTrisks,TstockTliquidity,TfreeTfloatTrate,Tetc.TtoTprovide

TaTthoroughTandTaccurateTequityTanalysis. 

 

Second,TtheTmethodTforTstockTvaluationTinTthisTresearchTisTrestrictedTtoTRelativ

eTValuationTandTDiscountedTCashTFlowT(DCF)Tmethod,TwhichTisTmostTcommo

nTandTwidelyTusedTamongTanalystTsociety.TInTfact,TthereTareTmanyTmethodsTd

evelopedTtoTvaluateTaTstockTvalueTandTeachThasTdistinctTadvantagesTandTdisad

vantages.TAnalystsToftenTcombineTdifferentTmethodsTtoTseekTtheToptimalTanswer

TsinceTstockTvaluationTisTanTelusiveTprocessTthatTinvolvesTaTlotTofTassumption

sTandTuncertainties.TMoreover,TtheTanalysisTconductedTinTthisTpaperTsolelyTbase

dTonTdataTretrievedTfromTtheTannualTreportsTofTtheTcompany.TOtherTinformatio

nTregardedTtheTmanagementTqualityTandTcorporateTgovernanceTisTneglected. 

 

Finally,TMothersonTSumiTSystemsTLimitedTisTpubliclyTtraded,Ttherefore,TtheTm

ethodTemployedTinTthisTresearchTshouldTonlyTbeTusedTtoTthisTtypeTofTcompan

y.TOtherTtypesTofTequityTinTtheTcapitalTmarketTareTnotTsubjectedTtoTbeTinvest

igatedTforTthisTproject. 

 

ResearchTStructure 
 

TheTstructureTofTthisTpaperTisTdividedTintoTtwoTmainTparts:TtheTliteratureTrev

iewTandTtheTempiricalTpart.TTheTliteratureTreviewTfollowsTaTgeneral-to-

specificTpatternTwhichTstartsTwithTinvestingTfundamentalsTandTgraduallyTcomes

TtoTequityTvaluation.TReadersTwillTbeTfamiliarizedTwithTtheTconceptsTofTriskT

andTreturn,TtoolsTtoTmeasureTthemTinTtermsTofTinvestment,TandTdifferentTappr
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oachesTtoTvaluateTanTasset.TInTaddition,TthereTwillTbeTanTextensiveToverview

TofTtheTFreeTcashTflowTtoTfirmT(FCFF)Tmodel,TwhichTisTtheTkeyTmechanism

TforTtheTempiricalTpart.TTheTempiricalTpartTinTthisTthesisTmainlyTfocusesTinT

theTvaluationTofTMothersonTSumiTSystemsTLimitedTusingTtheTFCFFTmodel.TI

nTtheTbeginningTofTthisTpart,TanTanalysisTofTtheTautomobileTindustryTisTprovi

dedTasTaTfoundationTofTtheTvaluationTprocessTbesideTtheTpastTperformanceTof

TtheTcompany.TThen,TtheTcompanyTanalysisTwillTillustrateThowTtheTvaluationT

processTisTconducted,TbeginsTwithTaTbriefToverviewTofTMothersonTSumiTSyste

msTLimitedTandTshowsTtheTrational,TinterpretationTasTwellTasTtheTestimatedTr

esultsTtowardsTtheTendTfollowedTbyTaTshortTdiscussionTexplainingTtheTreliabili

tyTofTtheTresults.TLastly,TtheTauthorTsummarizesTwhatThasTbeenTpresentedTinT

theTpaperTandTsuggestsTfurtherTresearchTtoTimproveTtheTestimatedTresults. 



12  

2 METHODOLOGY 

 
TheTfocusTofTthisTstudyTisTtoTestimateTtheTfairTvalueTofTMothersonTSumiTSyst

emsTLimited.TTherefore,TfinancialTdataTextractedTfromTannualTreportsTofTtheTco

mpanyTwillTbeTtheTfoundationTforTtheTanalysis.TDataTisTretrievedTfromTannualT

reportsTofTtheTfiveTmostTrecentTfinancialTyears,TwhichTisTfromT2014TtoT2018,T

fromTtheTcompany’sTwebsite.TInTwhich,TquantitativeTdataTregardingTtheTfinancia

lTperformanceTofTMothersonTSumiTSystemsTLimitedTisTextractedTfromTtheTfina

ncialTstatements.TTheTauthorTwillTalsoTtakeTintoTconsiderationTanyTqualitativeTd

ataTregardingTtheTcompany’sTmanagement,TstrategiesTandTgoalsTpresentedTinTthe

Treports.TInTaddition,TmarketTdataTfromTfinancialTwebsitesTsuchTasTMoneyTCon

trolTwillTbeTusedTforTfurtherTanalysis.TTheseTdataTconsistTofTmonthlyTpricesTof

TMothersonTSumiTSystemsTLimitedTinTtheTperiodTofTfiveTyears,TandTtheTmont

hlyTyieldTwhichTareTusedTtoTestimateTtheTcompany’sTweightedTcostTofTcapitalT

(WACC). 

 

OtherTsecondaryTdataTandTrelatedTinformationTisTgatheredTfromTpastTresearch

esTandTavailableTreportsTtoTconductTindustryTanalysis. 

 

AsTmentionedTbefore,TtheTmethodTforTstockTvaluationsTinTthisTpaperTareTdiscou

ntedTcashTflowT(DCF)TmethodTandTRelativeTvaluationTmethod.TATliteratureTrevi

ewTofTtheseTmethodsTwillTbeTpresentedTinTtheTLiteratureTReviewTsectionTbelow

.TSpecifically,TtheTinputsTforTtheTDCFTmodelTareTtheTcompany’sTforecastedTfre

eTcashTflowTtoTfirmT(FCFF)TandTweightedTaverageTcostTofTcapitalT(WACC).TT

heTinputsTforTRelativeTvaluationTisTtakenTforTtheTotherTcompaniesTworkingTinT

theTsameTsector. 

FinancialTmodel 

ForTtheTFCFFTvaluation,TaTfinancialTmodelTisTbuiltTbasedTonTdataTfromTfinan

cialTstatementsTofTtheTcompany.TTheTmodelsTcanTbeTdividedTintoTthreeTmainT

parts:TInput,TBreak-

Tdown,TandTForecast.TTheTinputTsectionTisTprimarilyTaTreplicationTofTtheTfina

ncialTstatementsTinTtheTchosenTperiod.TTheTbreakdownTsectionTpicksTtheTvitalT
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elementsTfromTtheTfinancialTstatements:TSalesTrevenue,TWorkingTCapital,TDepre

ciationTschedule,TandTInterest-

bearingTLiabilities;TandTinvestigatesTevenTfurtherTtoTforecastTtheirTchangesTinTt

heTfuture.TForecastTsectionTrepresentsTtheTcompany’sTfinancialTstatementsTinTth

eTcomingTperiods,TinTthisTcase,TfromT2019TtoT2022.TTheTfirstTperiodTisTsepar

atedTintoTthreeTsingleTyearsTwhileTtheTlatterTisTpresentedTasTanTaverageTforTt

heTwholeTperiod.TTheTreasonTforTdoingTinTsuchTwayTisTtoTbeTasTpreciseTasT

possibleTinTforecasting,TthatTisTbreakingTdownTtheTforecastedTperiodTintoTindiv

idualTfinancialTyears.TTheTnumberTofTforecastedTindividualTyearsTisTthreeTbutT

notThigher,Tnevertheless,TisTbecauseTincreasingTtheTnumberTofTindividualTyears

TatTthisTpointTwouldTnotTsignificantlyTimproveTtheTprecisionTofTtheTestimatedT

results.TTheTlongerTperiodTofTforecasting,TtheTlessTaccurateTtheTresultsTwouldT

be.TTherefore,TitTisTrationalTandTmoreTefficientTtoTmakeTforecastingTspecificall

yTforTeveryTyearTforTaTshortTperiod,TinTthisTcaseTfourTyears,TandTthenTassum

eTanTestimatedTaverageTforTtheTrest.TThereTisToneTrowTatTtheTendTofTtheTbal

anceTsheetTworksheet,TwhichTshowsTtheTdifferenceTbetweenTtotalTassetsTandTsu

mTofTtotalTequityTandTtotalTliabilities,TtoTcheckTifTtheTmodelTisTcorrectlyTbuil

t.TIfTtheTmodelTisTcorrectlyTbuilt,TtheTvaluesTofTthisTrowTinTeveryTyearTshoul

dTbeTzeroTtoTindicateTthatTtotalTassetsTandTsumTofTequityTandTliabilitiesTareT

balance,TwhichTisTtheTessenceTofTaTbalanceTsheet. 

 
MicrosoftTExcelTisTusedTtoTbuildTtheTfinancialTmodel. 

 
 

CapitalTassetTpricingTmodelT(CAPM) 

ToTestimateTtheTcompany’sTWACC,TtheTcapitalTassetTpricingTmodelT(CAPM)Tis

Temployed.TATliteratureTreviewTforTtheTmodelTwillTbeTpresentedTinTtheTLiterat

ureTReviewTsectionTbelow. 

 

RelevantTinformationTfromTpastTresearchesTwillTbeTgatheredTtogetherTtoTdrawTt

heTconsensusTview.TBasedTonTtheTindustryTanalysisTasTwellTasTtheTdataTobtain

edTfromTMothersonTSumi’sTannualTreports,TtheTauthorTwillTmakeTassumptionsTa

ndTforecastsTofTtheTfutureTperformanceTofTtheTcompany.TInTaddition,TthereTwill

TbeTcalculationsTusingTstatisticalTandTfinancialTmathematicsTtoTestimateTtheTfair
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TvalueTofTtheTcompany.TTheTvalueTperTshareTisTthenTderivedTfromTtheTcompa

ny’sTvalueTandTisTputTintoTcomparisonTwithTtheTmarketTvalueTonTMarchT31st,T

2019,TwhenTtheTvaluationTisTstarted.TTheTresultTwillTbeTinterpretedTasToneTofT

threeTfollowingTscenarios: 

(1) TheTcompanyTisTundervaluedTifTitsTfairTvalueTisThigherTthanTitsTmarketTvalue 

(2) TheTcompanyTisTovervaluedTifTitsTfairTvalueTisTlowerTthanTitsTmarketTvalue 

(3) TheTcompanyTisTfairlyTvaluedTifTitsTfairTvalueTequalsTtoTitsTmarketTvalue 
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3 LITERATURETREVIEW 
 

 

TheTinvestmentTsetting 
 

WhenTcurrentTearningsTexceedTcurrentTspendingTdesire,ToneTcanTchooseTtoTeith

erTkeepTtheTexcessTasTsavingTorTreceiveTtheTexactTamountTinTtheTfutureTorTgi

veTupThisTorTherTimmediateTpossessionTinTexchangeTforTaTlargerTsumTafterTa

TcertainTperiod.THence,Tin-

TvestmentTisTdefinedTbyTReillyTandTBrownT(2003)TasTtheTcurrentTcommitment

TofTdollarsTforTaTperiodTtoTgetTfutureTpaymentsTthatTwillTcompensateTtheTinv

estorTforTtheTtimeTvalueTofTtheTfundsTorTtheTopportunityTcost,TtheTexpectedTr

ateTofTinflationTandTtheTuncertaintyTorTriskTofTfutureTpayments.TTheTcompensa

tion,TwhichTisToftenTdescribedTasTaTreturnTonTtheTinitialTdollarTamountTinveste

d,TisTcalledTtheTinvestor’sTrequiredTrateTofTreturn.TThisTisTtheTminimumTrateT

ofTreturnTanTinvestorTacceptsTasTaTcompensationTforTdeferringTconsumption.T(R

eillyTandTBrown,T2012) 

 

3.1.1 RiskT&Treturn 

 
ReturnTisTanTincentiveTforTmakingTinvestments.TItTcanTbeTmeasuredTasTtheTtot

alTgainTorTlossTtoTinvestorsToverTaTcertainTperiodTandToftenTpresentedTasTperc

entageTreturnTonTinitialTinvestment.TRealizedTreturnTisTtheTreturnTwhichThasTbe

enTearnedTwhileTexpectedTreturnTisToneTwhichTinvestorsTanticipateTtoTreceiveT

overTaTcertainTperiodTofTinvestmentTandTitTmayTorTmayTnotToccur.TInvestorsT

predictTexpectedTreturnTbasedTonTtheTrealizedTreturnTinTtheTpast.TInTtermsTofT

equityTinvestment,TreturnTconsistsTofTtheTdividendsTandTcapitalTgainTorTlossTat

TtheTtimeTofTsaleTofTstocks.TTypically,TrequiredTreturnsTareThigherTforTriskierT

in-Tvestments.T(Omisore,TYusulfTandTChristopher.I.,T2012) 

 
InTinvestmentTcontext,TriskTisTtheTuncertaintyTofTfutureTreturns.TInTotherTwords

,TitTrepresentsTtheTpossibilityTthatTtheTactualTreturnTfromTanTinvestmentTwillTd

ifferTfromTitsTexpectedTreturnT(Omisore,TYusulfTandTChristopher.I.,T2012).TSimi

larly,TriskTregardingTtoTaTcompanyTisTtheTpossibilityTthatTtheTactualToutcomeT
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ofTaTfinancialTdecisionTmayTnotTbeTsameTasTanticipated.THence,TtheTriskTofTa

nTinvestmentTcanTbeTstatisticallyTmeasuredTbyTvarianceTandTstandardTdeviationT

ofTreturns.TTheTlargerTtheTvarianceTorTtheTmoreTvariationTinTreturnsTfromTanTi

nvestment,TtheTriskierTtheTinvestmentTis. 
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3.1.2 Risk-freeTrateT&TriskTpremium 

 
TheTrequiredTrateTofTreturnTisTmadeTupTfromTinterestTratesTwhichTareTinfluenc

edTbyTthreeTvariablesTmentionedTabove:TtheTopportunityTcostTofTtheTinvestment,

TtheTexpectedTinflationTrate,TandTtheTuncertaintyTofTfutureTpayments.TTheTrealT

risk-

freeTrateT(RFRR)TisTtheTbasicTinterestTrateTderivedTfromTtheTopportunityTcost,T

theTbenefitTorTreturnTofTalternativeTinvestmentsTthatTanTinvestorTgaveTupTforTa

TcertainTinvestment,TassumingTthereTisTnoTinflationTandTuncertaintyTaboutTfuture

Tpayments.TIfTinflationTisTtakenTintoTaccountTbesideTopportunityTcost,TtheTRFR

RTbecomesTtheTnominalTrisk-freeTrateT(NFRR).TTheTNFRRTisTde-

TrivedTfromTtheTRFRRTasTfollow: 

NRFRT=T[(1T+TRRFR)T×T(1T+TExpectedTRateTofTInflation)]T–T1 

 
ATrisk-

freeTinvestmentTisToneTthatTinvestorsTareTcertainTaboutTtheTamountTofTfutureT

paymentsTandTwhenTtheyTwillTbeTmade.TInTthisTcase,TinvestorsTonlyTaskTforT

aTrateTofTturnTequalsTtoTtheTrisk-

freeTrate.TSinceTinflationTalmostTalwaysTexists,TtheTrisk-

freeTrateT(RFR)TisToftenTexpressedTasTtheTNRFR.TThisTisTalsoTappliedTinTthis

Tpaper.TGovernmentTtreasuryTbondsTareTtypicallyTconsideredTasTrisk-

free.TIfTthereTisTuncertaintyTaboutTtheTexpectedTreturn,TinvestorsTwillTdemandT

aThigherTrateTofTreturnTandTtheTdifferenceTbetweenTtheTrequiredTrateTofTreturn

TandTtheTrisk-freeTrateTisTcalledTriskTpremiumT(RP): 

(ReillyTandTBrown,T2012) 

 

RequiredTrateTofTreturnT=TRFRT+TRP 

 

ExpectedTreturn 
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RFR 

 

 

 

Risk 
 

FigureT1.TRiskT&TReturnTRelationshipT(ReillyTandTBrownT2012) 

 

 

 

MarketTportfolioTtheory 
 

SinceTtheTresearchTinTthisTpaperTwillTnotTdirectlyTemployTtheTMarkowitz’sTport

folioTmodelTbutTratherTitsTapplications,TtheTauthorTwillTnotTshowTtheToriginalT

modelTbutTinsteadTpointToutTtheTimpliedTideasTbehindTit.TInterestedTreadersTwh

oTwouldTlikeTtoThaveTaTthoroughTunderstandingTtheTtheoryTasTwellTasTtheTmo

delsTwithinTitTcanTfindTMarkowitz’sTscientificTworkTinTtheTbibliographyTsection

Tbelow. 

 
TheTmarketTportfolioTtheory,TfirstTdevelopedTandTintroducedTbyTHarryTMarkowit

zT(1952,T1959),TprovidedTaTmeasureTofTportfolioTriskTandTshowedThowTtoTbuil

dTanToptimalTportfolio.TATportfolio,TinTtermsTofTinvestment,TisTaTcombinationT

ofTdifferentTfinancialTassetsTandTtypesTofTinvestmentsTheldTbyTindividualTinvest

orsTorTmanagedTbyTportfolioTmanagersTinTfinancialTinstitutes.TAsTmentionedTbef

ore,TriskTofTanTinvestmentTisTconsideredTasTtheTvariationTofTitsTreturns.THence,

TitTcanTbeTmeasuredTbyTtheTvarianceTandTstandardTdeviationTofTpossibleTfuture

TreturnsTfromTtheTexpectedTreturnsT(ReillyTandTBrown,T2012).TTheTvarianceTan

dTstandardTdeviationTofTanTinvestment’sTreturnsTinTnTperiodsTofTtimeTareTcomp

utedTasTfollow: 
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TheTvarianceT(σ2),TisTdefinedTasTtheTsumTofTtheTsquaredTdistancesTofTeachTter

mTinTtheTdistributionTfromTtheTmeanT(μ),TdividedTbyTtheTnumberTofTtermsTinT

theTdistributionT(N).
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However,TriskTofTaTportfolioTwhichTconsistsTofTmultipleTindividualTinvestmentsTisTnotTsi

mplyTmeasuredTbyTtakingTaverageTofTeachTcomponent‘sTvarianceTorTstandardTdeviation.T 

 

 

AccordingTtoTMarkowitz’sTportfolioTtheory,ToneTshouldTtakeTintoTaccountTtheTco-

TvarianceTofTindividualTinvestmentsTwhenTmeasuringTaTportfolioTrisk.TCovarianceTm

easuresTtheTdegreeTtoTwhichTtwoTvariablesTmoveTtogetherTrelativeTtoTtheirTindividualTmea

nsToverTtime.THence,TaTpositiveTcovarianceTmeansTtheTtwoTvariablesTtendTtoTmoveTtogethe

rTwhileTaTnegativeTcovarianceTindicatesTtheyTtendTtoTmoveTdifferentlyTrelativeTtoTtheirTm

eansTduringTtheTsameTperiodT(ReillyTandTBrown,T2012).TForTtwoTindividualTinvestmentsTx

TandTy,TtheTcovarianceTofTtheirTreturnsTinTnTperiodTofTtimesTisTcomputedTasTfollow: 

 

 
 
 

WhenTinterpretingTtheTcovarianceTofTreturnsTofTtwoTinvestments,ToneTcanTonlyTseeT

theTco-

movementsTofTtheirTvariationsTinTreturn.TInTorderTtoTexamineThowTstrongTtheirTrela

tionshipTis,TtheTcovarianceTisTstandardizedTbyTtheTvariabilityTofTtheTindividualTreturn

sTofTeachTinvestmentTtoTyieldTtheTcorrelationTcoefficient: 

 

TheTcorrelationTcoefficientTonlyTvariesTfromT-1TtoT+1.TATvalueTofT-

1TindicatesTaTperfectTnegativeTcorrelationTwhileTaTvalueTofT+1TindicatesTaTper

fectTpositiveTcorrelationTbetweenTtheTreturnsTofTtwoTinvestments.TInTaTperfectT

correlation,ToneTvariableTdefersTfromTitsTmeanTvalueTbyTaTcomparableTamount

TofTthatTofTtheTotherTvariable,TinTeitherTdirectionTfromTtheTmeans.TATvalueTo

fTzeroTmeansTtheTreturnsThaveTnoTlinearTrelationshipTorTuncorrelatedTstatisticall

y.T(ReillyTandTBrown,T2012) 

 

So,TtheTvariationTofTreturnsTofTanTinvestmentTmayThaveTtheTsameTorTopposite
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TmovementsTofTthatTofTanotherTinvestment,TorTjustTfluctuatesTrandomly.TThisT

meansTthatTputtingTtwoTinvestmentsTwhichThaveTaTperfectlyTnegativeTcovarianc

eTofTreturnsTinToneTportfolioTwillTbeTlessTriskyTthanTjustTkeepingTeitherTone,T

sinceTtheTincreaseTinTone’sTreturnTwillToffsetTforTtheTdecreaseTinTtheTother’s.T

TheTreturnTofTthisTportfolioTisTtheTsumTofTeachTinvestment’sTaverageTreturnTw

eightedTwithTtheirTproportionsTinTtheTportfolio.T 

 

ByTkeepingTaTportfolioTwithTmultipleTinvestments,ToneTcanTreduceTtheTbearing

TriskTwhileTachievingTtheTsameTdesiredTreturn.TThisTactTisTcalledTdiversifying.

TTheTtotalTriskTofTaTportfolioTcanTbeTreducedTthroughTdiversifyingTbutTnotTeli

minated.TTheTportionTthatTcanTbeTeliminatedTisTcallTunsystematicTriskTorTspeci

ficTrisk,TwhichTisTpeculiarTtoTeachTcompanyTdueTtoTtheTdistinctivenessTinTthei

rToperationsTandTotherTfactorsTwhichTinfluenceTthem.TOnTtheTotherThand,Tsyste

maticTriskTorTmarketTriskTisTtheTportionTthatTcannotTbeTeliminatedTthroughTdi-

Tversifying.TItTisTbasedTonTtheTfactTthatTthereTareTeconomy-

wideTfactorsTthatThaveTimpactTonTallTbusinessesT(Brealey,TMyers,T&TAllen,T20

11). 

 

TFigureT3TillustratedTtheTrelationshipTbetweenTtheTstandardTdeviationTofTreturnT

orTtheTriskTofTaTportfolioTandTtheTnumberTofTstocksTinTtheTportfolio.TAccordi

ngTtoTfigureT2,TtheTunsystematicTriskTdecreasesTasTtheTnumberTofTstocksTinTa

TportfolioTincreasesTtoTtheTextentTthatTonlyTsystematicTriskTremains,TatTwhichT

theTportfolioTbecomesTtheTmarketTportfolio. 
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FigureT2.TNumberTofTstocksTinTaTportfolioT&TtheTstandardTdeviationTofTtheTportfolioTreturnT(ReillyT&TBrown,T2012) 

 

3.3TTheTcapitalTassetTpricingTmodelT(CAPM) 
 

BasedTonTtheTmarketTportfolioTtheory,TinvestorsTshouldTdiversifyTtheirTinvestm

entsTandTaimTforTtheTmarketTportfolioTinTwhichTtheTtotalTriskTequalsTsystema

ticTriskTsinceTtheTun-

TsystematicTriskTisTdiversifiedTaway.TNevertheless,TtheTtheoryTdidTnotTexplain

ThowTriskTandTreturnTworkTforTindividualTriskyTassets.TTheTcapitalTassetTprici

ngTmodelT(CAPM),TdevelopedTbyTSharpeT(1964),TLintnerT(1965)TandTMossinT

(1966),TshowedThowTtoTevaluateTrisk-returnTtrade-

offTforTbothTdiversifiedTportfoliosTandTindividualTsecurities.TTheTmathematicalT

representationTforTtheTmodelTgoesTasTfollows: 
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Note:T“RiskTPremium”T=T(RmT–TRrf) 

(ReillyTandTBrown,T2012) 

 
 

TheTCAPMTredefinesTtheTrelevantTmeasureTofTriskTfromTtotalTvolatilityTtoTonlyTth

eTsystematicTrisk.TTherefore,TtheTnewTriskTmeasureTbetaTcoefficient,TdenotedTasTβ,

TcalculatesTtheTsystematicTriskTofTaTsecurityTcomparedTtoTthatTofTtheTmarketTportf

olioTorTtheTmarketT(ReillyTandTBrown,T2012).TTheTbetaTcoefficientTcanTbeTcalcula

tedTbyTrunningTaTsimpleTlinearTregressionTofTaTsecurity’sTreturnsTandTtheTmarketT

returnsTinTaTcertainTperiodTorTbyTusingTtheTfollowingTformula: 

 
 

TheTCAPMTonceTagainTexpressesTtheTexpectedTreturnTasTtheTsumTofTtheTRFR

TandTtheTexpectedTRP.TNevertheless,TtheTmodelTisTsimplifiedTbyTemployingTth

eToverallTmarketTriskTpremiumT[𝐸(𝑅𝑀)T−T𝑅𝐹𝑅]TandTadjustingTitTaccordingTtoT

theTriskinessTofTaTsecurityTrelativeTtoTtheTmarket,TwhichTisTcapturedTbyTtheTb

etaTcoefficient,TratherTthanTcalculateTtheTriskTpremiumTforTeveryTsecurityT(Reil

lyTandTBrown,T2012). 

 

3.4TEquityTvaluation 
 

 

3.4.1 TheoryTofTValuation 

 
ATvaluationTofTanTinvestmentTisTtheTprocessTofTestimatingTitsTvalueTwhichTrep

resentsTtheTpresentTvalueTofTitsTexpectedTreturnsTduringTtheTinvestedTperiod.TA

nTequityTorTstockTvaluationTspecificallyTrefersTtoTtheTprocessTofTestimatingTthe

TintrinsicTvalueTofTcommonTstocks.TATcommonlyTacceptedTtheoreticalTprinciple

TinTvaluatingTanyTfinancialTassetTisTtheTdiscountedTcashTflowTmethodologyT(Re

illyTandTBrown,T2012).TATvalueTofTanTassetTequalsTtoTallTtheTfutureTcashTflo

wsTdiscountedTatTanTopportunityTrateTwhichTreflectsTtheTriskTofTtheTinvestment
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T(Pratt,T1998).TTheTvaluationTprocessTisTaTfundamentalTapproachTtoTsupportTm

akingTinvestmentTdecision.TByTcomparingTtheTestimatedTvalueTofTanTinvestment

TtoTitsTmarketTvalueTorTmarketTprice,ToneTcanTdetermineTtoTinvestTorTnot.TTh

eTinterpretationTofTestimatedTintrinsicTvalueTofTanTinvestmentTforTmakingTinvest

mentTdecisionTisTsummarizedTasTfollow: 

- IfTEstimatedTIntrinsicTValueT>TMarketTPrice,TBuyTorTHoldTitTifTyouTOwnTIt. 

- IfTEstimatedTIntrinsicTValueT<TMarketTPrice,TDon’tTBuyTorTSellTitTifT

youTOwnTIt.T 

(ReillyTandTBrown,T2012) 

 

 
3.4.2 ValuationTapproach 

 
SinceTaTvalueTofTassetTisTfundamentallyTtheTexpectedTfutureTcashTflowsTdiscou

ntedTbackTtoTtheTpresent,TvaluationTprocessTinvolvesTuncertaintiesTaboutTtheTfu

tureTandTtherefore,TtheTestimatedTvalueTwillTalwaysTbeTsubjectiveTandTimprecis

e.TEquityTvaluationTmodelsThelpTspecifyingTwhatTtoTbeTforecastedTandTturning

TitTtoTanTintrinsicTvalueTestimate.TThereTareTthreeTmajorTvaluationTtechniquesT

whichTareTgenerallyTapplicableTandTwidelyTused: 

1. DCFTvaluation 

2. RelativeTvaluation 

(Froidevaux,T2004) 

 

AssetTbasedTvaluationTisTcloselyTassociatedTwithTvalueTinvestingTdevelopedTbyT

BenjaminTGraham.TTheTideaTisTthatTtheTfairTvaluesTofTaTcompany’sTcurrentTta

ngibleTassetsTshouldTbeTtheTfoundationTinTestimatingTtheTintrinsicTvalueTofTthat

Tcompany. 

 

TheTfairTvalueTofTanTassetTisTestimatedTbyTitsTreproductionTcostTwhichTisTtheT

costTaTcompetitorTwouldThaveTtoTincurTtoTenterTtheTbusiness.TTheTreproduction

TcostTreflectsTtheTearningTpowerTofTanTassetTwhichTmightTincreaseTorTdecrease

ToverTtime,TthereforeTitTcanTbeTsignificantlyTdifferentTthanTtheTbookTvalueTorTt

heTacquisitionTcostT(Froidevaux,T2004).TThisTapproachTmightTbeTdifficultTwhenT
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valuatingTcompaniesTwhichThaveTaTsubstantialTnumberTofTintangibleTassets,TforT

instanceTResearchT&TDevelopment,TwhichTisThardTtoTquantifyTintoTmonetaryTva

lue. 

 

InTrelativeTvaluation,TaTvalueTofTanTassetTisTestimatedTbasedTonThowTsimilarTa

ssetsTareTpricedTinTtheTmarket.TTheTprincipleTunderlyingTisTthatTsimilarTassetsT

shouldTsellTforTsimilarTprices.TTheTvaluesTofTassetsTorTcompaniesTfirstTneedTto

TbeTstandardized,TbyTconvertingTthemTintoTmultiplesTofTtheirTearnings,TbookTva

lues,TreplacementTvalues,TorTrevenuesTthatTtheyTgenerate.TThen,TcomparableTco

mpaniesTwhichThaveTsimilarTcashTflows,TgrowthTpotentials,TriskTlevels,Tetc.Tare

TselectedTandTtheirTmultiplesTareTcomparedTwithToneTanotherTtoTdetermineTthei

rTrelativeTadequacy.TTheTfourTmainTmethodsTusingTdifferentTmultiplesTthatTareT

commonlyTusedTtoTvaluateTcommonTstocks: 

 

1. RelativeTtoTearnings:TP/ETratio,TPEGTratio 

2. RelativeTtoTrevenuesTgenerated:TP/STratio 

3. RelativeTtoTcashTgenerated:TP/EBIT,TP/EBITDA,TP/CFO,TEV/EBITDATratios 

4. RelativeTtoTbookTvalue:TP/BTratio 

 
(Froidevaux,T2004) 

 
TheTDCFTmethodTisTprimaryTbasedTonTtheTfundamentalTprincipleTmentionedTab

ove,TthatTaTvalueTofTanTassetTisTtheTpresentTvalueTofTitsTexpectedTfutureTcash

Tflow.T 

 

TheTmodelTcanTbeTextendedTtoTvaluateTaTcompanyTconsideringTitTasTaTportfoli

oTofTassets.TTheTmethodTthenTcanTbeTapproachedTinTtwoTways:TviaTvalueTofT

equityTorTviaTvalueTofTfirm.TValueTofTequityTrepresentsTonlyTtheTstakeTofTthe

TcompanyTthatTbelongsTtoTtheTcommonTshareholders.T 

 

InTthisTapproach,TfreeTcashTflowTtoTequityT(FCFE),TwhichTisTtheTresidualTamo

untTafterTallToperatingTexpenses,TtaxTobligations,TandTinterestTandTprincipalTpay

ments,TisTdiscountedTatTtheTcostTofTequityTwhichTisTtheTrateTofTreturnTrequire
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dTbyTequityTinvestorsT(Damodaran,T2004).TOnTtheTotherThand,TfreeTcashTflowT

toTfirmT(FCFF)TisTdiscountedTatTtheTcompany’sTweightedTaverageTcostTofTcapit

alT(WACC)TtoTgetTvalueTtoTfirmTinTtheTsecondTapproach.TThisTapproachTisTdi

fferentTfromTtheTformerTinTwhichTitTtakesTintoTaccountTtheTleverageTusedTbyTt

heTcompanyTinTfinancingTitsTbusiness,TbyTreplacingTFCFETbyTFCFFT–

TtheTexactTsameTamountTbutTpriorTtoTdebtTpaymentsT–TandTusingTWACCT–

TtheTcostTofTallTfinancingTcomponents,TweightedTbyTtheirTmarketTvalueTproport

ionT–

TasTtheTdiscountTrateTinsteadTofTcostTofTequityT(Damodaran,T2004).TTheTtwoT

approachesTareTsummarizedTinTtheTtableTbelow: 

 

 

3.4.3 OptimalTvaluationTtechnique 

 
TheTthreeTvaluationTtechniquesTaboveTareTtheTmostTcommonlyTusedTbyTanalyst

s.TEachThasTitsTownTadvantagesTandTdisadvantagesTcomparedTtoTothers.TBecaus

eTvaluationTisTanTelusiveTprocessTthatTinvolvesTaTlotTofTuncertaintiesTandTtheT

resultsTareToftenTsubjective,TthusTdifferTfromToneTanother,TthereTisTnoTsuchTop

timalTvaluationTtechnique.TAnalystsToftenTuseTaTcombinationTofTvaluationTmeth

odsTtoTbetterTestimateTtheTintrinsicTvaluesTofTassetsTorTcompanies.TInTthisTrese

arch,Thowever,TtheTmethodTemployedTisTtheTDCFTmethodTandTRelativeTValuati

onTmethod.TItTreflectsTtheTcommonly-

acceptedTprincipleTofTassetTvaluation:TtheTvalueTofTanTassetTisTtheTtotalTamoun

tTofTexpectedTcashTflowsTitTcanTgenerate,TdiscountedTatTaTrateTwhichTreflectsT

theTrisksTofTtheTasset.TMoreTspecifically,TtheTauthorTchoseTtheTapproachTviaTv

aluatingTtheTvalueTtoTfirmTwhereTFCFFTandTWACCTareTtheTinputsTforTmodel.

TTheTreasonTisTthatTthisTapproach,TinTpractice,TisTmoreTstraightforwardTasTFC

FFTisTunaffectedTbyTchangesTinTfinancialTleverageT(Damodaran,T2004). 
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FreeTcashTflowTtoTfirmT(FCFF)Tmodel 
 

 

3.5.1 CalculatingTfreeTcashTflowTtoTfirmT(FCFF) 

 
AsTmentionedTbefore,TFCFFTisTtheTamountTofTcashTaTcompanyTgeneratesTbyTr

unningTitsTbusinessTafterTallTexpenses,TtaxTobligations,TandTinvestmentsTareTded

ucted.TThereTareTdifferentTwaysTtoTestimateTFCFF,ToriginatedTbyTdifferentTstarti

ngTpoints.TAnTanalystTcanTcalculateTFCFFTbyTstartingTwithTtheTfollowingTitems

TfromTtheTfinancialTstatements:TnetTincomeT(NC),TearningsTbeforeTinterestTandT

taxT(EBIT),TearningsTbeforeTinterest,Ttax,TdepreciationTandTamortizationT(EBITD

A),TorTcashTflowTfromToperationsT(CFO)T 

 

FCFFT=TcashTflowTfromToperationsT+TinterestTexpenseTxT(1T-

TtaxTrateT)T-TcapitalTexpendituresT(CAPEX) 

TheTnetTincomeTappearsTatTtheTbottomTlineTofTanTincomeTstatementTisTnotTneces

sarilyTcashTsinceTcompaniesTcanTsellTtheirTproductsTorTservicesTonTcreditsTwhere

TcashTtransactionsTdoTnotToccurTyet.TTherefore,ToneTmustTmakeTsomeTadjustment

sTtoTgetTtheTFCFF,TfundamentallyTthatTisTaddingTtheTactualTcashTtransactionsTwh

ichTdoTnotTappearTinTtheTin-

TcomeTstatementTandTdeductingTnoncashTchargesTwhenTcalculatedTnetTincome.TSo

meTcommonTnoncashTchargesTincludeTdepreciationT&TamortizationT–

TaTmethodTtoTspreadTtheTcostTofTanTassetTthroughoutTitsTusefulTlife,Trestructurin

gTcharges,TandTdeferredTtaxes,TwhichTshowTtheTdifferenceTbetweenTreportingTinco

meTandTexpensesTforTaccountingTandTtaxTpurposes.TFixedTcapitalTinvestmentTisTt

heTdifferenceTbetweenTtheTcapitalTexpenditures,TwhichTreferTtoTtheTinvestmentTin

Tlong-

termTassets,TandTtheTdivestmentTinTsuchTassets.TNetTworkingTcapital(NWC)TisTaT

measureTofTcompany’sTshort-

termTfinancialThealth,TwhichTisTtheTabilityTtoTmeetTshort-

termTobligations.TTherefore,TitTisTcalculatedTasTtheTdifferenceTbetweenTcurrentTass

etsTexcludingTcashTandTcashTequivalentsTandTcurrentTliabilities.TNWCTisTaTnonca

shTitemTinvolvedTinTtheTcalculationTofTnetTincomeTinTtheTincomeTstatement,Tther

eforeTshouldTbeTtakenTintoTtheTformula.TAnTincreaseTinTNWCTduringTtheTfinanci
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alTyearTshouldTbeTaddedTbackTtoTNITwhere-

TasTaTdecreaseTinTNWCTshouldTbeTdeducted.TTheTfinalTadjustmentTisTtheTinteres

tTexpenseTwhichTisTtheTinterestTpaymentTcompaniesTmustTpayTtoTtheirTdebtThold

ersTforTcashTfinancing.TSinceTFCFFTisTpriorTtoTdebtTpayments,TinterestTexpenseT

shouldTbeTaddedTbackTintoTtheTformula.T 

ItTshouldTbeTnotedTthatTonlyTtheTafter-

taxTinterestTcostTisTadjustedTsinceTinterestTexpenseTaffectsTtheTamountTofTtaxable

TincomeTwhichTinTturn,TaffectsTtheTtaxTobligations.T 

CalculatingTFCFFTfromTEBIT 

FCFFT=TearningsTbeforeTinterestTandTtaxesT(EBIT)TxT(1T-TtaxTrate)T+TdepreciationT 

LongTtermTinvestmentsT-TinvestmentsTinTworkingTcapital. 

StartingTfromTEBITTdoesTnotTrequireTtoTadjustTforTinterestTexpenseTsinceTitT

isTbeforeTinterestTandTtaxes.TNevertheless,TdepreciationTisTaddedTbackTbecaus

eTitTwasTsubtractedTinTcalculatingTEBIT. 

CalculatingTFCFFTfromTEBITDA 

FCFFT=TearningsTbeforeTinterest,Ttax,TdepreciationTandTamortizationT(EBITD

A)TxT(1T-TtaxTrate)T+TdepreciationTxTtaxTrateT-Tlong-termTinvestmentsT-

TinvestmentsTinTworkingTcapital. 

EBITDATisTtheTearningsTbeforeTinterest,Ttaxes,Tdepreciation,TandTamortization

.TThere-

Tfore,TtheTdepreciationTtaxTshieldTcalculatedTbyTmultiplyingTdepreciationTand

TtaxTrateTisTaddedTback.TItTrepresentsTtheTcashTamountTincreasedTfromTtaxe

sTsavedTbyThavingTdepreciation. 

CalculatingTFCFFTfromTCFO 

FCFFT=TcashTflowTfromToperationsT+TinterestTexpenseTxT(1T-TtaxTrateT)T-TcapitalT 

expendituresT(CAPEX) 

CFOTisTtheTcashTflowTfromToperationsTwhichTappearsTinTtheTcashTflowTstatem

ent.TSinceTitTisTderivedTfromTnetTincomeTandTalreadyTadjustedTforTnoncashTch

argesTandTworkingTcapital,TonlyTafter-
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taxTinterestTexpenseTandTfixedTcapitalTinvestmentTshouldTbeTtakenTintoTtheTfor

mula. 

 
IfTaTcompanyTusesTpreferredTsharesTtoTraiseTfundTbesideTdebtTandTcommonTeq

uity,TfurtherTadjustmentTisTnecessaryTtoTestimateTtheTFCFF.TPreferredTsharesTre

presentTownershipTinTaTcorporationTthatTisTsimilarTtoTcommonTequityTbutTdoTn

otTcarryTvotingTrights.TTherefore,TpreferredTshareholdersThaveTpriorityToverTcom

monTshareholdersTinTwhichTdividendsTofTpreferredTsharesTmustTbeTpaidToutTbef

oreTdividendsTofTcommonTsharesT(Investopedia). 

 

InTcalculatingTFCFF,TpreferredTsharesTareTtreatedTlikeTdebt,TwhichTdividendsTar

eTaddedTbackTtoTtheTFCFF,TexceptTthatTtheTamountTisTnotTtax-

deductibleT(Cross-ReferenceTtoTCFATInstituteTAssignedTReadingT#42T-

TFreeTCashTFlowTValuation,Tn.d.). 

 

ToTforecastTFCFFTinTtheTfuture,TanalystsTcanTchooseTtoTeitherTforecastTtheTgro

wthTofTFCFFTasTaTwhole,TbasedTonThistoricalTdataTorTforecastTtheTcomponents

TofTFCFF.TTheTlatterTmethodTisTmoreTrealistic,TmoreTflexibleTandTthus,TmoreT

complicatedTbecauseTitTisTassumedTthatTeachTcomponentThasTaTdifferentTgrowth

TrateT(Cross-ReferenceTtoTCFATInstituteTAssignedTReadingT#42T-

TFreeTCashTFlowTValuation,Tn.d.).TByTanalyzingTandTfore-

TcastingTeachTcomponentTofTFCFF,TanalystsTwouldTmakeTmoreTreasonableTassu

mptionsTasTwellTasThaveTmoreTflexibilityTadjustingToneTorTmoreTcomponentsTt

oTseeTtheTeffectTonTtheTvalueTofTFCFF. 

 

3.5.2 WACCTasTtheTdiscountTrate 

 
WACCTisTtheTcostTofTcapitalTthatTaTcompanyTusesTtoTfinanceTforToperatingTit

sTbusiness.TSinceTtheTgoalTisTtoTestimateTtheTtotalTvalueTofTtheTcompany,TitTi

sTreasonableTtoTuseTWACCTasTtheTdiscountTrate.TCostTofTcapitalTisTderivedTb

yTsummingTtheTcostTofTdebtTandTequityTweightedTbyTtheirTrelativeTproportions

TinTtheTcompany’sTfinancingTstructure. 
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BothTtheTweightsTofTequityTandTdebtTfinancingTisTestimatedTbasedTonTmarketT

value.TSinceTtheTWACCTmayTchangeToverTtimeTasTtheTcompany’sTcapitalTstruc

tureTchanges,TanalystsTshouldTuseTtargetTstructureTweightsTinsteadTofTactualTwei

ghts.TTheTcostTofTequity,TwhichTisTtheTrateTofTreturnTrequiredTbyTcommonTsha

reholders,TcanTbeTcalculatedTusingTtheTCAPM.TItTwillTthenTequalTtoTtheTRFRT

plusTtheTRP,TwhichTisTtheTnetTofTmarketTreturnTandTtheTRFR,TadjustedTtoTthe

TcorrelationTbetweenTtheTcompany’sTreturnTandTtheTmarketTreturnTbyTmultiplyin

gTwithTtheTbetaTcoefficient.TOnTtheTotherThand,TtheTcostTofTdebtTrep-

TresentsTtheTrequiredTrateTofTreturnTbyTdebtTholders.TAccordingTtoTtheTaboveTf

ormula,TitTisTtax-

deductibleTsinceTtheTinterestTpaymentTreducesTtheTamountTofTtaxTobligation. 

 

 

 

 

3.5.3 Single-stageTvsTmulti-stageTmodel 

 
TheTFCFFTmodelTcanTbeTusedTasTaTsingle-stageTorTaTmulti-

stageTmodelTtoTbetterTillustrateTtheTdifferentTstagesTofTaTbusinessTandTtheTindu

stryTinTwhichTitTisToperating.TOneTofTtheTmostTcommonTmodelsTofTanTindustr

y’sTlifeTcycleTwasTpresentedTbyTMichaelTPorterTinT1980.TAccordingTtoTPorterT

(1980),TanTindustry’sTcycleThasTfourTstages:Tintroduction,Tgrowth,Tmaturity,Tand

Tdecline.TInTintroductionTstage,TaTcompanyTmustTspendThugeTamountTofTcapita

lTforTestablishingTitsTbusinessTandToftenTresultsTinTnegativeTprofit.TAnyTprofits

TgeneratedTwouldTbeTreinvestedTintoTtheTcompanyTtoTconsolidateTforTgrowth.T

TheTgrowthTstageTisTsimilarTtoTtheTintroductionTstageTinTwhichTtheTcompanyTs

pendsTsignificantTamountTofTcapitalTtoTdifferentiateTitsTproductsTorTservicesTfro

mTcompetitorsTandTtoTstandardizeTitsToperationTtoTobtainTeconomiesTofTscale.T

DemandTinTthisTstageTisTgrowingTandTleadsTtoTsubstantialTincreaseTinTsalesTan

dTearningsTasTwellTasTintenseTcompetitionTamongTexistingTplayersTandTnewTen

trants.TMaturityTstageTexperiencesTaTslowingTgrowthTrateTcomparedTtoTtheTgro

wthTstage.TCompetitionTisTamongTthoseTbigTandTdominantTcompaniesTwhoTrem
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ainTinTtheTindustryTandTthereTisTapparentTbarrierTforTnewTentrants.TCompanies

TmayThaveTexcessTcashTtoTpayTdividendsTtoTshareholders,TneverthelessTcontinu

eTtoTinvestTtoTfurtherTexpandTandTincreaseTsaleTvolumes.TAsTcompaniesTenterT

declineTstage,TsalesTdecreaseTinTanTacceleratingTrate.TAsTaTresult,TmoreTcompa

niesTareTforcedTtoTexitTorTbeTconsumedTbyTlargerTcompaniesTthroughTmergerT

&Tacquisition. 

Multi-

stageTmodelsTcaptureTtheTideaTthatTaTcompanyTmayThaveTdifferentTfutureTgrow

thTpatterns.TGenerally,Tmulti-

stageTmodelsTbreakTtheTfutureTgrowthTpatternTofTaTcompanyTintoTsmallerTshort

-termTperiodsTbeforeTassumingTitThasTconstantTgrowthTrate.TATtwo-

stageTmodelTassumesTthatTaTcompanyThasTtwoTgrowthTstages:TaThigh-

growTstageTinTaTshortTamountTofTtimeTfollowTbyTaTstable-growTstageTinTlong-

term.TATthree-

stageTmodelTassumesTthatTaTcompanyThasTtwoTperiodsTofTcertainTgrowthTrates

TbeforeTenteringTitsTstableTgrowthTperiod.TTheTstable-

growthTperiodTisTcalledTtheTterminalTvalueTofTaTcompanyTwhichTisTcalculated

TusingTsimilarTformulaTasTinTtheTsingle-stageTmodel.
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4 COMPANYTANALYSIS 
 

 

4.1TOverview 
 

Motherson Sumi Systems Limited (MSSL) is the flagship company of the Sumi  

Motherson group. The Delhi-based Sehgal family initially promoted it as Motherson 

Auto  Private Limited in 1986 as a single product (wire harnesses) company, supplying 

mainly to  Japanese customers, namely Maruti Suzuki, Hero Honda, DCM Toyota etc. 

In 1986,  Sumitomo Wiring Systems (SWS), Japan, which was till then the technical 

collaborator,  picked up equity stake in MSSL along with Nissho Iwai Corporation, 

Japan. Thereafter the  company changed its strategy and tied up with other tier-1 

suppliers to cater to the needs of  other OEM in India. MSSL became a public limited 

company in 1992. 

 

Mother son Sumi Systems Limited (MSSL) is the flagship company of the Samvardhana Mother 

son Group (SMG) and is a listed entity. From a small wiring harness maker in India, the 

company has evolved into a full system solutions provider and caters to a diverse range of 

customers in the automotive and other industries across Asia, Europe, the Americas, 

Australia and Africa. MSSL overs a wide array of products and is well recognised 

among leading manufacturers of automotive wiring harnesses, passenger car mirrors, plastic 

components and modules such as cockpits, bumpers and door trims. The company has also 

been expanding its presence in a broad range of other polymer, elastomer and metal-based 

parts and systems. 

 

PARTNERSHIPS 

 

Over the years Samvardhana Mother son Group has forged long term partnerships and 

collaborations with global technology leaders, facilitating access to cutting-edge technology. 

Today, the Group has 24 joint venture partners. These partners are industry and technology 

leaders in their respective markets, and their technological capabilities and global reach give 

significant advantages and benefits to the Group across its 

businesses.,TandTtheirTtechnologicalTcapabilitiesTandTglobalTreachTgiveTsignificantTb
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benefitsTtoTtheTGroupTacrossTitsTbusinesses. 

 

TheTGroup’sTassociationTwithTitsTbusinessTpartnersThasTonlyTenhancedTitsTfocusTonTinno

vationTandTcontinuousTefficiencyTimprovements.TSMGThasTconsistentlyTleveragedTtheT

combinationTofTitsTpartners’TtechnologiesTwithTitsTownTexistingTknow-

howTandTmanufacturingTcapabilitiesTtoTprovideThighTqualityTautomotiveTcomponent

sTtoTitsTcustomers. 

 

BUSINESSTAREAS 

SMGTisTaTglobalTsolutionsTproviderTofferingTend-to-

endTdesignTandTmanufacturingTsolutionsTtoTitsTcustomers,TincludingTproductTconceptTa

ndTproductTdesign,Tengineering,TprototypingTandTtoolTmanufacturingTproduct,Tmanufa

cturing,TassemblyTandTtheTproductionTofTintegratedT modules.TheTGroup’sTbusinessT

portfolioTcoversTmultipleTareasTofTtheTautomotiveTvalueTchainTasTwellTasTseveralTnon-

TautomotiveTindustries.TTheTproductTrangeTincludes: 

 

➢ WIRINGTHARNESS 

TheTwiringTharnessTbusinessTofTtheTGroupTisTdoneTbyTMotherTsonTSumiTSystemsTLtd.,

TtheTflagshipTcompanyTofTSMG.TMSSLTwasTestablishedTasTaTjointTventureTpartnershipT

withTSumitomoTWiringTSystems,TJapanTforTwiringTharnessesTmanufacturing.TToday,TitT

manufacturesTWiringTHarnesses,THighTtensionTcords,TbatteryTcablesTandThigh-

levelTassemblies. 

TheTGroupTprovidesTcompleteTsolutionsTincludingTdesignTfromTbasicTvehicleTsche

matic,Tdevelopment,Tprototyping,TvalidationTandTmanufacturingTofTwiringTharnessesTfo

rTpassengerTcars,TcommercialTvehicles,TtwoT&TthreeTwheelers,TmultiTutilityTvehicles,T

farmT&TmaterialThandlingTequipmentTandToff-

roadTvehicles.TMSSLTalsoTmanufacturesTspecializedTwiringTharnessesTforTwhiteTgoo

ds,TofficeTautomationTequipment,TmedicalTdiagnosticTequipmentTandTotherTelectrical

TandTelectronicTequipment. 
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TheTcompleteTverticalTintegrationTforTmanufacturingTcriticalTwiringTharnessTcom

ponentsTlikeTwires,Tconnectors,Tterminals,Tgrommets,TjunctionTboxes,TrelayTboxes,Tp

rotectorsTetc.,TenablesTMSSLTtoTprovideTqualityTproductsTwithTreducedTtimeTtoTmark

et.TTheTcapabilityTofTdesigningTandTmanufacturingTofTjigs,Tfixtures,Tapplicators,Tcircuit

TcheckingT&TassemblyTboards,TsupportedTbyTstate-of-the-

artTfacilitiesTforTwiringTharnessT&TcomponentTtesting,TmakesTtheTcompanyTaTfullTs

ystemTsolutionsTprovider. 

InTorderTtoTprovideTservicesTtoTtheTglobalTcustomerTbaseTofTtheTGroup,TfacilitiesTh

aveTbeenTestablishedTinTcloseTproximityTtoTtheTcustomersTMSSLTserves.TTheTfacilitiesT

areTspreadTacrossTIndia,TMexico,TSriTLanka,TUAE,TThailand,TUSA,TUK,TJapan,TItaly,

TGermany,TIrelandTandTKorea. 

➢ Mirrors 

TheTMSSLTmirrorTbusinessTvertical,TworkingTunderTtheTnameTofTSamvardhanaTMotherson

TReflectecT(SMR)TisToneTofTtheTlargestTmanufacturersTofTmirrorsTforTpassengerTcarsTin

TtheTworld.TTheTverticalTdevelopsTandTmanufacturesTrearTviewTmirrorTsystemTandTinte

lligentTcameraTtechnologiesTforTtheTautomotiveTindustry.TTheTproductTrangeTincludes

TexteriorTandTinteriorTmirrors,TmirrorsTwithTintegratedTlightingTandTturnTsignals,T

warningTdetectionTsystems,TtelescopicTtrailerTtowTmirrors,TasTwellTasTotherTrearTvi

ewTvisionTtechnologiesTincludingTcamerasTandTsensorsTthatThelpTmakeTdrivingTmoreTc

omfortableTandTsafer.TAtTtheTrequestTofTcustomers,TaTunanimousTdecisionTbyTtheTtopTm

anagementTofTMSSLTtoTacquireTVisicorpTinT2009TledTtoTtheTinceptionTofTSMR.TTheTf

amiliarityTwithTVisiocorp’sToperationTandTcustomersTowingTtoTitsTjointTventureTwith

TMSSLTinTIndiaTsinceT1996,TledTtoTaTsuccessfulTintegrationTintoTtheTMothersonTGrou

p.TSMRTequippedTwithTitsTexpertiseTinTmouldingTtechnologies,TdecorativeTsurface

Tfinishes,TlightTweighting,TlightingTtechnologiesTaidedTbyTstrongTverticalTintegrationTi

nTvariousTmirrorTcomponents,TprovidesTendTtoTendTsolutionsTtoTitsTcustomers. 

 

➢ PolymersTandTmodules 

TheTPolymersTandTModulesTverticalTisTtheTlargestTbusinessTlineTofTMSSL.TItsTenco

mpassesThighTlevelTpolymerTmodulesTasTwellTasTprocessTandTtoolingToperationsTf

orTinterior,TexteriorTandTunderTbonnetTcomponentsTforTvariousTvehicleTsegmentsTi

nTcountriesTaroundTtheTglobe.TTheTvertical’sTproductTlineTincludesTaTfullTrange,Tfro
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mTsmallerTcomponentsTandTassembliesTtoTfullyTcompletedTcockpits,TdoorTtrimTmodu

les,TcentreTconsolesTasTwellTasTfullTbodyTpanels,TpillarTtrims,TbumperTcoversTandTmod

ules,TfrontendTcarriersTandTmodules.TTheTin-

houseTcapabilitiesTalsoTincludeTdevelopmentTandTproductionTofTpolymerTcompounds.T

TheTverticalTinTitsTpresentTevolvedTafterT2011.TWhenTcustomersTsawTthatTMSSLTsucces

sfullyTtookToverTSMRTinT2009,TweTwereTaskedTtoTconsiderTPeguformTasTwell.TWith

TtheTsuccessfulTacquisitionTandTintegrationTofTPeguform,TwhichTwasTthenTnamedTSa

mvardhanaTMothersonTPeguformT(SMP),TtheTsuccessTofTMSSLs’TpolymersTverticalT

gatheredTpace 

 

 

 

Vision,TmissionTandTvalues. 

 

MSSLTisTexpectedTtoTreachTU.S.T$T5TbillionTworthTinTlessTthanT5Tyears.TCont

inuousTfocusTonTcostTandToperatingTefficiencyTremainsTtheThallmarkTofTtheTco

mpany.TAddingTtoTallTthisTisTtheTfactTthatTradicalizationTinTIndiaTisTthrowingTup

TfreshTopportunities,TasTisTtheTboomTinTroadTinfrastructureTandTtheTcompletionTofTt

heTGoldenTQuadrilateralTandTtheTNorth-South-East-

TWestTcorridor.TTherefore,TtheTfutureTisToptimisticTwithTpromisesTofTaTvirtuousTcycle

TofTgrowth.TMSSLThasTthreeTautomotiveTmanufacturingTfacilitiesTandToneTunitTfor

TtheTproductionTofTtubesTandTflapsTinTfourTlocationsTbasedTinTWestTandTSouthTIndi

a.TMSSLTendeavorThasTbeenTtoThaveTtheTwidestTspreadTofTsalesTandTregionalToffices,

TalongTwithTstockTpointsTatTlocationsTwhichTallowTforTmaximumTcustomerTresearchT

andTefficientTsupplyTofTchainTmanagement. 

MSSLTdealersTorTbusinessTpartnersTareTalsoTchosenTwithTgreatTcare.TMRF’sTproductsT

areTsoldTthroughTaTcombinationTofToutletsTrangingTfromTexclusiveTdealershipsTtoTmu

lti-

brandTandTbrandedTretailToutlets.TTheTcontinuousTupgradationTofTdealerTknowledge

TisTinTMSSL’sTinterestTandTthereforeTtheirTtrainingTisTundertakenTbyTtheTcompany.T

WithTaTdedicatedTfieldTproduction,TtechnicalTandTcommercialTforce,TweTfeelTthatTweT

areTbestTpositionedTtoTmeetTtheTcustomerTspecificTneeds. 
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GovernmentTPolicies 

GovernmentTInitiatives 

TheTGovernmentTofTIndia’sTAutomotiveTMissionTPlanT(AMP)T2006–

2016ThasTcomeTaTlongTwayTinTensuringTgrowthTforTtheTsector.TIndianTAutomobileT

industryTisTexpectedTtoTachieveTaTturnoverTofT$300TbillionTbyTtheTyearT2026TandT

willTgrowTatTaTrateTofTCAGRT15TperTcentTfromTitsTcurrentTrevenueTofT$74Tbillio

n. 

GovernmentThasTcomeToutTwithTAutomotiveTMissionTPlanT(AMP)T2016-

26TwhichTwillThelpTtheTautomotiveTindustryTtoTgrowTandTwillTbenefitTIndianTecon

omyTinTtheTfollowingTways:- 

 

• ContributionTofTautoTindustryTinTtheTcountry’sTGDPTwillTriseTtoToverT12TperTcen

t 

• AroundT65TmillionTincrementalTnumberTofTdirectTandTindirectTjobsTwillTbeTcreate

d 

• EndTofTlifeTPolicyTwillTbeTimplementedTforToldTvehicles 

 

COMPLIANCETWITHTGOVERNMENTALTLAWS,TRULESTANDTREGULATION

S 

OfficersTmustTcomplyTwithTallTapplicableTgovernmentalTlaws,TrulesTandTregulations.

TOfficersTmustTacquireTappropriateTknowledgeTofTtheTlegalTrequirementsTrelating

TtoTtheirTdutiesTsufficientTtoTenableTthemTtoTrecognizeTpotentialTdangers,TandTto

TknowTwhenTtoTseekTadviceTfromTtheTfinanceTdepartment.TViolationsTofTapplicableT

governmentalTlaws,TrulesTandTregulationsTmayTsubjectTOfficersTtoTindividualTcrimi

nalTorTcivilTliability,TasTwellTasTtoTdisciplinaryTactionTbyTtheTCompany.TSuchTindi

vidualTviolationsTmayTalsoTsubjectTtheTCompanyTtoTcivilTorTcriminalTliabilityTorTt

heTlossTofTbusiness. 

 

Achievements 
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FollowingTareTtheTachievementsTofTtheTgovernmentTinTtheTpastTfourTyears: 

• TheTFAMET–

TIndiaTSchemeTformulatedTbyTDepartmentTofTHeavyTIndustryTledTtoTaTcontinuousTincre

aseTinTregisteredTOEMsTandTvehicleTmodels.TAlso,TtheTschemeTenhancedTtheTsalesTofTe

lectricTvehiclesTandTaboutT261,507Telectric/hybridTvehiclesTwereTsupportedTunderTtheTs

chemeTupTtoTDecemberT6,T2018. 

• UnderTNationalTAutomotiveTTestingTandTR&DTInfrastructureTProjectT(NATRiP)Tv

ariousTfacilitiesTincludingTpassiveTsafetyTlabsTcomprisingTofTcrashTcoreTfacilityTandT

crashTinstrumentationsTincludingTdummiesTwereTestablishedTatTICAT-

ManesarT&TARAI-Pune 

• ToTgiveTaTfreshTthrustTtoTe-

mobilityTinTpublicTtransport,TDepartmentTofTHeavyTIndustryTannouncedTtheTlaunchTof

TpublicT&TsharedTmobilityTbasedTonTelectricTpowertrain. 

 

TheTGroup’sTassociationTwithTitsTbusinessTpartnersThasTonlyTenhancedTitsTfocusTonTinn

ovationTandTcontinuousTefficiencyTimprovements.TSMGThasTconsistentlyTleveragedTthe

TcombinationTofTitsTpartners’TtechnologiesTwithTitsTownTexistingTknow-

howTandTmanufacturingTcapabilitiesTtoTprovideThighTqualityTautomotiveTcomponent

sTtoTitsTcustomers. 

 

 

 

SubsidiariesTshareholding 
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T  

 

 
FigureT5.TMothersonTSumiTcoreTbusinessT(byTrevenues)TandToperatingTroutesT(byTpassengers)T2016 

 

TheTcompanyTisTaTpioneerTinTintegratedTwiringTharnessesThasToverT50TperTcentTshareT

ofTtheTIndianTautomotiveTmarket.TItTenjoysTaTprivilegedTstatusTasTtheTmainTsuppl

ierTtoTaTlargeTnumberTofTautomotiveTandTautoTcomponentsTindustriesTinTIndia.TIt

ToffersTitsTcustomersTtheTcompleteTrangeTofTservicesTfromTdesignTconceptTtoTprototy

ping,TmassTproductionTandTlogistics. 

 

MSSLTshareholderTstructure 

 

 
StandaloneTfinancialTperformance 
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IndustryTOverview 
 

Introduction 

TheTIndianTauto-

componentsTindustryThasTexperiencedThealthyTgrowthToverTtheTlastTfewTyears.TTheT

auto-

TcomponentTindustryTofTIndiaThasTexpandedTbyT18.3TperTcentTtoTreachTatTaTlevelTofT

US$T51.2TbillionTinTFYT2017-T18.TheTauto-

componentsTindustryTaccountsTforT2.3TperTcentTofTIndia’sTGrossTDomesticTProduct

T(GDP)TandTemploysTasTmanyTasT1.5TmillionTpeopleTdirectlyTandTindirectlyTeac

h.TATstableTgovernmentTframework,TincreasedTpurchasingTpower,TlargeTdomesticTma

rket,TandTanTever-

increasingTdevelopmentTinTinfrastructureThaveTmadeTIndiaTaTfavourableTdestinationTf

orTinvestment. 

 

MarketTSize 

TheTIndianTauto-
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componentsTindustryTcanTbeTbroadlyTclassifiedTintoTtheTorganisedTandTunorganisedTsect

ors.TTheTorganisedTsectorTcatersTtoTtheTOriginalTEquipmentTManufacturersT(OEMs)Ta

ndTconsistsTofThigh-

valueTprecisionTinstrumentsTwhileTtheTunorganisedTsectorTcomprisesTlow-

valuedTproductsTandTcatersTmostlyTtoTtheTaftermarketTcategory. 

 

TheTtotalTvalueTofTIndia’sTautomotiveTexportsTstoodTatTUS$T13.5TbillionTinT2017-

18TasTcomparedTUS$T10.9TbillionTinTtheTyearT2016-

17.TThisThasTbeenTdrivenTbyTstrongTgrowthTinTtheTdomesticTmarketTandTincreasing

TglobalizationT(includingTexports)TofTseveralTIndianTsuppliers.TGrowthTisTfurtherTexpe

ctedTtoTaccelerateTtoT8-

T10TperTcentTinTFY19TdueTtoTpickTupTinTglobalTscenario.TAccordingTtoTtheTAut

omotiveTComponentTManufacturersTAssociationTofTIndiaT(ACMA),TtheTIndianTauto

-

TcomponentsTindustryTisTexpectedTtoTregisterTaTturnoverTofTUS$T100TbillionTbyT2020

TbackedTbyTstrongTexportsTrangingTbetweenTUS$T80-TUS$T100TbillionTbyT2026. 

 

 

 

Investments 

TheTForeignTDirectTInvestmentT(FDI)TinflowsTintoTtheTIndianTautomotive*Tindustry

TduringTtheTperiodTAprilT2000T–

TJuneT2018TwereTrecordedTatTUS$T19.29Tbillion,TasTperTdataTbyTtheTDepartmentTofTIn

dustrialTPolicyTandTPromotionT(DIPP). 

SomeTofTtheTrecentTinvestmentsTmade/plannedTinTtheTIndianTautoTcomponentsTs

ectorTareTasTfollows: 

 

• SchaefflerTIndia,TtheTIndianTarmTofTGermany’sTautomotiveTandTindustrialTpartsTmak
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er,TisTplanningTto 

investTRsT300TcroreT(US$T46.66Tmillion)TperTannumToverTFY18-19. 

• AsTofTDecemberT2018,TGermanTautomotiveTmajorTContinentalThasTplannedTinvestme

ntsTofTRsT180TcroreT(US$T25.65Tmillion)TforTsettingTupTaTpremiumTsurfaceTmaterials

TfacilityTinTPune.TTheTfacilityTwillThaveTanTinitialTcapacityTofTfiveTmillionTsquareT

metresTandTisTexpectedTtoTstartTproductionTinT2020. 

• InTOctoberT2018,TIMITPrecisionTEngineeringTinauguratedTitsTsecondTlargestTmanufactu

ringTfacilityTinTtheTAsiaTPacificTregion.TTheTcompanyTisTplanningTtoTexpandTitsTprod

uctTandTtechnicalTofferingsToverTtheTcourseTofTtheTnextTfewTyears. 
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TForecasting 
 

InTtheTsection,TtheTauthorTwillTpresentTtheTassumptionsTandTrationalTbehindTthe

mTforTforecastingTMothersonTSumiTfinancialTresultsTfromT2019Tforward.TReader

sTcanTfindTtheTwholeTspreadsheetTmodelTshowingTtheThistoricalTinputTdataTfro

mT2014TtoT2018,TforecastedTresultsTfromT2019Tforward,TandTtheTvaluationTproc

ess.TOfTwhich,TresultsTforTperiodTfromT2019TtoT2022TisTpresentedTseparatelyTf

orTeveryTsingleTyear,TwhichTshowsTtheTdifferenceTinTgrowthTratesTeachTyearTw

hileTfromT2020Tforward,TfinancialTresultsTareTassumedTtoTgrowTatTaTconstantTr

ate.TForTbetterTdemonstrationTofTtheTforecastingTprocess,TthisTsectionTwillTbeTdi

videdTintoT3TpartsTrelativeTtoTthreeTmainTcomponentsTofTtheTfinancialTstatemen

ts:TIncomeTstatement,TBalanceTsheet,TandTCashTflowTstatement.TEachTpartTprovi

desTtheTconstituentTitemsTneedTtoTbeTforecasted.TTheTrowTcheckTatTtheTbottom

TofTtheTbalanceTsheetTworksheetTshowsTzeroTvalueTforTeveryTyear,TwhichTindic

atesTtheTmodelTwasTcorrectlyTbuilt. 

 

5.2.1 IncomeTstatement 

 
TheTmostTimportantTitemTthatTneedTtoTbeTforecastedTinTtheTincomeTstatementTi

sTapparentlyTtheTrevenue.TRevenueTofTMothersonTSumiTSystemsTcomesTfromTit

sTcoreToperatingTbusinessTwhichTisTtheTWiringTHarness,TotherToperatingTincome

sTmayTcomeTfromTotherTautomobileTproducts.TOtherTcomprehensiveTincomeTwhi

chTconsistsTofTitemsTaffectTtheTnetTincomeTbutTdoTnotTappearTinTtheTincomeT

statementTalsoTneedsTtoTbeTestimated.T 

 

TheTcompanyTisTaTpioneerTinTintegratedTwiringTharnessesThasToverT50Tpercent

TshareTofTtheTIndianTautomotiveTmarket.TItTenjoysTaTprivilegedTstatusTasTtheT

mainTsupplierTtoTaTlargeTnumberTofTautomotiveTandTautoTcomponentsTindustrie

sTinTIndia.TItToffersTitsTcustomersTtheTcompleteTrangeTofTservicesTfromTdesign

TconceptTtoTprototyping,TmassTproductionTandTlogistics. 

 

FirstTgroupTcompanyT"Motherson"TwasTestablishedTinT1975.THowever,TMotherso

nTSumiTSystemsTdidTnotTcomeTintoTexistenceTtillT1986TwhenTJointTVentureTwi
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thTSumitomoTWiringTSystemsT(ofTJapan)TwasTformulated.TFollowingTareTtheTke

yTtimelines. 

T 

Year Events 

1975 MothersonTfounded 

1977 FirstTCableTfactoryTstarted 

1983 TechnicalTagreementTwithTSumitomoTWiringTSystems,TJapanTforTWiringTHarness 

1986 JVTwithTSumitomoTWiringTSystems,TJapan 

1992 CuttingTToolTManufacturing 

1999 FirstTOverseasTofficeTestablishedT(Austria) 

2002 EstablishedTwiringTharnessTmanufacturingTatTSharjahTandTdesignTcentreTatTIreland 

2004 EuropeanTHeadquartersTestablishedTinTGermany 

2005 EstablishedTfabricationTunitsTinTGermany 

2006 EstablishedTfabricationTunitsTinTUK 

2007 EstablishedTfabricationTunitsTinTAustralia 

2009 TakeoverTofTVisiocorp 

2011 TakeoverTofTPeguform 

2014 TakeoverTofTStoneridgeTWiringTDivision 
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2014 NewTPlantTStartTinTNoidaTofTInjectionTMouldingT(MAE_TNOIDA) 

 

5.2.2 BalanceTsheet 

 
CurrentTassets,Tnon-currentTorTfixedTassets,TcurrentTliabilities,Tnon-

currentTliabilities,TandTequityTareTitemsTneedTtoTbeTforecastedTinTtheTbalanceTs

heet.TCurrentTassetsTandTcurrentTliabilitiesTwereTestimatedTinTtheTworkingTcapit

alTworksheetTbasedTonTday’sToutstandingTratios,TexceptTforTtradeTreceivablesTsi

nceTthereTisTnoTinformationTaboutTcreditTsalesTprovidedTinTtheTannualTreports.T

Thus,TtradeTreceivablesTwereTestimatedTsimplyTbyTaTmarginTonTsalesTrevenue 

 

ForTtradeTpayablesTandTinventory,TtheTauthorTforecastedTbasedTonTtheTdaysTout

standingTratiosTwhichTmeasureTtheTaverageTnumberTofTdaysTMothersonTSumiTk

eepsTitsTinventoryTbeforeTsellingTitTandTtheTaverageTnumberTofTdaysTtoTpayTin

voicesTtoTitsTsuppliers.TTheTratiosTwereTcalculatedTbyTdividingTtheTaverageTam

ountTofTinventory/tradeTpayablesTbyTtheTdailyTCoST(CoSTdividedTbyT365Tdays)

.TTheTratiosTwereTassumedTtoTremainTunchangedTfromTthatTofT2016.TOtherTtyp

esTofTpayablesTwereTestimatedTbyTtakingTaverageTofTresultsTfromTtheTlastTthre

eTyears. 

 

 
TableT6.TAssumptionsTforTworkingTcapitalTforecastedTperiodT2019-2021 

 

 2019E 2020E 2021E 

TradeTReceivables/SalesTRevenu

e 

SameTasT2018 SameTasT2019 SameTasT202

0 

DaysTinventoryToutstanding SameTasT2018 SameTasT2019 SameTasT202

0 

DaysTtradeTpayablesToutstandin

g 

SameTasT2018 SameTasT2019 SameTasT201

20 

AccruedTexpensesTandTprep

aidTincome 

AverageTofTlas

t 

5Tyears 

AverageTofTl

astT5Tyears 

AverageTofT

lastT5Tyears 

OtherTpayables AverageTofTlas

t 

5Tyears 

AverageTofTl

astT5Tyears 

AverageTofT

last5Tyears 
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ToTforecastTtheTvalueTofTfixedTassetsTinTtheTbalanceTsheet,TtheTauthorTmadeTa

Tdepreciation/amortizationTschedule.TAccordingTtoTinformationTprovidedTinTtheTa

nnualTreportsTofTMothersonTSumi,TtheTfixedTassetsTareTdepreciated/amortizedTus

ingTstraight-

lineTmethod,TinTwhichTtheTcostTorTvalueTofTtheTassetsTisTdeductedTbyTaTconst

antTamountTthroughoutTtheirTestimatedTusefulTlife.TTheTconstantTamountTequals

TtheTcostTorTvalueTofTtheTassetTdividedTbyTitsTestimatedTnumberTofTyearsTitTc

anTbeTusedTtoTgenerateTprofit.TTheTexceptions,Thow-

Tever,TareTtheTvalueTofTbuildingTandTstructuresTwhichTisTdepreciatedTbyTaTfixe

dTpercentageTofTremainingTexpendituresTandTvalueTofTlandTwhichTisTnotTdeprec

iatedToverTtime. 

 

 
TableT7.TDepreciationTmethodsTforTnon-currentTassets 

 

 Depreciation 

method 

EstimatedTuseful 

lifeT(years) 

AssumedTremaining 

years 

IntangibleTassets Straight-line 5-10Tyears 5 

Land NotTdepreciated ValueT=T0.6T(2017Tforward) 

BuildingTan

dTstructures 

%TofTremaini

ngTexpendi

ture 

4-7%T(building) 

20-25%T(structures) 

8% 

Vessels Straight-line 20-25Tyears 13 

MachineryT

&TEquipme

nt 

Straight-line 5-15Tyears 4 

RenovationTcosts Straight-line 10 10 
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ForTthoseTassets,TwhichTareTdepreciatedTusingTstraight-

lineTmethod,TtheTdepreciation/amortizationTisTdividedTintoTtwoTcomponents:Tdepr

eciation/amortizationTfromTcurrentTendingTbalanceTandTdepreciation/amortizationTf

romTtheTamountTofTFCInv.TDepreciation/amortizationTfromTcurrentTendingTbalan

ceTisTconstantTforTeachTyearTandTequalsTtheTendingTbalanceTofTtheTassetTforTt

heTyearTdividedTbyTtheTitsTremainingTyearsTofTusefulTlife,TwhichTwasTestimate

dTbasedTonTitsTendingTbalanceTandTestimatedTyearsTofTusefulTlifeTpro-

TvidedTinTtheTannualTreports.TDepreciation/amortizationTwasTcalculatedTusingTth

eTsameTapproachTwhereasTtheTcurrentTendingTbalanceTwasTreplacedTbyTtheTam

ountTofTFCInvTandTtheTamountTdepreciated/amortizedTinTtheTfirstTyearTwasTass

umedTtoTbeThalved.TTableTshowsTtheTdepreciationTscheduleTofTvessels.TOnTthe

TotherThand,TdepreciationTofTbuildingTandTstructuresTwasTcalculatedTbasedTonTa

TfixedTpercentageTofTtheTendingTbalance.TTheTamountTforTmachineryTandTequi

pmentTwasTestimatedTasTanTaverageTofTvaluesTfromT2014-

2018TinT2019.TTheTauthorTthoughtTthisTaccountTwouldTbeTreplenishedTatTaTcer

tainTlevelTsimilarTreasoningTwasTappliedTforTtheTincreaseTofTrenovationTcosts.T

Meanwhile,TtheTFCInvTamountTforTintangibleTassetsTinT2019TwasTestimatedTby

TtakingTaverageTofTthatTfromT2014TtoT2018.TTheTvalueTinT2019TwasTexceptio

nallyThighTwhichTmightTbeTdueTtoTaTsignificantTinvestmentTforTdevelopingTthe

TonlineTsalesTsystem,TandTthus,TwasTexcludedTfromTtheTcalculation.TTheTFCInv

TforTotherTassetsTwereTestimatedTsimplyTbyTtakingTaverageTamountsTofTtheTlas

tTfiveTyears. 

 

 
TableT8.TDepreciationTscheduleTforTvesselsTperiodT2014-2019 

 

T 2014 2015 2016 2017 2018 2019 

NetTTangibleTassetT(PP&M) 14330 14612 14086 13824 14644 14815 

Dep. 1530 2071 2008 1977 2183 2021.06 

GrossTTangibleTasset 15860 16683 16094 15801 16827 16836 

Ratio 0.10 0.12 0.12 0.13 0.13 0.13 
 

 

MostTofTtheTnon-currentTinterest-

bearingTliabilitiesTofTMothersonTSumiTcomeTfromTtheTloanTitTwhileTtheTcurrent

TamountTisTaTportionTofTtheTprincipalTitTmustTpayTbackTeveryTyear.TTheTinfo
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rmationTregardingTtheTpayTbackTscheduleTcanTbeTfoundTinTtheTannualTreports,

TthereforeTtheTauthorTonlyTneedsTtoTestimateTtheTinterestTrateTofTtheTnon-

currentTinterest-

bearingTliabilitiesTbyTdividingTtheTamountTofTinterestTexpenseTinTaTcertainTyea

rTwithTtheTaverageTamountTofTtheTliabilitiesTinTthatTsameTyearT(averageTofTbe

ginningTandTendingTbalance).TInterestTratesTwereTthenTestimatedTasTanTaverage

TofTthatTofTtheTlastTfiveTyearsTandTinterestTexpensesTforTcomingTyearsTwereT

calculatedTbyTmultiplyingTtheTratesTwithTtheTaverageTamountTofTnon-

currentTliabilities.TInTaddition,TtheTauthorTalsoTexpectedTthatTMothersonTSumiT

wouldTnotTtakeTanyTadditionalTloanTuntilT2022.TDeferredTtaxTliabilities,TwhichT

mostlyTresultTfromTtheTdifferenceTbetweenTdepreciationTcalculationTbyTtheTcom

panyTandTbyTtaxationTauthorities,TwereTassumedTtoTremainTunchanged.T 

Finally,TtheTauthorTassumedTMothersonTSumiTwouldTnotTissueTbondsTorTcomm

onTsharesTasTfinancingTinstrumentsTandTtherefore,TtheTamountTofTshareTcapitalT

andTminorityTremainTunchangedTasTwell. 

 

 
TableT9.TAssumptionsTforTinterest-bearingTliabilitiesTandTotherTitemsTinTbalanceTsheetTforecastedTperiodT2019-2021 

 

 2019E 2020E 2021E 

IncomeTtaxTassets 0T(realizedTinTinco

me 

statement) 

0 0 

AdvanceTpayments SameTasT2018 SameTasT2019 SameTasT2021 

Receivables SameTasT2018 SameTasT2019 SameTasT2021 

IncomeTtaxTliabilities SameTasT2018 SameTasT2019 SameTasT2021 

Non-

currentTinterest-

TbearingTliabilities 

NotTincrease NotTincrease NotTincrease 

InterestTrate AverageTofTlastT5 

years 

AverageTofTlastT

5 

years 

AverageTofTla

st 

5Tyears 
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DeferredTtaxTliabilities SameTasT2018 SameTasT2019 SameTasT2021 

ShareTcapital SameTasT2018 SameTasT2019 SameTasT2021 

Minority SameTasT2018 SameTasT2019 SameTasT2021 

 

 

 

5.2.3 CashTflowTstatement 

 
ThereTareTnotTmanyTitemsTneedTtoTbeTforecastedTinTtheTcashTflowTstatementT

sinceTmostTofTtheTconstituentTitemsTcanTbeTlinkedTfromTtheTotherTtwoTstateme

nts.TForTtheTsakeTofTsimplicity,TtheTauthorTassumedTthereTwouldTbeTnoTdivest

mentTinTnon-

currentTassetsTandTinvestmentTavailableTforTsaleTfromT2019TtoT2022.TLookingT

backTatTtheThistoricalTdataTfromT2014TtoT2018,TthereTwereTlittleTdivestmentTof

Tnon-

currentTassetsTandTtherefore,TtheTassumptionTshouldTnotTcauseTsignificantTerrorT

toTtheTforecastedTresults.TSinceTthereTwouldTnoTdivestmentTinTnon-

currentTassets,TthereTshouldTnotTbeTanyTcapitalTgainsTfromTnon-

TcurrentTassets.T 

 
 

TableT10.TAssumptionsTforTcashTflowTstatementTforecastedTperiodT2019-2021 

 

 2019E 2020E 2021E 

CapitalTgainsTfromTnon-currentTassets NoTcapitalTgains 

DivestmentTofTvessels NoTdivestment 

DivestmentTofTotherTtangibleTandTintan

gibleTassets 

NoTdivestment 

DivestmentTofTinvestmentTavailableTforTsal

e 

NoTdivestment 

DividendTpaid AnnualTre

-

TportT20

SameTasTi

n 

2019 

SameTa

sTinT2

019 
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18 

 

 

 
 

Valuation 

 
ForTtheTvaluationTprocess,TtheTforecastedTFCFF,TtheTWACC,TandTtheTestimated

TgrowthTrateTareTrequired.TAsTmentionedTbefore,TtheTWACCTforTMothersonTSu

mi,TwhichTservesTasTaTdiscountTrateTofTfutureTcashTflow,TwillTbeTestimatedTas

TtheTsumTofTcostTofTdebtTandTcostTofTequityTofTtheTcompany,TmultipliedTbyTt

heirTweightsTatTmarketTvalue.TSinceTMothersonTSumiTdoesTnotTissueTanyTdebtT

instrument,TtheTaverageTdebtTwasTestimatedTasTtheTaverageTamountTofTnon-

currentTinterest-

bearingTliabilitiesTfromT2014TtoT2022.TTheTcostTofTdebtTisTthenTtheTinterestTra

teTofTtheTliabilities.TOnTtheTotherThand,TcostTofTequityTwasTestimatedTusingTth

eTCAPM.TTheTinputsTforTtheTmodelTincludeTtheTRFR,TtheTbetaTcoefficientTofT

MothersonTSumiTrelativeTtoTtheTmarket,TandTtheTRP,TwhichTisTtheTrequiredTrat

eTofTreturnTofTtheTmarketTminusTtheTRFR.T 

TheTmarketTvalueTweightTofTequityTwasTestimatedTbyTdividingTtheTmarketTvalu

eTofTequityTofTMothersonTSumi,TshareTpriceTonTMarchT31st,T2019TtimedTnum

berTofToutstandingTshares,TwithTtheTsumTofTwhichTandTtheTmarketTvalueTofTth

eTcompany’sTdebt.T 

TheTweightTofTdebtTwouldTequalTtoT1TsubtractedTbyTtheTweightTofTequityTand

TfinallyTtheTWACCTwasTcalculated. 

 

KeyTRevenueTdrivers 

ProfitsTandTotherTrevenueTmarginsTofTMothersonTSumiTdependsTuponTvariousTp

arametersTsuchTas 

• EbitT(earningsTbeforeTinterestTandTtax)TmarginsTatTtheTEuropeanTsubsidiary 

• SamvardhanaTMothersonTPeguformT(SMP)TdroppedTbecauseTMothersonTSumi’sTpolicyTt
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oTchargeT“start-

up"TcostsTofTitsTnewTunitsTatTHungaryTandTAlabamaTthatTareTyetTtoTgoTonTstrea

m,TwhichTweighedTonTprofitability. 

• It’sTmostTrecentTacquisitionTPKC,TtheTmarginTwasTanTunexpectedlyTwafer-

thinT3.1%.TAccordingTtoTbrokerageTfirmTEmkayTGlobalTFinancialTServicesTLtd,TthisTw

asTdueTtoTchallengesTthatTPKCTfacedTonTmaterialTavailabilityTthatTledTtoThigherTfreig

htTandTlaborTexpenses,TandTdraggedTmarginsTdown. 

• RawTmaterialTcostsTareTonTtheTriseTtoo.TAtTaTconsolidatedTlevel,TtheyTjumpedTbyT3

9%TinTabsoluteTtermsTandTbyT100TbasisTpointsTasTaTpercentageTtoTsales.TEmployeeTco

stsTroseTbyT50TbasisTpoints. 

• HighTgrowthTratesTinTautoTsalesThaveTbolsteredTtheTdropTinToverallTprofitabilityTto

TsomeTextent. 

• OverseasTentitiesTaccountTforT83%TofTconsolidatedTrevenueTandTnearlyTthree-

fourthTofTtheTprofits,TfocusTonTmarginsTisTimportantTtoTsustainTrichTvaluations. 

• NetTdebtTtooThasTrisenToverTaTyear,TreflectingTinTtheT35%Tyear-on-

yearTincreaseTinTinterestTcostsTduringTtheTMarchTquarter. 

KeyTGrowthTdrivers 

• RobustTorderTbookTTheTcompanyTreportedTtheThighestTeverTorderTbookTofT17.

2TbillionTeuroTatTSamvardhanaTMothersonTAutomotiveTSystemTGroupT(SMRPBV)Tin

TFY18,TwhichTprovidesTstrongTrevenueTvisibilityTgoingTforward. 

• HugeTexpansionTonTtrackTAtTpresent,TtheTcompanyThasTsixTplantsTatTdifferentTstages

TofTcompletionTglobally.TTheTmanagementTsaidTstart-

upTcostTwouldTbeTlowerTasTSMP’sTKecskemetTplantTinTHungryThasTturnedToperatio

nal.TTheyTalsoTmentionedTthatTtheTTuscaloosaTplantTinTtheTUSThasTalsoTbegunToperati

ons.TTheseTplantsTareTexpectedTtoTaddT1TbillionTeuroTinTrevenueTonTaTfullTramp-

upTinTFY19. 

• StrongTvolumeTgrowthTtheTmanagementTsaidTtoplineTgrowthTforTtheTIndiaToper

ationsTwasTdueTtoTstrongTgrowthTinTdomesticTpassengerTvehicles.TGrowthTwasTalso

TfuelledTbyTanTincreaseTinTcontentTperTvehicle.WithTregulatoryTchallengesTinTIndianT

automobileTindustryTeasing,TMSSLTwasTableTtoTregisterTstrongTgrowth,TindicatingTs

trongTpositionTofTtheTcompanyTinTtheTIndianTmarket.TWithTteethingTproblemsTrelate

dTtoTGoodsT&TServiceTTaxTbehind,TitTisTinTaTvantageTpositionTtoTgainTfromTincreas
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edTvehicleTdemand.TNewTupcomingTBSTVITemissionTnormTwouldTleadTtoTcomplexTwi

ringTharnessTrequirementTthatTwouldTbenefitTtheTcompanyTasTtheTvalueTisTexpected

TtoTgoTup. 

 

KeyTrisks 

 

• Regulation 

TheTfirstTriskTisTregulation.TBigTswingsTinTregulationTcouldTcreateTpressureTforTautomot

iveTmakersTtoTrethinkTtheirTsupplyTbaseTandTmanufacturingTlocationsTonTquiteTaTs

hortTnotice. 

• ConsumerTdemand 

TheTsecondTmajorTriskTfactorTisTaroundTtheTdemandTforTcars,TforecastingTtheTtypesTof

TvehiclesTandTtheTspecificTdemandTinTindividualTgeographies.TITthinkTIndiaTisTpro

vingTtoTbeTaTveryTinterestingTlaboratoryTinTthisTsense,TasTaTgrowingTmiddleTclassTisT

startingTtoTbuyTcarsTandTtheTindustryTisTlookingTforTwaysTtoTsatisfyTthatTdemand. 

 

FactorsTimpacting 

 

• RawTMaterialTPriceTAutomotiveTindustryTenjoyedTfallingTcommodityTpricesTforTm

ostTpartTofTtheTyearTwhichThelpedTtheTindustryTpassTonTtheTbenefitsTtoTtheTcustomers

.TTheTfallTinTsteelTpricesTparticularlyTwasTfavorableTtoTtheTindustry. 

• InterestTRates 

WithTinflationTunderTcontrol,TRBIThasThadTenoughTheadroomTtoTplayTaroundTwith

TtheTratesTandTitThasTdoneTsoTatTallTpossibleToccasions. 

• AdditionalTCessTSurpriseTTheThopesTofTautoTindustryTforTaTpositiveTbudgetT2016T

wereTsomewhatTquashedTbecauseTofTtheTvariousTadditionalTcessTwhichTwereTintro

ducedTonTtheTautoTindustry.TInTtheTUnionTBudgetT2016,TtheTgovernmentTintrodu

cedTinfraTcessTatT1TpercentTonTsmallTpetrolTvehicles,T2.5TpercentTonTsmallTdiesel

Tvehicles,TandT4TpercentTonTbiggerTvehicles. 

 

 

TableT11.TCapitalTstructureTofTMothersonTSumi 
 

T 

EQUITY     
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Owner'sTequityT(common) 1062 1710 1305.00 1458.00 

ReserveT&Tsurplus 56474 59776 67684.87 73782.98 

TOTALTEQUITY 57536.00 61486.00 68989.87 75240.98 
 

 

 

ForecastedTFCFFTfromT2019-

2022TcanTbeTcalculatedTusingToneTofTtheTapproachesTdis-

TcussedTinTtheTliteratureTreviewTsection.TInTthisTpaper,TtheTauthorTchoseTtoTde

riveTFCFFTfromTCFOTsinceTitTwasTalreadyTcalculatedTinTtheTcashTflowTstatem

ent.TTherefore,TaTmodestTgrowthTrateTshouldTbeTreasonableTforTMothersonTSum

i.TAllTtheTfutureTcashTflowsTwereTthenTdiscountedTbackTtoTpresentTusingTtheT

WACCTtoTgetTtheTfirmTvalueTofTMothersonTSumi.TThen,TtheTequityTvalueTwa

sTderivedTbyTsubtractingTtheTfirmTvalueTwithTallTtheTliabilitiesTatTtheTendTofT

2016TinTtheTbalanceTsheet.TTheTvalueTperTshareTfoundTbyTdividingTtheTequity

TvalueTbyTtheTnumberTofToutstandingTshares.TTheTestimatedTvalueTperTshareTis

ThigherTthanTtheTmarketTpriceTonTMarchT31st,T2019TwhichTindicatesTthatTMot

hersonTSumiTwasTundervalued. 

 
 
DCFTValuation 

 

TableT12.TMothersonTSumiTvaluation 
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RelativeTValuation 
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5 DISCUSSION 

 
TheTestimatedTvalueTofTMothersonTSumi’sTshareTindicatedTthatTitTwasTunderval

uedTatTtheTmarketTpriceTofTRs160.5.TInTotherTwords,TaccordingTtoTtheTvaluatio

nTconductedTabove,TtheTauthorTexpectedTthatTMothersonTSumi’sTshareTworthTap

proximatelyTRs174.61TandTthatTinTtheTnearTfuture,TprobablyTinToneTyear,TitsTpr

iceTwouldTincreaseTtoTitsTfairTvalue.TTherefore,TifTconsideringTonlyTtheTfundam

entalTvaluation,TitTisTsuggestedTthatTinvestingTinTtheTcompany,TatTmarketTshare

TpriceTofTRs174.61,TwillTbeTprofitable. 

 
Nevertheless,TtheTresultsTfromTtheTvaluationTmightTorTmightTnotTbeTprecise.TAs

Tmen-

TtionedTbefore,TtheTvaluationTprocessTinvolvesTanticipatingTaboutTtheTfutureTwit

hTmanyTuncertaintiesTthatTthereTisTnoTguaranteeTthatTtheTfutureTresultsTwouldT

beTasTexpectedTorTmightTnotTevenTcloseTtoTthat.TAndTasTitTwasTillustratedTinT

theTprocess,TaTlotTofTassump-

TtionsTwereTmadeTandTmostTofTthemTwereTsubjectiveTtoTtheTauthor’sTopinionTI

tTimpliesTthatTtheTestimatedTresultsTmightTdifferTfromToneTanalystTtoTanother,T

henceToneTshould,TifTpos-

Tsible,TputTthemTinTcomparisonTtoThaveTaTconsensusTview.TFurthermore,TtheTv

aluationTpro-

TcessTconductedTaboveTisTaTprimaryTresearchTwhichTlacksTinsightTinformationTf

romTtheTcompany’sTmanagementTandTemploysTvaluationTmethodsTsuchTasTRelati

veTvaluationTmethodTandTDCFTmethod.TInTfact,TanalystsTwouldTcombineTdiffere

ntTmethodsTsuchTasTrelativeTvaluationTusingTmultiplesTofTpeeredTcompaniesTinT

theTsameTindustryTorTapplyingTtechnicalTanalysisTonTstockTpriceTmovementsTon

TtopTofTtheTDCFTvaluationTasTwellTasTgettingTaccessTtoTdifferentTpoolsTofTinf

ormationTtoTminimizeTtheTsubjectiveTbiases.TItTisTsuggestedTthatTinvestorsTandTi

nterestedTreadersTshouldTconsiderTotherTfactorsTasTwellTasTemployTadditionalTva

luationTtechniquesTtoThaveTaTmoreTpreciseTresult. 

 
OneTfactorTthatTinvestorsTandTinterestedTreadersTshouldTtakeTintoTaccountTwhen

TmakingTinvestmentTdecisionTisTtheTliquidityTofTanTasset.TLiquidityTofTanTasse
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t,TorTspecificallyTinTthisTpaperTaTpublicTequityTorTlistedTstock,TrefersTtoT“theT

abilityTtoTtradeTaTsubstantialTamountTofTaTfinancialTassetTatTcloseTtoTcurrentT

marketTprice”T(Kemp,T2014).TLiquidityTcanTbeTmeasuredTbyTtheTaverageTdaily

TtradingTvolumeTofTtheTstock.TThus,TliquidTstocksTusuallyThaveThighTaverageTt

radingTvolumeTwhileTlowTaverageTtradingTvolumeTindicatesTlowTliquidity.TLiqui

dityTcanThaveTaTconsiderableTimpactTtradingTstrategyTandTcanTevenTbeTusedTa

sTaTpredictiveTtoolTforTfutureTprice.TFirst,TitTisTapparentTthatTliquidTstocksTsho

uldTbe 
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easyTtoTtradeTonTtheTmarket,TwhichTisTpreferredTbyTtradersTwhoTaimsTtoTexpl

oitTtheTshort-

TtermTmispricingTperiodTofTcertainTstocksTtoTgainTprofit.TOnTtheTcontrary,Tliqu

idityTisTlessTimportantTtoTinvestorsTwhoTaimTtoTbuyTaTstockTandTkeepTitTinTa

TlongTperiod.TSecond,Tbe-

TcauseTilliquidTstocksTcannotTbeTtradedTasTeasilyTasTtheirTliquidTcounterparts,Ti

nvestorsTtendTtoTdemandThigherTreturnTforTkeepingTthem,TwhichThasTaTlargeTi

mpactTonTstockTvaluation.TATstudyTbyTChen,TIbbotsonTandTHuT(2010)Tshowed

TthatTinvestingTinTilliquidTstocksTwithTaTlowTvolume-to-

earningsTratioTpaysTmoreTthanTgoingTafterTmostTpopularTstocksTandTthatTliquid

ityTasTanTinvestmentTstyleTwouldTcontinueTtoToutperformTinTtheTfuture.TInTadd

ition,TBali,TPeng,TShenTandTTangT(2013)TshowedTthatTstocksTwhichTareTlessTli

quidTorTreceivedTlessTinvestorTattentionTunderreactTtoTliquidityTshocks,TwhichTr

eferTtoTsignificantTchangeTinTstockTliquidityTtriggeredTbyTpublicTinformationTrel

eases.TBasedTonTtheTstudy,TanalystsTatTStandardT&TPoorTdevelopedTanTinvestin

gTstrategyTusingTchangesTinTliquidityTasTaTsignalTtoTpredictTfutureTstockTprices

. 

 
AfterTall,TfundamentalTvalueThasTalwaysTbeenTaTsolidTfoundationTinTassetTvalu

ationTwithTDCFTmethodTbeingTaTpowerfulTandTreliableTtoolTimpliedTbyTtheTw

idelyTuseTamongTanalysts.TTheTvaluationTdoneTinTthisTthesisThasTgivenTaTdem

onstrationTonThowTtoTconductTsuchTprocessTandTshowedTtheTauthor’sTanalysisT

andTexpectationTonTMothersonTSumiTshareTprice,TthoughTtheTinputTwasTlimited

TtoThistoricalTdataTandTpublic-

releasedTinformation.TTherefore,TitTisTsuggestedTtoTconsiderTadditionalTfactorsTa

sTwellTasTotherTvaluationTmethodsTtoTimproveTtheTprecisionTofTtheTestimatedT

results.TAnotherTthingTtoTkeepTinTmindTisTthatTtheTestimatedTfairTvalueTofTan

TassetTwillTdifferTfromTtimeTtoTtime.TThus,ToneTmustTupdateThisTorTherTvalu

ationTonTaTregularTbasis:Tyearly,Tquarterly,TorTmonthlyTinTaccordanceTwithTinf

ormationTreleases.TFinancialTmodelsTsimilarTtoTtheToneTinTthisTpaperTareTdelib

eratelyTbuiltTsoTthatToneTcanTeasilyTmakeTadjustmentsTbyTchangingToneTorTm

oreTassumptionsTtoTreflectTtheTimpactsTofTnewTinformationTonTfairTvalueTofTa

ssets. 
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6 SUMMARYTANDTCONCLUSION 

 
PeopleTchooseTtoTinvestTtheirTmoneyTinThopeTofTgettingTaThigherTamountTinTr

eturn.TNevertheless,TtheyTmustTacceptTtheTriskTthatTtheTreturnTmayTdifferTfrom

TtheirTexpectations.TThus,TtheTriskTofTanTinvestmentTcanTbeTmeasuredTbyTtheT

varianceTofTexpectedTfutureTreturnsTofTthatTinvestment.TTheThigherTtheTriskTof

TanTinvestmentTis,TtheThigherTtheTreturnTwillTbe.TBasedTonTthisTtheoreticalTpri

nciple,TtheTvalueTofTanTassetTisTtheTfutureTcashTflowTitTcanTgenerateTdiscount

edTatTanTopportunityTrateTthatTreflectsTtheTrisksTofTtheTasset.TThus,TtheTDCFT

methodTisTwidelyTusedTtoTestimateTtheTtrueTvalueTofTanTasset.TOnTtheTstockT

market,TtheTpriceTofTequityTorTaTstockTdeterminedTbyTtheTmarketTmayTdifferTf

romTitsTtrueTvalueTtoTtheTextentTthatTitTisTovervaluedTorTundervalued.TInTthat

Tbelief,TtheTinvestmentTtheoryTsuggestsTtoTbuyTorTholdTaTstockTifTitTisTunderv

aluedTandTnotTtoTbuyTorTsellTitTifTitTisTovervalued.T 

 

InTanTattemptTofTillustratingThowTtheTequityTvaluationTprocessTisTconducted,TM

othersonTSumi,TwhichToperatesTinTtheTautomobileTindustry,TwasTvaluatedTandTd

eterminedTitsTinvestmentTpotential.TTheTvaluationTwasTlimitedTtoTapplyingTonly

TtoTpublicTequity,TemployingTbothTRelativeTandTDCFTmethodT(usingTFCFFTmo

del)TwithThistoricalTdataTobtainedTfromTMothersonTSumiTannualTreportsTfromT2

014TtoT2018,TandTinvestmentTpotentialTisTdeterminedTsolelyTonTestimatedTvalue

TperTshare.TWithinTtheTlimitations,TtheTauthorTfoundTtheTestimatedTvalueTperTs

hareTusingTRelativeTValuationTwasTapprox.TRs175,TwhichTwasThigherTthanTtheT

marketTpriceTofTRs160TonTMarchT31st,T2019TwhenTtheTvaluationTwasTstarted.T

Hence,TtheTconclusionTwasTthatTMothersonTSumiTwasTundervaluedTandTinvestin

gTinTtheTcompanyTwouldTbeTprofitable. 

 

TheTestimatedTresult,Thowever,TwasTboundTbyTtheTstatedTlimitationsTandTtheTau

thor’sTsubjectiveTjudgmentsTthereforeTmightTdifferTfromTotherTsimilarTvaluations.

TAfterTall,TequityTvaluationTisTanTelusiveTprocessTofTanticipatingTtheTfutureTout

comesTandTacceptingTtheTriskTofTuncertainties.THence,TreadersTareTsuggestedTto

TconsiderTotherTrelevantTfactorsTandTotherTvaluationTtechniquesTtoTimproveTpre

cision.TFurthermore,TinvestorsTwhoTareTinterestedTinTinvestingTinTMothersonTSu
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miTshouldTconsiderTtheTresultTofTthisTpaperTasTcomparableTtoolTinTestimatingTt

heTcompany’sTvalueTandTtheTperiodTofTwhichTthisTvaluationTisTconductedTasTa

nTassetTvalueTvariesTacrossTtime. 
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AppendixT1.T 

ProfitT&TLossTStatement 

 



 

AppendixT2 

 

BalanceTSheet 

 



 

AppendixT3 

CashTFlowTStatement 



 

AppendixT4 

DCFTValuation 

 



 

AppendixT5 

RelativeTValuation 

 
 



 

AppendixT6 

RevenueTSources 

 2014 2015 2016 2017 2018 2019 2020 2021 2022 

SalesT          
WiringTHarness          
CustomersTwithinTindiaT 27661.00 29655.00 30471.00 37135.00 45686.00 51951.51 59921.22 70999.41 83525.42 

GrowthT(%)  7.21% 2.75% 21.87% 23.03% 13.714% 15.341% 18.488% 17.642% 

CustomersToutsideTindia 5974.00 6388.00 6633.00 6512.00 6603.00 6773.66 6875.15 6937.99 7048.90 

GrowthT(%)  6.93% 3.84% -1.82% 1.40% 2.58% 1.50% 0.91% 1.60% 

Total 33635.00 36043.00 37104.00 43647.00 52289.00 58725.17 66796.37 77937.40 90574.33 

GrowthT(%)  7.16% 2.94% 17.63% 19.80%     

          
ModulesTandTPolymerTComponents          
CustomersTwithinTindiaT 9846.00 11849.00 12992.00 15716.00 18640.00 21881.57 25525.34 30222.93 35591.39 

GrowthT(%)  20.34% 9.65% 20.97% 18.61% 17.39% 16.65% 18.40% 17.76% 

CustomersToutsideTindia 862.00 833.00 996.00 1292.00 1200.00 1316.41 1487.10 1655.38 1766.55 

GrowthT(%)  -3.36% 19.57% 29.72% -7.12% 9.70% 12.97% 11.32% 6.72% 

Total 10708.00 12682.00 13988.00 17008.00 19840.00 23197.98 27012.43 31878.31 37357.94 

GrowthT(%)  18.43% 10.30% 21.59% 16.65%     

          
RubberTmachinedT&TotherTproducts          
CustomersTwithinTindiaT 193.00 203.00 212.00 224.00 353.00 417.30 506.92 637.37 833.39 

GrowthT(%)  5.18% 4.43% 5.66% 57.59% 18.22% 21.47% 25.74% 30.75% 

CustomersToutsideTindia 202.00 271.00 352.00 539.00 602.00 753.98 921.92 1103.87 1321.73 

GrowthT(%)  34.16% 29.89%  11.69% 25.25% 22.27% 19.74% 19.74% 

Total 395.00 474.00 564.00 763.00 955.00 1171.28 1428.84 1741.24 2155.12 

GrowthT(%)  20.00% 18.99% 35.28% 25.16%     

          
TOTAL 44738.00 49199.00 51656.00 61418.00 73084.00 83094.43 95237.64 111556.96 130087.39 

OtherToperationalTincome 1083 858 2083 1069 1404 1771.34 2442.66 2727.97 3458.26 

YOYTgrowthTinTotherToperationalTincome  -20.78% 142.77% -48.68% 31.34% 26.16% 37.90% 11.68% 26.77% 

          
TotalTSales 45821.00 50057.00 53739.00 62487.00 74488.00 84865.77 97680.31 114284.93 133545.65 

          



 

AppendixT7 

Expenditure:- 

T 2014 2015 2016 2017 2018 2019 2020 2021 2022 

Sales 45821 50057 53739 62487 74488 84907.73 97806.87 114567 133983.5 

COGS 25142 27981 28535 33845 40987 46369.09 53362.82 62200.29 73061.31 

TcostTofTgoodsTsoldTAsT%TofTsales 54.87% 55.90% 53.10% 54.16% 55.02% 54.61% 54.56% 54.29% 54.53% 

StaffTcost 4976 6028 6869 8560 10619 10806.87 12814.08 15252.58 17979.85 

TstaffTcostTAsT%TofTsales 10.86% 12.04% 12.78% 13.70% 14.26% 12.73% 13.10% 13.31% 13.42% 

OtherTexpenses 6105 6830 7189 8313 9636 11307.25 13023.78 15180.23 17718.75 

otherTespensesTasT%ofTsales 13.32% 13.64% 13.38% 13.30% 12.94% 13.32% 13.32% 13.25% 13.22% 

T T T T T T T T T T 

T 2014 2015 2016 2017 2018 2019 2020 2021 2022 

NetTTangibleTassetT(PP&M) 14330 14612 14086 13824 14644 14815 17060 19452 22390 

Dep. 1530 2071 2008 1977 2183 2021.06 2431.74 2775.93 3195.82 

GrossTTangibleTasset 15860 16683 16094 15801 16827 16836 17471 19797 22809 

Ratio 0.10 0.12 0.12 0.13 0.13 0.13 0.13 0.13 0.13 

T T T T T T T T T T 

T T T T T T T T T T 

ShortTtermTborrowings 1957 947 1410 37 16 0.00 0.00 0.00 0.00 

LongTtermTborrowings 4221 3183 1971 11543 11027 0.00 0.00 0.00 0.00 

TotalTDebt 6178 4130 3381 11580 11043 13595.45 13942.16 14391.92 15509.01 

FinanceTcost 417 303 474 124 433 899.956 919.2752 927.5418 764.5866 

InterestTrateT 0.067498 0.073366 0.140195 0.010708 0.03921 0.066195 0.065935 0.064449 0.0493 

T T T T T T T T T T 

CurrentTtax 2295 2348 2515 3556 4016 4500.715 5084.55 6076.219 7087.021 

DefferedTtax -62 -259 -179 -101 -700 0 0 0 0 

TOTALTTAX 2233 2089 2336 3455 3316 4500.715 5084.55 6076.219 7087.021 

T T T T T T T T T T 

Sales 45821 50057 53739 62487 74488 84907.73 97806.87 114567 133983.5 

CapexTasT%TofTsales 3.2% 7.2% 3.0% 4.0% 4.1% 4.3% 4.5% 4.0% 4.2% 

CAPEX 1455 3621 1609 2492 3040 3646.36 4419.22 4554.30 5589.06 

debtTrequirementTforTcapex T T T T T 2552.45 3093.46 3188.01 3912.34 



 

reservesTrequiredTforTcapex T T T T T 1093.91 1325.77 1366.29 1676.72 

repaymentTusingTreserve T T T T T T 2746.75 2738.25 2795.25 

 

 

TRepaymentTschedules(TINRTMn.
) 

T T T T T T 

T T T T T T T 

TTermTloansTasTonT2018 2019 2020 2021 2022 

5203 T T 1300.75 1300.75 1300.75 1300.75 

5750 T T 1437.5 1437.5 1437.5 1437.5 

17 T T 8.5 8.5 0 0 

57 T T 0 0 0 57 

11027 T T 2746.75 2746.75 2738.25 2795.25 
 
       

 

 

 

 

 

 

 

 

 

 

 

 

 

 

AppendixT8:- 

CashTconversionTCycle 

 



 

 fy14-15 fy15-16 fy16-17 fy17-18 fy18-19 fy19-20 fy20-21 fy21-22 

avgTInventoy 5856 6533 6949.5 8079.5 9745.49 11227.21 12798.06 15040.49 

         
avgTrecievables 5165.5 5249 7018 8682.5 9117.595 10597.95 12708.64 14813.4 

         

avgTpayables 4316.5 4814 6500 8281.5 8312.52 9899.84 11800.82 13818.87 

         
DSO 37.67 35.65 40.99 42.55 39.21 39.60 40.59 40.49 

         
DIO 76.39 83.57 74.95 71.95 76.71 76.79 75.10 75.14 

         
DPO 56.31 61.58 70.10 73.75 65.43 67.71 69.25 69.04 

         

cashTconversionTcycle 57.75 57.64 45.84 40.75 50.49 48.68 46.44 46.59 

         

         

 

DSO=avgTrecievables*365/totalTsales 

DIO=avgTinventory*365/COGS 

DPO=TavgTpayables*365/COGS 

cashTconversionTcycle=DSO+DIO-DPO 

 

 

 

 


