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Options galore; which ones to choose from the lot

We have analysed various auto ancillary businesses based on valuation multiples, likely earnings growth, RoE and
several business risks. We believe there are some outliers in the list, on either side, in terms of valuation vs business
fundamentals/risk led by fears of EV-led business disruption or EV-led opportunity driving higher growth. For long-term
investment purpose, we prefer businesses with minimal exposure to CV cyclicality, minimal EV penetration led business
risk, ability to manage capital structure/efficiency, and ability to innovate. Going by data analysis, our top picks in the
space for long-term investment are CIE, Sansera, Sona, SAMIL, Craftsman and Balkrishna. We believe within our
coverage universe Asahi India, CEAT, Bharat Forge and Bosch are trading higher than their fair value.

Avoid cyclical businesses with elevated multiples

Business cyclicality for India auto ancillary businesses is driven by either
domestic CV cycle or input commodity cycle with rest growth and margin
drivers being largely stable in nature. Thus, post domestic M&HCV market
likely regaining FY19 highs by FY24 end in volume terms (~20% higher in
tonnage carried terms), we see high probability of the cycle peaking out by
FY25E. Thus, businesses dependent on domestic CVs can face ~15-20%
segmental revenue decline in FY26E driven by market decline. Therefore, it
would be better to avoid companies with higher exposure to this segment.
Rising input commodity risk is another key risk that can swing earnings
massively by impacting business profitability. Thus, avoid automotive tyre
businesses with relatively low pricing power and high capital intensity,
currently operating at elevated EBITDAM and trading at the higher end of
valuation multiple trajectory.

EV exposure is good, but needs to have sustainable + profitable growth
rather than the risk of getting commoditised soon

With present EV penetration in 2Ws at ~5-6% and ~1% in PVs, the rising need
for localisation of components is giving scope for ancillary makers to address
the rising size of opportunity. We believe ~INR 30-40k/unit of e-2W is the
addressable market size exclusively, other than parts common to both ICE/E-
2Ws. Components/systems like hub motors (BLDC/PMSM), controllers, ECUs,
BMS, chargers, converters etc. would drive this demand. But we believe the
entry barrier for any manufacturer to tap this opportunity is becoming lower
with time, as access to M&As, |V formation and tech tie ups are allowing
competition building up in the space, impacting the profitability potentially.

Avoid companies with volatile margin/cashflow + elevated valuation

We would recommend staying away from players with higher element of
cyclicality in profitability, operating at higher end of margin currently along
with trading at higher end of valuation multiple band. Thus, automotive tyre
stocks, operating more than one standard deviation above long-term mean
levels along with trading above long-term average forward P/E multiples
should be avoided. We would rather prefer businesses that have the capability
to execute and sustain operating margin across OEM cycles and withstand
input commodity cost volatility seamlessly, thus, giving visibility to cashflow
ahead. Therefore, we like CIE, Sona, Craftsman and Sansera.
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Auto ancillary companies with RoE of 20%+

BBG ticker Market Cap ROE EPS CAGR Net debt/Equity P/E EV/EBITDA Comments
(INR bn) FY25E FY23-25E FY25E FY25E FY25E
TIINDIA IN 618.5 24% 23% -0.4 47.7 22.8
BHEC IN 507.9 20% 53% 05 29.9 16.7 Set to Toce CV downcycle by FY26, at elevated
valuation on FY25
SCHFL IN 487.6 22% 16% -0.4 42.4 27.6
BIL IN 492.4 21% 34% 01 283 174 IF;EZiecycllcql business going through a bad
SONACOMS 3396 27% 46% 01 40.7 257 High growth+ ROCE coupled with rising global
IN EV demand
MSWIL IN 281.8 46% 26% -0.1 34.0 22.6
SEIN 258.0 22% 30% 01 307 198 Good gnd less cyclical business at elevated
valuations
RMKE IN 103.3 21% 33% 05 248 121 Set to _face CV downcycle by FY26, at elevated
valuation on FY25
CRAFTSMA IN 1007 24% 41% 04 210 g.g Reducing CV exposure and improving ROCE
with growth
VARROC IN 73.7 24% 125% 0.5 20.7 8.7 Benefitting from restructuring and 2W revival
JMNA IN 47.2 23% 17% -0.0 19.1 125
ATXL IN 33.2 22% 13% -0.2 15.6 9.8
LMAX IN 246 20% 26% 0.0 15.1 6.9 g\c;\'irmg less cyclical categories of PVs and
Source: Bloomberg, |I-Sec research
Auto ancillary companies with ROE <20%
. Market Cap ROE EPS CAGR Net debt/Equity P/E EV/EBITDA
EIEEEE (INRbn)  FY25E  FY23-25E FY25E  FY25E B
MOTHERSO IN 651.6 14% 54% 0.1 16.3 7.1 Optimally valued vs. strong growth execution
563.8 17% 18% -0.3 285 20.2 Weak execution in terms of growth and margin
BOS IN :
and elevated valuation
MRF IN 460.8 12% 72% -0.2 22.1 9.8
0, 0, T ifi 1 1 T
UNOMINDA IN 3427 19% 28% 0.1 318 18.6 Dlvers!fled growing business with elevated
valuation
236.1 11% 27% 0.1 12.5 5.8 Facing mean reversion of margin post making
APTY IN .
recent highs
ENDU IN 2255 17% 38% -0.2 24.0 12.6
EXID IN 217.8 10% 13% 0.0 17.8 10.5
(V) 0, - I ifi I i
CIEINDIA IN 179.7 17% 25% 0.1 16.8 9.8 Well d-lversn°|ed .ond less cyclical business at
attractive valuation
1499 19% 22% 0.4 27.2 14.2 Undergoing margin cuts, capex cycle and
AISG IN ) .
trading at elevated valuations
86.4 12% 63% 0.4 14.0 6.5 Margin set to see reversion from recent highs
CEATIN . ) .
amidst high valuation
79.0 17% 23% -0.1 23.0 12.0 Limited cyclicality and clean balance sheet to
MDA IN A .
drive inorganic growth
JKIIN 68.6 16% 47% 1.0 9.8 5.6 Relatively valued much lower within the tyre
peers
SEL IN 56.2 19% 27% -0.1 20.1 11.7
o o L . . P
SANSERA IN 50.2 18% 36% 0.4 17.3 9.4 2W derivative .thh dlver5|f|cc1t|on towards
non-auto; valuation attractive
45.0 18% 24% -0.2 21.1 12.9 Decent execution, clean balance sheet and
GABR IN : .
optimal multiple
JTEKT IN 35.1 14% 24% -0.2 28.4 134
328 18% 9% -0.3 10.8 5.7 Low growth and low multiple. 2W revival the
LGBB IN )
(o) 0, T i - i T
SANDHAR IN 23.5 15% 60% 0.0 145 6.0 2W revival to drive re-rating with strong

growth execution

Source: Bloomberg, |-Sec research
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Risk assessment of auto ancillary companies

EV risk CV cycle risk [B/S risk  |Competitive risk |Margin risk |Growth risk [Global risk
Balkrishna ™ @ ™ a ]
Craftsman ) ™ ¢, ¢, ™ ™
Sonacoms ™ ™ ™ A
Varroc 3 >, >, >, ) o
SAMIL 3 3 >, 3 o
CIE @ 3 & ® )
Minda Corp  |(™ ¢ &) (™
JK Tyres [ ) ) O [
Sansera &) ™ ™ ™ ™ &)
Gabriel ™ a ™
Sandhar ™ ™ 9 ™

() low risk @ high risk

Source: Company data, |-Sec research

Summary of auto ancillary companies in I-Sec coverage

BBG Ticker

MOTHERSO IN
BOSIN
BHFCIN

BIL IN
SONACOMS IN
ZFCVCS IN
MSUMI IN
APTY IN
CIEINDIA IN
AISG IN
CRAFTSMAIN
CEATIN
VARROC IN
SANSERA IN

Market Cap (INR bn)

651.4
566.4
507.9
492.6
339.5
293.8
282.8
235.6
179.8
150.0
100.4

86.4

735

50.1

Price Target

114
17,599
899
2,669
630
12,810
62
424
598
503
5,557
1,669
406
1,133

Rating

BUY
REDUCE
REDUCE

ADD
ADD
HOLD
ADD
ADD

BUY
REDUCE

BUY

SELL

BUY

BUY

Source: Bloomberg, I-Sec research
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Price charts
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“In case of industry/sector reports or a report containing multiple stocks, the rating/recommendation for a particular stock may be based on the last released stock
specific report for that company.”

This report may be distributed in Singapore by ICICI Securities, Inc. (Singapore branch). Any recipients of this report in Singapore should contact ICICI Securities, Inc.
(Singapore branch) in respect of any matters arising from, or in connection with, this report. The contact details of ICICI Securities, Inc. (Singapore branch) are as follows:
Address: 10 Collyer Quay, #40-92 Ocean Financial Tower, Singapore - 049315, Tel: +65 6232 2451 and email: navneet_babbar@icicisecuritiesinc.com,
Rishi_agrawal@icicisecuritiesinc.com.

"In case of eligible investors based in Japan, charges for brokerage services on execution of transactions do not in substance constitute charge for research reports and
no charges are levied for providing research reports to such investors."

New I-Sec investment ratings (all ratings based on absolute return; All ratings and target price refers to 12-month performance horizon, unless mentioned otherwise)
BUY: >15% return; ADD: 5% to 15% return; HOLD: Negative 5% to Positive 5% return; REDUCE: Negative 5% to Negative 15% return; SELL: < negative 15% return

ANALYST CERTIFICATION

|/We, Basudeb Banerjee, MBA (Finance); Vishakha Maliwal, MBA (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. 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 are not registered as research analysts by FINRA and are not associated persons of the ICICI
Securities Inc. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the
preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial
products. Registered Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi, Mumbai - 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807
7100. ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager, Research Analyst and Alternative Investment Fund. ICICI
Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence.
ICICI Securities Limited Research Analyst SEBI Registration Number — INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. ICICI
Securities AIF Trust’s SEBI Registration number is IN/AIF3/23-24/1292 ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its
various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”),
the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates
might have investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities
and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial interest in the securities or derivatives of any companies
that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as
opposed to focusing on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view
the Fundamental and Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Institutional Research.
The views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the Retail Research.

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 a reasonable
basis, ICICI Securities is 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 ICICI Securities might be 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 shall 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 judgment by any recipient. The recipient should independently evaluate the investment
risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever 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 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.

ICICI Securities or its associates might have received any 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 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.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services
from the companies mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates 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 ICICI Securities nor Research Analysts and their relatives 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.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives 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.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial
ownership of one percent or more or other material conflict of interest in various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

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
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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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Investment in securities market are subject to market risks. Read all the related documents carefully before investing.

Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors. None of the
research recommendations promise or guarantee any assured, minimum or risk free return to the investors.

Name of the Compliance officer (Research Analyst): Mr. Atul Agrawal, Contact number: 022-40701000, E-mail Address : complianceofficer@icicisecurities.com
For any queries or grievances: Mr. Prabodh Avadhoot Email address: headservicequality@icicidirect.com Contact Number: 18601231122
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