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Automotive Axle (AUTAXL)

On -1ine S havre Trading

RESULT UPDATE v
WHAT'S CHANGED... Current Price Target Price
Rs 95 Rs 49
Potential upside Time Frame
-46% 12 months
UNDERPERFORMER
Bumpy ride on bone breaking journey... Supriya Khedkar

The slowdown in the commercial vehicles (CVs) segment witnessed in the  supriya.khedkar@icicidirect.com
country has negatively surprised us with Automotive Axle’s (AAL) sales Rachita Anand

plummeting 71.5% in Q1FY09 to Rs 49.7 crore as against our expectation of rachita.anand@icicidirect.com
Rs 140 crore (Rs 174.5 crore in Q1FY08). A gloomy overseas market could
fetch only Rs 7.6 crore revenues from exports as against Rs 30.8 crore last
year. The improvement in the raw material to sales ratio by 280 basis points Stock data

(bps) has been muted by the rise in staff and other operational expenses to Mcap 143.6
sales ratio, which surged 740 bps and 380 bps, respectively, on account of  Debt (FY08) 721
poor sales. The EBITDA margin reported a sharp decline of 840 bps to 7.2% Cash (FY08) 19.2

while net profit declined 99.5% to Rs 0.07 crore against Rs 14.6 crore. EV 215.7
52 week H/L(Rs) 640/ 81
Outlook Equity cap 15.1

The management is maintaining its silence on the outlook of the business in Face Valf'e (Rs) 10.0
the current scenario of economic downturn. Thus, we do not have clarity on  MF Holding(%) 11.1
the future growth and earnings visibility of AAL. The demand slowdown FIl Holding(%) 0.6
followed by temporary plant shut downs exercised by OEMs provides a bleak ~ * Values in Rs crore
outlook for the CV industry going forth. We expect sales to de-grow 9-10% in

FY09 for the segment and around 8% in FY10E. Revival of the overseas Price performance

market would also take time. We expect a subdued overseas market to Returns(%)

worsen the export business of the industry in general and AAL, in particular. M 3M 6M  12M
We are revising our financial estimates downward (Refer Financial revision). AUTAXL 4151 435 584  -80.7
Valuations

At the CMP of Rs 95, the stock is trading at 20.2x and Rs 7.8 x its FYO9E and
FY10E EPS of Rs 4.7 and Rs 12.2, respectively. Though the stock is trading
below its book value (FY08) of Rs 112, the bleak business outlook compels us
to reiterate our UNDERPERFORMER rating. We are further downgrading our
target price from Rs 114 to Rs 49. (Refer detailed valuations)

Exhibit 1: Key Financials* Rs crore
Q1FY09A Q1FY09E  Q1FY08  Q4FY08 YoY Gr.(%) QoQ Gr.(%) FY09E FY10E
Net sales 49.7 140.0 174.5 137.0 -11.5 -63.7 550.5 659.6
EBIDTA 3.6 18.9 217.2 18.5 -86.8 -80.6 35.2 49.2
EBIDTA margin (%) 1.2 13.5 15.6 13.5 - - 6.4 1.5
Depreciation 4.8 5.7 4.7 5.7 2.2 -15.2 22.6 23.7
Interest 1.3 1.2 1.8 1.2 -25.4 13.6 7.1 2.6
Other inc/extraord item 0.1 0.3 0.4 0.2 -11.1 -45.2 4.0 4.0
Reported net profit 0.1 1.1 14.6 1.4 -99.5 -99.1 1.1 18.4
EPS (Rs) 0.0 5.1 9.7 49 -99.5 -99.1 4.7 12.2
Valuations
PE (x) - - - - - - 20.2 1.8
Target PE (x) - - - - - - 10.4 4.0
EV/EBIDTA (x) - - - - - - 2.3 1.2
Price/book (x) - - - - - - 0.8 0.8
RoNW (%) - - - - - - 4.1 10.1
RoCE (%) - - - - - - 5.6 9.0

Source: ICICldirect.com Research, *YE Sept 30

ICICldirect |

1 | Page



” ICICI direct.com

On-1/ine S hare Trading

Key points

e The production capacity of the company for manufacturing complete
axles is 168,000 units per annum. Capacity utilisation was at 65%. The
company was planning to increase its capacity to 200,000 units.
However, in the current scenario, we believe the company would not go
for the same.

e AAL’s major supplies are to Ashok Leyland, Tata Motors, Eicher Motors,
Swaraj Mazda and Arvin Meritor Inc, US. The plant shutdown and de-
growth witnessed by these companies in the near past provides a
sluggish demand outlook, which would further result in lower capacity
utilisation for the current year. We have assumed the same to be at 50%
resulting into lower revenues.

e The higher raw material prices resulted into higher realisation as the
company has passed on the rise to its customers in the past. Due to this
we have seen average realisations increasing from Rs 51,560 per unit in
FY07 to ~Rs 61,000 per unit in FY08. However, now raw material prices
have started softening. Due to this the company would need to revise
its product prices to comparatively lower levels, resulting in decline of
the average realisation. Thus, there would be volume de-growth as well
as lower realisation, substantially impacting the EBITDA margin of the
company for the current year.

Exhibit 2: Cost push realisation
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Source: Company

e The stimulus package announced by the government is likely to revive
demand for CVs. However, the improvement in lending from financial
institutions is the key trigger for demand. Thus, it would be best to
carefully monitor the actual recovery and its rate. One of the other
regulations, which can revive CV sales, is the compulsory discarding of
vehicles with an average age of more than 15 years. However, in the
current situation of a slowing economy, tight cash positions of financial
institutions and the upcoming elections, we do not see such regulations
coming from the government.
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Financial revision

Backed by negative sentiments for the sector and the poor performance
demonstrated by the company for Q1FY09, we are compelled to revise our
sales and profit estimates downward substantially. We are, thus, revising our
net sales from Rs 814.8 crore and Rs 936.4 crore in FYO9E and FY10E to Rs
550.5 crore and Rs 659.6 crore, respectively. Accordingly, net profit for the
period would change from Rs 45.6 crore and Rs 57.6 crore to Rs 7.1 crore and
Rs 18.4 crore, respectively.

Detailed Valuations

Dismal performance of the company for Q1FY09 and subdued demand outlook
for the sector does not give us comfort on the earnings growth of the company,
going forward. After substantially revising the earning estimates downward, the
stock at the CMP of Rs 95 is trading at 20.2x and Rs 7.8 x its FYO9E and FY10E
EPS of Rs 4.7 and Rs 12.2, respectively. Though the stock is trading below its
book value (FY08) of Rs 112, the bleak business outlook compels us to reiterate
our UNDERPERFORMER rating. We are further downgrading our target price
from Rs 114 to Rs 49.

Exhibit 3: Valuations

Sales (Rs cr) EPS (Rs) PE (x) EV/E (x) RoNW (%) RoCE (%)
FY08 121.9 51.2 1.9 1.4 52.4 52.5
FYO9E 550.5 4.7 20.2 2.3 4.1 5.6
FY10E 659.6 12.2 1.8 1.2 10.1 9.0

Source: ICICldirect.com Research, EV/E signifies EV/EBITDA
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ICICldirect.com Coverage Universe

Exhibit 4: Universe matrix

Sales EPS RoNW RoCE

Bajaj Auto (Rscr) (Rs) PE(x) EV/E (x) (%) (%)
Idirect Code = BAAUTO CMP 472 FY08 8,828.6 48.1 9.8 5.7 195 229
Target 450 FYO9E 9,975.6 49.6 9.5 5.1 39.3 364

Mcap (Rs cr) 6,828.9 % Upside -4.7 FY10E 11,1316 56.3 8.4 4.3 348 376
FY11E 12,4721 64.8 7.3 3.4 315 398

Sales EPS RoNW RoCE

Escorts (Rscr) (Rs) PE(x) EV/E (x) (%) (%)
Idirect Code = ESCORT  CMP 36 FY08 21719 9.7 3.7 5.3 1.3 6.2
Target - FYO9E 2,126.8 26 140 5.2 29 5.3

Mcap (Rs cr) 303.8 % Upside - FY10E 2,398.1 4.2 8.5 4.0 4.6 6.5
Sales EPS RoNW RoCE

Apollo Tyres (Rscr) (Rs) PE(x) EV/E (x) (%) (%)
Idirect Code = APOTYR  CMP 18 FY08 3,693.9 4.5 4.0 2.8 200 244
Target 17 FYO9E 3,911.3 1.4 13.2 47 5.5 8.8

Mcap (Rs cr) 879.3 % Upside -5.6 FY10E 4,334.2 1.6 11.6 4.1 5.9 8.8
Sales EPS RoNW RoCE

Automotive Axle (Rser) (Rs) PE(x) EV/E (x) (%) (%)
Idirect Code = AUTAXL CMP 95 FYO08 727.9 51.2 1.9 1.4 524 525
Target 49  FYO9E 550.5 47 202 2.3 4.1 5.6

Mcap (Rs cr) 143.6 % Upside -48.4 FY10E 659.6 12.2 1.8 1.2 10.1 9.0
Sales EPS RoNW RoCE

Balkrishna Industries (Rscr) (Rs) PE(x) EV/E (x) (%) (%)
Idirect Code  BALIND cmP 163 FYO08 991.4 54.6 3.0 4.8 28.2 239
Target 185 FYO9E 1,175.4  35.6 4.6 4.8 15.6  14.7

Mcap (Rs cr) 315.1 % Upside 13.5 FY10E 1,309.1 46.2 35 4.1 175 146
Sales EPS RoNW RoCE

Bharat Forge (Rscr) (Rs) PE(x) EV/E (x) (%) (%)
Idirect Code = BHAFOR  CMP 73  FYO08 21965 122 6.0 5.5 19.6  18.8
Target 87 FYO9E 2,406.2 33 219 4.8 49 16.0

Mcap (Rs cr) 1,625.7 % Upside  19.2 FY10E 2,729.6 8.5 8.6 3.8 1.8 171
Sales EPS RoNW RoCE

JK Tyres (Rscr) (Rs) PE(x) EV/E (x) (%) (%)
Idirect Code  JKIND CMP 35 FY08 3,263.7 23.7 15 4.3 13.3 131
Target 43 FYO9E 3,623.2 9.5 3.7 5.2 4.7 8.5

Mcap (Rs cr) 143.7 % Upside 229 FY10E 4,065.0 14.4 2.4 5.2 6.7 9.6
Sales EPS RoNW RoCE

Subros (Rscr) (Rs) PE(x) EV/E (x) (%) (%)
Idirect Code = SUBROS CMP 16 FY08 662.6 4.8 34 2.5 17.6  20.1
Target 17  FYO09E 619.3 4.1 3.9 2.3 13.4  16.6

Mcap (Rs cr) 96.0 % Upside 6.25 FY10E 653.9 4.5 3.6 1.9 13.1 16.0

Source: ICICldirect.com Research, EV/E signifies EV/EBITDA
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RATING RATIONALE

ICICldirect.com endeavours to provide objective opinions and recommendations.
ICICldirect.com assigns ratings to its stocks according to their notional target price vs. current
market price and then categorises them as Outperformer, Performer, Hold, and
Underperformer. The performance horizon is two years unless specified and the notional target
price is defined as the analysts' valuation for a stock.

Outperformer (OP): 20% or more;

Performer (P): Between 10% and 20%;

Hold (H): +10% return;

Underperformer (H): -10% or more;

Pankaj Pandey Head - Research pankaj.pandey@icicidirect.com

ICICldirect.com Research Desk,
ICICI Securities Limited,

Gr. Floor, Mafatlal House,

163, HT Parekh Marg,

Backbay Reclamation
Churchgate,

Mumbai — 400 020

research@icicidirect.com

ANALYST CERTIFICATION

We /I, Supriya Khedkar B.Com, ICWAI (Inter) Rachita Anand BE. MBA (finance) research analysts, authors and the names subscribed to this report, hereby certify that all of the views
expressed in this research report accurately reflect our personal views about any and all of the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will
be directly or indirectly related to the specific recommendation(s) or view(s) in this report. Analysts aren't registered as research analysts by FINRA and might not be an associated person of
the ICICI Securities Inc.

Disclosures:

ICICI Securities Limited (ICICI Securities) and its affiliates are a full-service, integrated investment banking, investment management and brokerage and financing group. We along with
affiliates are leading underwriter of securities and participate in virtually all securities trading markets in India. We and our affiliates have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. Our research professionals provide important input into our investment banking and other
business selection processes. ICICI Securities generally prohibits its analysts, persons reporting to analysts and their dependent family members from maintaining a financial interest in the
securities or derivatives of any companies that the analysts cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly
confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information herein on reasonable basis, ICICI Securities, its subsidiaries
and associated companies, their directors and employees (“ICICI Securities and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory,
compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such
suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where ICIC| Securities is acting in an advisory capacity to this company, or in
certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness
guaranteed. This report and information herein is solely for informational purpose and may not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe
for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not
treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or
strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their
own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent
judgement by any recipient. The recipient should independently evaluate the investment risks. The value and return of investment may vary because of changes in interest rates, foreign
exchange rates or any other reason. ICICI Securities and affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report. Past performance is not
necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual
results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. ICICI Securities and affiliates might have
received compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of public offerings,
corporate finance, investment banking or other advisory services in a merger or specific transaction. ICICI Securities and affiliates expect to receive compensation from the companies
mentioned in the report within a period of three months following the date of publication of the research report for services in respect of public offerings, corporate finance, investment
banking or other advisory services in a merger or specific transaction. It is confirmed that Supriya Khedkar B.Com, ICWAI (Inter Rachita Anand BE. MBA (finance) research analysts and the
authors of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months. Our research professionals are paid in part based
on the profitability of ICICI Securities, which include earnings from Investment Banking and other business.

ICICI Securities or its subsidiaries collectively do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the
publication of the research report.

It is confirmed that Supriya Khedkar B.Com, ICWAI (Inter Rachita Anand BE. MBA (finance) research analysts and the authors of this report or any of their family members does not serve as
an officer, director or advisory board member of the companies mentioned in the report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. ICICI Securities and affiliates may act
upon or make use of information contained in the report prior to the publication thereof.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where
such distribution, publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within
such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may
come are required to inform themselves of and to observe such restriction.

This report has not been prepared by ICICI Securities, Inc. However, ICICI Securities, Inc. has reviewed the report and, in so far as it includes current or historical information, it is believed to
be reliable, although its accuracy and completeness cannot be guaranteed.
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