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Our Take:

Alicon Castalloy Ltd. (ACL) operates one of the largest aluminium foundries in India supplying frugal engineering solutions mainly to the
automobile space. It is a leading manufacturer of aluminium castings supplying its products to the Indian and European markets. The
company has won significant orders in the last 4-6 quarters and has an outstanding order book of ~“Rs 3150cr from new products implying
an annual revenue of ~Rs 625cr from these. New orders are expected to support faster recovery over medium term. With the share of EV
gaining strength gradually, we believe an increasing share of revenue would be contributed by EV parts. ACL has increased its revenue
target from EV to 36% by FY26 from its earlier target of 25%.

Various initiatives taken by the Government is likely to drive higher demand for EVs thereby increasing the need for aluminium parts to
reduce the weight of vehicles. Successful completion of fund raising exercise by QIP issue and preferential issue to Promoters and foreign
collaborators (in June and Aug 2021 @ Rs 540 and Rs 563 respectively raising a total of Rs 110cr) has enabled ACL to reduce financial cost
and improve leverage. It also has strong financial and technological support of Enkei, Japan (leading 2W/PV wheel manufacturer with 7
decades of experience).

On May 24, 2021, we had initiated coverage on the stock (Link) with a recommendation to ‘Buy at LTP and add on dips to Rs 445-450 band’
for base case fair value of Rs 584 and bull case fair value of Rs 629. The stock had achieved our base case target on May 24 and bull case
target on July 1, 2021.

Financial Summary

Particulars (Rs cr) Q2FY22 Q2FY21 YoY (%) Q1FY22 QoQ (%) FY21 FY22E FY24E
Net sales 268 205 30.9 211 27.1 849 1,077 1,303 1,557
EBITDA 24 26 -7.0 17 42.3 83 97 137 187
APAT 3 5 -42.9 -4 -171.9 -2 15 51 91
Diluted EPS (Rs) 1.9 3.8 -50.6 -3.0 -162.9 -1.4 9.5 32.1 57.3
RoE (%) 0.6 4.0 11.1 17.7
P/E (x) NA 87.4 25.8 14.5
EV/EBITDA (x) 19.5 15.8 11.0 7.8

(Source: Company, HDFC sec)

(/j ‘RE TAILRESEARCH
’



https://www.hdfcsec.com/hsl.research.pdf/Alicon%20Castalloy%20-%20Initiating%20Coverage%20-%20240521.pdf
mailto:atul.karwa@hdfcsec.com

r

Alicon Castalloy Ltd. 20

Click. Invest. Grow. YEARS

Valuation & Recommendation:

We expect ACL’s business to turn around in FY22E supported by strong order wins over the last 4-6 quarters and build on the momentum
over the next two years. Revenue/EBITDA of the company is expected to grow at CAGR of 22/31% over FY21 to FY24E and PAT as the
company ramps up the production of recent order wins. We believe investors can buy the stock in the band of Rs 825-840 and add on dips
to Rs 735-750 band (14.5x Dec-23E EPS) for a base case fair value of Rs 920 (18x Dec-23E EPS) and bull case fair value is Rs 995 (19.5x Dec-
23E EPS) in the next two quarters.

Recent Developments

Q2FY22 Result Update

ACL reported robust numbers for Q2FY22 on partial recovery in demand as many customers had ramped up their production by the end of
Q1. Net revenue increased by 30.9% YoY to Rs 268cr, driven by recovery in automobile sales and increased pricing due to higher raw
material costs. Exports accounted for ~25% of revenues and Auto Division contribute to 94%. EBITDA however declined by 7% YoY to Rs
24cr due to lower gross margins as raw material inflation gets passed on with a lag. EBITDA margin declined 370bps YoY but improved
100bps sequentially to 9.1%, on account of better operating leverage. The company reported PAT of Rs 3cr vs loss of Rs 4cr in Q1FY22.

Net debt stood at Rs 235cr with net debt-equity ratio of 0.55x. The company has reduced its capex to Rs 60cr for FY22 from Rs 90cr
expected earlier as further wave of pandemic and semiconductor shortage has led to disruption in supply chain. Capacity utilization was 60-
65% which is expected to increase to 70-75% in H2FY22. The management guided for EBITDA margin to be in the range of 13-15% for FY22
as shortage of semiconductor eases and there is a ramp up in production in the coming quarters.

Key Triggers
Electric mobility seeing strong traction in India

There has been a strong traction in the adoption of EV, especially in the 2W/3W segment. EV sales have crossed the figure of 30,000 units
for the first time in Sep’21 and 40,000 units in Nov'21. These registrations are mainly driven by electric 2W and passenger-type electric 3W,
which together account for more than 90% of total registrations. Union road, transport and highways minister Nitin Gadkari said that
cumulatively 870,141 electric vehicles have been registered in India.

With the growth in electric vehicles (EV) and the thrust of Government towards faster adoption of EVs, ACL is focusing on technology
agnostic parts, which would be used in both i.e. internal combustion engines (ICE) and EVs like chassis, suspension body part of the vehicle.
The addition of batteries increases the total weight of the electric vehicle which drains the batteries faster. So OEMs are going for low
weighting of vehicles to extract more mileage from a single charge. In 2W, ACL expects aluminium content to increase from 3.1 Kg to an
average of 17-18 Kg and in 4W from 30-35 Kg to 100 Kg. This would entail 2-2.5 fold increase in aluminium requirement in converting from
ICE to EV. ACL being one of the largest auto ancillary companies in the aluminium space will benefit out of this.
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Supportive regulations and policies by Government

The Government is in favour of faster adoption of electric vehicles to reduce the dependence on crude oil imports. It has been incentivising
investments towards electric vehicles and purchase of such vehicles. In Sep’21, it announced the PLI scheme for automobiles, auto
component and drone industry with an outlay of Rs 26,058cr. This scheme is additional to the already launched PLI for Advanced Chemistry
Cell, which is of Rs 18,100cr and Faster Adaption of Manufacturing of Electric Vehicles (FAME) scheme of Rs 10,000cr to boost
manufacturing of electric vehicles in India. Cumulative incentives being offered across the 3 schemes would be amounting to Rs 54,100cr
targeting both the demand and the supply side.

Capacity utilisation set to improve

Due to the recent slowdown in the automobile industry, capacity utilisation of ACL has come down to 60-65% in Q2FY22. With the improved
visibility due to recent win orders, utilisation is expected to increase to 70-75% in H2FY22. Prior to Covid ACL was working at 80-85%
capacity utilisation.

Significant order wins to enhance topline growth

During Q2FY22 ACL has added 17 parts from 8 customers, 4 parts from the domestic customers like Honda Motorcycles, Piaggio, and Dana
Corporation and 13 parts from export customers like JLR, MAHLE, Renault, Dana Corporation, and Tata AutoComp and a new logo addition
of Scania in the EV division.

In the ICE segment, it added 6 parts with a breakthrough order win from Renault in France which has opened more avenues for growth in a
new European market. Additionally, it has also received an opportunity from a critical CAC tanks as a resourcing project for another
European location. In the structural segment, it added new parts from JLR UK and entered into a new segment in two-wheelers with
Piaggio. In EV segment, it added 9 parts with order wins from Dana for an existing location and a new location — Mexico, MAHLE for another
new location — Spain and 5 parts from new customer Scania.

Working with leading players on key projects to expand EV products

ACL is working with Tata Motors through TACO who are developing and supplying the battery packs and motors for EV platform to Tata
Motors. TACO is correctly sourcing components from China in a CKD mode, but due to FAME-4 regulations, they plan to transition to local
suppliers before end of FY22. ACL has got the RFQ for more than 15 parts from TACO and it is in an advanced stage for getting nominated
for these parts by Dec’21. Its portfolio with Dana stands expanded to 48 parts. It has also engaged with ARRIVAL, a leading global EV
company and has a RFQ for 40 components.
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Growing size of order book

ACL had an outstanding order book of ~“Rs 3150cr of new products to be executed over the next 5 years implying an annual sales of ~Rs
625cr with an increasing share coming from EV ecosystem. Based on a strong momentum, it has raised its revenue share target from EV to
36% by FY26 and has an aspirational target of 45% by FY26.

Healthy demand in non-auto segment

In the non-auto segment ACL is witnessing a healthy growth in demand across the sectors such as Defence, Aerospace, Agriculture, and
Energy and the momentum is expected to strengthen in the quarters ahead. Currently, orders in defence sector to supply the wheels for the
battle tank is nearing completion. Backed by ACL's efficiency and work quality, it has been called for the tender for refurbishing of 129
battle tanks which corresponds to 3,870+ wheels and the tender will be closed by the end of Dec’21. It is looking to further penetrate with
existing clients like Siemens, GE, IR and Honeywell Automation to get orders from global locations from the same platform. It is aiming to
reach 7-8% of total revenue from non-auto segment in FY23 and ~14% over the next 3 years.

Risks & Concerns

Raw material price volatility

The key raw material for the company is aluminium. The prices of aluminium have been very volatile in recent months. Inability of the
company to pass on any increase in raw material prices in time could impact its profitability. In Q2FY22, the gross profits of ACL rose less
than the revenue.

LME Aluminium prices (S/tonne)
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(Source: Bloomberg, HDFCsec)

5 (/j ‘RE TAILRESEARCH
’



r

Alicon Castalloy Ltd. 20

Click. Invest. Grow. YEARS

High dependence on automobile industry
ACL derives ~90-95% of its revenues from the automobile industry and thus is highly dependent on it. Although it is looking to diversify by
launching new products in the non-auto space, this will take time.

Working capital intensive operations

The operations of the company require huge working capital. Inventory and receivable days have been rising over the last five years.
Although current ratio has improved somewhat in FY21, working capital needs would need to be monitored closely. Exports sales involve
higher debtor days.

Constantly operating at low asset turns and inability to improve margins has resulted in lower return ratios

ACL has been constantly operating an asset heavy business with heavy fixed cost at a low utilisation and has been unable to improve
realisations and product mix where margins are higher. Inability of the company to get into high margin niche categories or newer
technologies like High pressure die-casting (HPDC) for heavy tonnage products could lead to stagnation in its margin profile.

New products might take time to scale up
A significant part of the growth is expected to come from new product development. Failure to scale up the new products could slow down
the growth momentum.

Technological disruption - Demand for older products (ICE based) may get impacted

Technology is changing very fast and the products of the company could become obsolete if any competitor comes up with a superior
product. If EV sales pick up significantly then the demand for its older products like cylinder heads, crankshafts, engine brackets could get
impacted.

EV takes longer time to become popular
ACL is betting on significant portion of revenue coming from EV related sales. However, if EV take longer time to become popular then the
expected growth in revenue would get delayed.

Disruptions due to Covid/supply side issues
Disruptions/lockdowns in India and in export markets due to Covid variants could result in slower revenue growth for ACL. Also supply-side
issues due to chip shortages and volatile input prices can weigh on the pace of growth.
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Company Background:

ACL is a leading manufacturer of aluminium castings. It manufactures cylinder heads, support brackets, intake manifolds, crankshafts, and
engine brackets, for use in the auto industry. The company was established as a JV between Pegasus Castalloy and Enkei Corporation, Japan
(one of the largest manufacturers of alloy wheels in the world). Owing to sustained losses the wheels division was hived off as a separate
entity i.e. Enkei Wheels in 2009 and the castings business was renamed to ACL in Dec’10.

Clients include key Indian auto OEMs as well as auto and engineering OEMs in the European market through its subsidiaries. ACL serves
clients in Europe and the US through its European subsidiary lllichmann Castalloy. It has 3 manufacturing units in India at Pune and Binola
and one manufacturing plant at Slovakia.

ACL is part of the Alicon Group, a global consortium of companies engaged in Rapid Prototyping, Designing, In-house Tool Manufacturing,
Engineering, Die Casting, Machining and Assembly, Painting and Surface Treatment of Aluminium Components. Leveraging its core
competencies, the Group is one of the largest integrated aluminium casting manufacturers globally.

In FY21, 77% of the revenues were from the domestic market and exports accounted for 23% of sales. Besides automotive ACL has a
presence in infrastructure, defence agricultural machinery, oil & gas and aerospace. Automobile industry contributed to 90% of sales in

FY21.

Revenue trend and breakup (FY21)
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Financials
Income Statement

Balance Sheet

(Rs cr) FY20 FY21 FY22E FY23E FY24E As at March (Rs cr) FY20 Fy21 FY22E FY23E FY24E
Net Revenues 957 849 1077 1303 1557 SOURCE OF FUNDS
Growth (%) -19.5 -11.3 26.9 21.0 19.5 Share Capital 7 7 8 8 8
Operating Expenses 851 765 980 1166 1370 Reserves 308 310 431 473 545
EBITDA 106 83 97 137 187 Shareholders' Funds 315 317 439 481 553
Growth (%) -27.7 -21.5 16.5 41.2 36.6 Borrowings 336 317 212 167 112
EBITDA Margin (%) 11.1 9.8 9.0 10.5 12.0 Net Deferred Taxes 27 28 28 28 28
Depreciation 44 49 52 53 55 Other Non-curr. Liab. 6 3 4 5 6
Other Income 3 3 4 5 5 Total Source of Funds 683 664 682 680 698
EBIT 65 37 49 88 137 APPLICATION OF FUNDS
Interest expenses 39 36 28 19 14 Net Block & Goodwill 368 363 371 359 355
PBT 25 1 21 69 123 CWIP 23 28 18 37 56
Tax 8 3 5 18 31 Investments 26 29 34 40 48
PAT 17 -2 15 51 91 Other Non-Curr. Assets 23 27 31 38 45
Share of Asso./Minority Int. 0 0 0 0 0 Total Non-Current Assets 417 420 423 436 458
Adj. PAT 17 -2 15 51 91 Inventories 106 126 130 136 149
Growth (%) -67.8 -111.3 NA 238.3 78.4 Trade Receivables 338 323 369 389 418
EPS 12.4 -1.4 9.5 32.1 57.3 Cash & Equivalents 9 20 5 7 10
Other Current Assets 31 18 26 31 23
Total Current Assets 484 487 529 563 600
Trade Payables 152 156 183 218 247
Other Current Liab & Provisions 66 86 87 102 112
Total Current Liabilities 218 243 270 319 360
Net Current Assets 266 244 260 244 240
Total Application of Funds 683 664 682 680 698
3 '(F/‘RETAILRESEARCH
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(Rs cr) FY20 FY21 FY22E FY23E FY24E FY20 FY21 FY22E FY23E FY24E
PBT 25 1 21 69 123 Profitability Ratios (%)
Non-operating & EO items -8 2 -3 -6 -6 EBITDA Margin 11.1 9.8 9.0 10.5 12.0
Interest Expenses 38 35 28 19 14 EBIT Margin 6.8 4.4 4.5 6.8 8.8
Depreciation 43 46 52 53 55 APAT Margin 1.8 -0.2 1.4 3.9 5.9
Working Capital Change -31 29 -31 18 6 RoE 5.5 -0.6 4.0 11.1 17.7
Tax Paid -11 -2 -5 -18 -31 RoCE 104 5.8 7.6 13.6 20.9
OPERATING CASH FLOW (a) 57 112 61 136 161 Solvency Ratio (x)
Capex -70 -49 -50 -60 -70 Net Debt/EBITDA 3.1 3.6 2.1 1.2 0.5
Free Cash Flow -13 63 11 76 91 Net D/E 1.0 0.9 0.5 0.3 0.2
Investments 0 0 0 0 0 PER SHARE DATA (Rs)
Non-operating income 2 2 0 0 0 EPS 12.4 -1.4 9.5 32.1 57.3
INVESTING CASH FLOW (b)) -68 -47 -50 -60 -70 CEPS 44.3 33.7 42.2 65.5 92.0
Debt Issuance / (Repaid) 55 -19 -105 -45 -55 BV 228.5 227.7 275.5 301.6 346.9
Interest Expenses -38 -35 -28 -19 -14 Dividend 13 0.0 2.0 6.0 12.0
FCFE 6 11 -122 12 22 Turnover Ratios (days)
Share Capital Issuance 0 0 110 0 0 Inventory days 129 142 117 106 95
Dividend -9 0 -3 -10 -19 Debtor days 43 50 43 37 33
Others -2 1 0 0 0 Creditors days 64 66 58 56 55
FINANCING CASH FLOW ( c) 6 -54 -26 -74 -88 VALUATION (x)
NET CASH FLOW (a+b+c) -4 12 -15 2 3 P/E 67.2 -600.2 87.4 25.8 14.5
P/BV 3.6 3.6 3.0 2.8 2.4

Price chart EV/EBITDA 15.6 19.5 15.8 10.8 7.6
1100 - ——Alicon Castalloy  =mmmBSE Auto (RHS) - 30000 E\.//.Revenu.es 1.7 1.9 1.4 1.1 0.9

300 4 | 57000 Dividend Yield (%) 0.2 0.0 0.2 0.7 1.4
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700 - L 24000 (Source: Company, HDFC sec)

500 - - 21000

300 - - 13000

100 T T T T 15000

Oct-20 lan-21 Apr-21 Jul-21 Oct-21

(/j ‘RE TAILRESEARCH
’




Alicon Castalloy Ltd. 2

Click. Invest. Grow. YEARS

HDFC Sec Retail Research Rating description

Green Rating stocks

This rating is given to stocks that represent large and established business having track record of decades and good reputation in the industry. They are industry leaders or have significant market share. They have multiple streams of cash flows and/or strong balance sheet to withstand downturn in
economic cycle. These stocks offer moderate returns and at the same time are unlikely to suffer severe drawdown in their stock prices. These stocks can be kept as a part of long term portfolio holding, if so desired. This stocks offer low risk and lower reward and are suitable for beginners. They offer
stability to the portfolio.

Yellow Rating stocks
This rating is given to stocks that have strong balance sheet and are from relatively stable industries which are likely to remain relevant for long time and unlikely to be affected much by economic or technological disruptions. These stocks have emerged stronger over time but are yet to reach the
level of green rating stocks. They offer medium risk, medium return opportunities. Some of these have the potential to attain green rating over time.

Red Rating stocks
This rating is given to emerging companies which are riskier than their established peers. Their share price tends to be volatile though they offer high growth potential. They are susceptible to severe downturn in their industry or in overall economy. Management of these companies need to prove
their mettle in handling cyclicality of their business. If they are successful in navigating challenges, the market rewards their shareholders with handsome gains; otherwise their stock prices can take a severe beating. Overall these stocks offer high risk high return opportunities.

Disclosure:

1, Atul Karwa, (MMS-Finance), authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. HSL has no material adverse disciplinary history as on the date of publication of this report. 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.

Research Analyst or his relative or HDFC Securities Ltd. have any financial interest in the subject company. Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of publication of the Research
Report. Further Research Analyst or her relative or HDFC Securities Ltd. or its associate does not have any material conflict of interest.

Any holding in stock — Yes

HDFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is meant for sole use by the recipient and not for circulation. The information and opinions contained herein have been compiled or arrived at, based upon information obtained in good faith from sources believed to be reliable. Such information has not been independently verified and
no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. This document is for information purposes only. Descriptions of any company or companies or their securities mentioned herein are not intended to be
complete and this document is not, and should not be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or
what would subject HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the same should be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or published in whole or in part, directly or indirectly, for any purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk.

It should not be considered to be taken as an offer to sell or a solicitation to buy any security. HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the
financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs,
reduction in the dividend or income, etc.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies / organizations described in this report.
HSL or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from t date of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory
service in a merger or specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither HSL nor Research Analysts have any material conflict of interest at the time of publication of this report. Compensation of our Research
Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. HSL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any compensation/benefits from the subject company or third party in connection with the Research Report.

HDFC securities Limited, | Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066

Compliance Officer: Binkle R. Oza Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg. No. POP: 11092018; IRDA Corporate Agent License No.: CA0O062; SEBI Research Analyst Reg. No.: INH0O00002475; SEBI Investment Adviser Reg. No.: INA000011538; CIN - U67120MH2000PLC152193

Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.
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