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Capital efficient player at inexpensive valuations... ®
Atul Auto (AAL), in over three decades of existence, is a prominent 3-W OEM AT U L
based out of Gujarat with a presence across passenger, cargo segments AUTO LIMITED -
(60%, 40% as of FY20, respectively). Domestically, it commands ~6% m g
overall market share (4% in passenger, 16% in cargo). It offers 3-Ws across . =]
. E . Particulars Amount 72]
the fuel range viz. diesel (~80% of sales) and alternative fuels (petrol, CNG, o =t
. . . . . ey . . Market capitalisation (% crore) 385.0 —
LPG; ~20% of sales) including e-rickshaws; with in-house lithium ion Debt (FY20, % crore) 10 ']
off'erlng slated to be introduced in the next two to three quarters. Cash & Inv. (FY20, % crore) » g
Trlggers EV (X crore) 383.6 E
Sound financials merit mean reversal in valuations 52 Week High/Low (3) 2990117
E quity capital (% crore) 11.0
Over the years AAL has shown strong financial prudence (net debt free since Face value (3) 5.0

FY12), including during years of rapid volume growth (FY12-16 volume
CAGR at 13%). The company has been CFO positive in each of the past 10
years and been FCF positive in seven of the last 10 years. Return ratio profile ® AAListhefourth largest domestic 3-
has remained impressive (> 20% RoE, ~40-60% RolC till FY19) despite X\;ré)oE'\ge‘s’r':]:nlsxit?agt‘ztrjlhasrﬁa:z
slowing growth in volumes, revenues, profitability post FY16. pegged at 6%

Notwithstanding fall in volumes, however, AAL continued to command

Key Highlights

. . N . ® Debt free B/S, strong return ratio
healthy mid/high teen P/E multiples till FY20. At CMP, AAL trades at ~7.4x profile and cash generation track
FY20 earnings i.e. near bottom of valuation cycle. We believe there is room record merit mean reversion in
for valuation catch up in AAL in view of continued strong B/S and financial valuations
performance, which remain superior to several sector peers. ® AAL offers smart risk reward T

.. prospect. Assign BUY with target =
Capex largely over, volume outlook reasonably positive price of Z 215 <
AAL would soon be commissioning a greenfield plant at Ahmedabad m 3
(60,000 capacity per annum). With FY21E to be a near washout due to Covid- 500 14.000 n;
19 (~40-50% volume decline), healthy recovery in sales volume is expected 400 M 12,000 =
from FY22E onwards with AAL aiming for ~ 1 lakh unit sales in the next four 300 é%ggo 8—
to five years. Interventions like scrappage policy & GST cut could certainly 200 6,000 E
hasten recovery prospects, with AAL being a key beneficiary. 100 1 ‘2‘:888 '§
Valuation & Outlook A =
S 777 YN

We value AAL at ¥ 215 i.e. 9x P/E on FY20 EPS of ¥ 24 and assign BUY rating. 323828 J,
Although the 3-W segment is one of the hardest hit due to social distancing , 2
norms amid Covid-19, it is also difficult to catch the bottom of the cycle. Atul Auto (LHS) Nifty (RHS) §=
Hence, at the CMP, AAL provides an attractive risk-reward opportunity with 3
inexpensive valuations, healthy balance sheet and sound capital efficiency. c%
Slower than expected ramp up in future offtake remains a risk to our call. o
S
P&L Account (T crore) FY17 FY18 FY19 FY20
Sales 4753 5560 6668 6253
EBITDA 59.5 72.5 81.5 71.2 Shashank Kanodia, CFA
EBITDA margin (%) 125 13.0 12.2 11.4 shashank.kanodia@icicisecurities.com
PAT 371 46.2 53.1 52.3 Jaimin Desai
EPS (3) 16.9 211 24.2 23.9 jaimin.desai@icicisecurities.com
Balance Sheet (¥ crore)
E quity 11.0 11.0 11.0 11.0
NetWorth 184.0 220.8 262.0 303.0
Debt - - - 1.0
Return Ratios (%)
RoE 20.0 21.7 21.0 17.2
RoCE 30.8 31.6 31.6 21.3
Valuations (x)
P/E 10.4 8.3 7.2 7.3
EV/EBITDA 6.4 5.3 4.7 5.4
P/B 2.1 1.7 1.5 1.3

Source: Company, ICICI Direct Research
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Financial story in charts

Exhibit 1: Trend in revenues and margins
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Source: Company, ICICI Direct Research

Exhibit 2: Total volumes
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Source: Company, ICICI Direct Research

Exhibit 3: Trend in profitability
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Exhibit 4: Trend in return ratios
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Exhibit 5: Cash generation trend
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ALL has consistently clocked strong double-digit
return ratios thereby implying the strength of the
business mode/

AAL has been CFO positive in each of the past 10
years and FCF positive in seven of the last 10 years.
As of FY20, it trades at attractive CFO yield of ~15%
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Annexure |: 3-W Industry Overview

Exhibit 6: Total 3-W industry size and AAL’s cross-segment volumes for FY19 & FY20

Segment Industry AAL AAL market share
FY19 FY20 YoY% % of total FY19 FY20 YoY% % of total FY19 FY20
Domestic 7,01,005 6,36,569 -9% 56% 44,513 40,711 -9% 92% 6% 6%
Passenger 5,72,386  5,25,015 -8% 46% 24,812 23,275  -6% 53% 4% 4%
Cargo 1,28,619 1,111,554  -13% 10% 19,701 17,436 -11% 40% 15% 16%
Exports 567,683 5,02,169 -12% 44% 5,536 3,371 -39% 8% 1% 1%
Passenger 561,510  4,95850 -12% 44% 4,944 3,182 -36% 7% 1% 1%
Cargo 6,173 6,319 2% 1% 592 189 -68% 0% 10% 3%
Grand Total 12,68,688 11,38,738 -10% 100% 50,049 44,082 -12% 100% 4% 4%
Total Passenger 11,33,896 10,20,865 -10% 90% 29,756 26,457 -11% 60% 3% 3%
Total Cargo 1,34,792 1,17,873  -13% 10% 20,293 17,625 -13% 40% 15% 15%

Source: SIAM, ICICI Direct Research

Exhibit 7: Market share movement in domestic 3-W industry over the years

Company FY16 FY17 FY18 FY19 FY20
Rank MS% Rank MS% Rank MS% Rank MS% Rank MS%
3-w
Bajaj Auto 1 47.4 1 495 1 58.1 1 56.9 1 573
Piaggio Vehicles 2 299 2 295 2 240 2 242 2 239 AAL has remained the fourth largest player
MEM 3 102 3 102 3 86 3 94 3 91 domestically. However, overall market share has
dipped ~1.5% over FY16-20 largely led by ~5% loss
Atul Auto 4 1.9 4 71 4 6.2 4 6.3 4 6.4 in the cargo i.e. goods segment
TVS Motor 5 29 5 24 5 2.6 5 24 5 1.9
3-W - passenger
Bajaj Auto 1 575 1 59.7 1 67.0 1 64.3 1 63.8
Piaggio Vehicles 2 248 2 240 2 18.6 2 19.6 2 204
Mé&M 3 8.1 3 19 3 7.1 3 84 3 84
Atul Auto 4 5.1 4 4.6 4 3.8 4 4.3 4 4.4
TVS Motor 5 3.5 5 3.1 5 3.2 5 2.9 5 2.3
3-W - cargo
Piaggio Vehicles 1 53.4 1 49.8 1 479 1 4438 1 420
Bajaj Auto 5 1.4 4 120 2 193 2 238 2 21.0
Atul Auto 2 20.6 3 16.5 3 16.4 3 153 3 15.6
M&M 3 19.9 2 18.7 4 15.2 4 141 4 13.4
Scooters India 4 4.8 5 3.0 5 1.2 5 1.9 5 2.0

Source: SIAM, ICICI Direct Research, Note — MS % is market share percentage

Exhibit 8: Break-up of domestic 3-W demand by user profile
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Source: Company, ICICI Direct Research
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Annexure Il: AAL product profile
Exhibit 9: Atul Gem series
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Exhibit 10: Atul Gemini series
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Source: Company, ICICI Direct Research

Exhibit 11: Atul Shakti and Atul Smart series
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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%
ﬂlClCl( wrect.com ; l
Investmaen uo Your Fingertips Bﬂz“)ﬂ EE"V \
Icici Securmes Ltd. 7S STARMINE |
Ejm st 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

I/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 percentage of companies 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 busil may make i decisions that are inconsi with the recomr i p d 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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