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Covid may offer opportunity, robust capital efficiency

Tube Investments of India (Tll), part of renowned Murugappa Group, has a
diversified manufacturing presence across segments of cycles & accessories,

engineering (precision steel tubes, strips), metal forming (door frames, fine E
blanking products, chains), gears & gearboxes. These four divisions —— — ﬁ
contributed ~16%, ~46%, ~33%, ~5%, respectively, to gross consolidated o c

. . . Market capitalisation (% crore) 6,750.0 —
revenue in FY20P. On overall basis, Tll derives ~50% of revenues from auto Debt (FY20P, 2 crore) 4379 +
space and remaining ~50% from non-auto space, including Railways. It is Cash& Inv.(F'YZOP,%crore) 180.0 ()
among top few players in each of its business divisions, including special EV (% crore) 7.002.9 -5
gears through listed subsidiary Shanthi Gears. TIl has, over the years, shown 52 Week HighLow (3) 577 /255 —
continuous improvement in capital efficiency (FY20P RoCE: ~18%) and cash E quity capital (% crore) 18.8
generation (FY20P CFO: ¥ 600 crore, 10% vyield). Face value (3) 1.0
Triggers Promoter holding (% ) 48.0

1 0

Sole credible listed play in domestic bicycle space E,Ill:slzii':gg:;)) 13;

With global economies beginning to reopen post easing of Covid-19
related quarantine restrictions, some western countries are seeing increase
in demand for bicycles owing to rising early preference for personal
mobility over public transport. The same trend could gain traction in India
as curbs get lifted, with the affordability quotient of modes (~X 3,300/unit
industry ASP) and heightened awareness around personal health and
social distancing, putting the industry on a solid footing to capture such an
opportunity. In our view, TIl, as the sole credible listed bicycle player
within the domestic bicycle space, would benefit. The Indian bicycle
industry (second largest in the world after China) is estimated to be worth
~% 5,500 crore in size (FY19), with output of ~1.65 crore units. Standard
bicycles form 39% of the overall industry with specials (including
premium) constituting 61%. Tl is the second player domestically (23%
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Key Highlights

e Part of the reputed Murugappa
Group; sole credible listed play on
bicycle opportunity in India (16% of
consol sales)

e Margins, return ratios to continue to
benefit from cost focus and other
strategic initiatives

e Assign BUY with target price of % 425
i.e. 26x FY20P EPS of % 16.3/share

overall market share, 28% specials market share as of FY19) and serves the 600

14,000
space through popular brands like Hercules, BSA, Ladybird and Roadeo. Its 500 1 :.‘\ E 12,000
distribution footprint covered 10,000+ touchpoints and 239 retail stores as 400 ;?(;380
in FY19. Moreover, TIl has restructured operations in this division with igg 6,000
segmental RoCE improving to 12.8% in FY20P vs. 0.2% in FY18. 100 ‘2"888
Continued cost focus, impressive return ratios, cash generation 0 N @ = o 8 o 0
During FY20P, consolidated revenues fell 18% in a weak year for the entire s 5 5 g 8 g
auto space. Contrary to peers, however, margins, profitability showed —— Tl (LHS) Nifty (RHS)

resilience (EBITDA margins up 280 bps YoY to 12.2%, PAT up 26%). Tll is
reducing dependence on government cycle orders (suffer from
competitive pricing) and increasing retail sales alongside improving
efficiencies in other divisions. Hence, its consolidated RoCE improved from
~13% in FY18 to ~18% in FY20P. It has also constantly focussed on cash
generation though operational efficiencies as well as tight control over
working capital cycle (~30 days). It generated a CFO of ~% 600 crore (CFO
yield at ~10%) and FCF of ~% 380 crore (FCF yield at ~6%) in FY20P.
Consequent to robust cash flow generation, the company has been retiring
debt with gross debt as of FY20P at ~% 433 crore vs. ~% 850 crore in FY17.

Valuation & Outlook
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Going forward, with Tl being the sole credible bicycle player in the listed
space, its strong focus on return ratios matrix (RoE, RoCE at ~18%) and
cash generation ability (CFO vyield at ~10%, FCF yield at ~6%), lead us to
build a positive stance on the company. Consequently, we assign BUY
rating on Tl with a target price of ¥ 425, valuing it at 26x P/E on FY20P EPS
of ¥ 16.3/share. Key risk to our call is more than expected delay in demand
recovery in domestic automobile place and certain portion of TllI's topline
susceptible to EV risk.
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Key Financial Summary

P&L Account (T crore)
Sales

EBITDA

EBITD A margin (%)
PAT

EPS (%)

Balance Sheet (Z crore)
E quity

Net Worth

Debt

Debt: E quity (x)

Return Ratios (%)
RoE

RoCE

Valuations (x)

P/E

EV/EBITDA

P/B

FY17
4,493.0
406.1
9.0
167.6
8.9

18.7
1,187.6
850.6
0.7

141
14.0

40.2
18.4
5.7

FY18

5,000.0
370.5
1.4
147.4
7.9

18.8
1.272.3
176.4
0.6

11.6
12.8

45.8
19.9
5.3

FY19
5,774.8
538.7
9.3
240.4
12.8

18.8
1,475.4
607.9
0.4

16.3
19.9

28.1
13.4
4.6

FY20P
4,750.4
578.5
12.2
306.0
16.3

18.8
1,734.0
432.9
0.2

17.6
18.4

221
121
3.9

Source: Capitaline, ICICI Direct Research
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Exhibit 1: Segmental financials (Revenue, EBIT margins, RoCE)

Sales (T crore) Q4FY20
Cycle and accessories 129
Metal Products 356
E ngineering 545
Industrial Gears 42
Total 1,031

EBIT (Z crore)

Cycle and accessories 5.2
Metal Products 9.6
E ngineering 75.0
Industrial Gears 0.5

EBIT Margins (%)

Cycle 4.0%
Metal Products 2.7%
Engineering 13.8%
Industrial Gears 1.2%

Capital Employed (T crore)

Cycle and accessories 175
Metal Products 622
Engineering 639
Industrial Gears 225
RoCE (%)

Cycle and accessories 11.9%
Metal Products 6.2%
Engineering 46.9%
Industrial Gears 0.9%

Q4FY19 Yo
251
423
659
58
1,347

-6.5
30.0
65.0

1.1

-2.6%
7.1%
9.9%

13.2%

220
605
687
297

-11.8%
19.8%
37.8%
10.4%

Y (%)
-49%
-16%
-17%
-29%
-23%

-180%

-68%
15%
-94%

Q3FY20 Qo4 (%)

148

422
502

58

1,087

0.2

31.0
60.0

0
7
12
13

0
19
38
12

1.1

1%
3%
.0%
3%

184
635
619
244

5%
5%
8%
6%

-13%
-16%
9%
-28%
-5%

2376%
-69%
25%
-94%

FY20
781
1,635
2,258
242
4,750

22.4
116.0
264.0

32.7

2.9%
7.1%
11.7%
13.5%

175
622
639
225

12.8%
18.7%
41.3%
14.5%

Source: Company, ICICI Direct Research
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FY19
1,240
1,608
2,896

241
5,773

14.4
125.0
254.0

42.5

1.2%
7.8%
8.8%
17.6%

220
605
687
297

6.5%
20.7%
37.0%
14.3%
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Story in charts

Exhibit 2: Trend in revenues and margins

7,000 - - 13.0
6,000 122 159
5000 - An 18% YoY revenue decline during the past year
- 110 has reduced FY17-20P CAGR to 1.9%. EBITDA
@ 4,000 - margins, however, have grown from 9% to 12.2% in
2 F 100 R - . . ) .
S 3,000 - this time frame aided by improving product mix,
9.0 9.3 L 90 better operating efficiencies and cost initiatives
2,000 - '
o o
1,000 A 2 0 - 8.0
< H 7.4 <
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Source: Company, ICICI Direct Research

Exhibit 3: Segment wise breakup of gross consolidated revenues

7,000 -
6,000 - 241
204 220 241 As of FYZ0F, engineering division formed 46% of
5000 1 1,608 . . .
gross consolidated sales while metal forming,
v 4,000 1,345 1,406 1635 cycles and accessories and gears formed 33%, 16%
g ‘ and 5%, respectively
v 3,000 4
2,896
2,000 A
1,000 4
1,240
- T T 1
FY17 FY18 FY19 FY20P
mCyclesand accessories M Engineering Metal forming Gears

Source: Company, ICICI Direct Research

Exhibit 4: FY19 domestic cycle industry market share (%)

Tl was the second largest player in the domestic
bicycle industry as of FY19 with 23% overall market
share. It is the only credible listed player in the

11 space.

m Hero =TIl Atlas Avon Others

Source: Company, ICICI Direct Research
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Exhibit 5: PAT and EPS trend

350.0 - - 17.0
16.3
F16.
300.0 - 6.0
- 15.0
2500 4 L 140 PAT levels have improved considerably amid
bettering of margin profile and reduction in debt
© 200.0 + 12.8 - 130 levels at Tl
g - 12.0 w
w 150.0 - L 110
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8.9 i < o - 9.0
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- . . T 7.0
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Source: Company, ICICI Direct Research

Exhibit 6: Trend in return ratios

25.0 -

20.0 . . 3 .
The company has improved its return ratio profile
across segments amid >2x asset turns and ~12%

15.0 margins accompanied by sharp lowering of debt on

BN books

10.0

5.0
0.0

FY17 FY18 FY19 FY20P

= RoNW B RoCE

Source: Company, ICICI Direct Research

Exhibit 7: CFO, FCF and debt levels
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Strong CFO and FCF generation has been a

400 - hallmark of Tll over the years, with present FCF
300 - yield at ~6%
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Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
jﬂICICIu'//wr[(’(.\'7:1 1 1 :
Invnlnu-u'o‘::uuhn'vnpy i BHOB:{ER \ |
| ICICI Securities Ltd. |[@ 755 asxmins ,
1 Analyst Award 2012 ‘é‘@
Pankaj Pandey Head - Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai — 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

|/We, Shashank Kanodia, CFA, MBA (Capital Markets) and Jaimin Desai, CA, , 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 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. 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. ICICI Securities Limited is a SEBI registered
Research Analyst with SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. 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 p ge of ies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts and their relatives 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 Retail Research. The views and opinions expressed in this document may or
may not match or may be contrary with the views, estimates, rating, target price of the Institutional 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 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 are engaged in various financial service businesses, they might have financial interests or beneficial ownership 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 possession this document may come are required to inform themselves of and to observe such restriction.
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