Minda Industries (MiNIND)

CMP: % 862

Investment thesis intact, valuations limit upside...

Target: ¥ 940 (9%)

Target Period: 12 months
November 12, 2021

About the stock: Minda Industries (MIL) is India’s largest maker of automotive
switches, horns, seats & PV alloy wheels and third largest automotive lighting player.
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Particulars Amount
L] FY21 Segment mix — 4-W 530/0, 2-W 470/0, SWitCheS, |Ightlng, Castings, horns Market Capita"sation (% crore) 24,619
and seats comprised 28%, 22%, 12%, 10% and 10% of sales, respectively Total Debt (FY21,  crore) 1,052
e History of vast outperformance vs. user industries riding on growth in kit Cash & Inv. (FY21, X crore) 240
. .. . . L. EV (% crore) 25,432
value, new client and product additions & inorganic acquisitions
52 week H/L (%) 884 / 281
Equity capital (% crore) 57.1
Face value (%) 2.0

Q2FY22 Results: The company reported robust Q2FY22 results.

Shareholding pattern

e Mix, operating leverage to push margins, RoCE to 12.5%, 18% (FY24E) VT EEIAEE! oy [AHE] nfpid (e =
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o B/s strength to sustain with FY22E debt: equity at 0.2x

e Consolidated revenues were at % 2,114 crore, up 31.9%% QoQ Dec-20 Mar-21 Jun-21 Sep-21
EBITDA ins for th d 10.8% 160 bos QoQ Promoter 709 70.9 69.8 675
o margins for the quarter came in at 10.8%, up ps Qo il 96 96 90 92
e Consolidated PAT in Q2FY22 was at % 94.7 crore (vs. X 15.4 crore - Q1FY22) DIl 10.2 105 109 13.7
Other 9.3 9.0 103 9.6
What should investors do? MIL's share price has jumped >9x from ~ 100 levels 20000 1,000
in November 2016, thereby vastly outperforming Nifty Auto index in that time. 15000 W 800 p
600
e We downgrade the stock from BUY to HOLD amid sharp run up in the recent 10000 400 %
past with prevailing valuations (~37x P/E on FY24E) limiting the upside 5000 1 200 o
0 T T T T T T T 0
Target Price and Valuation: We value the company at a revised target price of $T2288%§8¢% é
> > >
%940 i.e. 40x P/E on FY24E EPS of ¥ 23.5 (previous target ¥ 835) =22 2£ 2 =
Nifty (LHS) ML (RHS) g_
L
Key triggers for future price performance: Recent event & key risks ©
3 D
e  We build 20.7% net sales CAGR (FY21-24E) riding on OEM ramp up, focus o FEEE e C_IZFYZZ sl el oc
on premiumisation (content per vehicle), new product launches SR s e UED alp Lei) [
Lo . n
e Minimal EV risk to portfolio; actively working on EV-specific products o Ley kel Wler Gl 2
anticipated kit value increase, (ii) =
e Increasing share of new age products (sensors, alloy wheels) Further margin pressures 8
D
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O
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Alternate Stock Idea: Besides MIL, in our ancillary coverage we like Apollo Tyres. Jaimin Desai
. . . . . . jaimin.desai@icicisecurities.com
e India CV revival beneficiary focused on debt reduction, higher return ratios

e BUY with target price of ¥ 275

Key Financial Summary

Key Financials FY19 FY20 Y21 0 V‘::;fg;’; FY22E FY23E FY24E ° ‘;ﬁi’zf';f;
Net Sales 5,908.1 6,222.0 6,373.7 20.5% 8,261.6 9,785.4  11,212.3 20.7%
EBITDA 725.2 671.8 725.0 25.0% 897.3 1,1742  1,401.5 24.6%
EBITDA Margins (%) 12.3 10.8 11.4 10.9 12.0 12,5
Net Profit 285.6 155.2 206.6 13.3% 310.3 507.2 669.8 48.0%
EPS (3) 10.9 5.9 7.6 10.9 17.8 23.5
P/E 79.1 145.6 113.4 79.3 485 36.8
RONW (%) 19.0 8.3 9.2 9.6 13.7 15.5
ROCE (%) 15.7 9.3 9.1 10.6 15.1 17.6

Source: Company, ICICI Direct Research
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Key takeaways of recent quarter & conference call highlights

Q2FY22 Results: handsome beat on all fronts

e Consolidated EBITDA for Q2FY22 was at ¥ 228 crore with attendant margins
up 162 bps QoQ to 10.8%. Margin expansion on a QoQ basis was achieved
despite sharp gross margin contraction of 210 bps on the back of strong
operating leverage gains that were higher than expectations

e Reported consolidated PAT for the quarter was at ¥ 94.7 crore vs. % 15.4
crore in Q1FY22. Profitability beat tracked higher-than-expected revenues
and margins as well as substantial improvement in profit contribution from
associates/JVs - which for the quarter were at ~% 21 crore

e With recent raise of equity in the form of QIP amounting to ~% 700 crore,
the company has retired debt to the tune of ~% 350 crore in H1FY22

Q2FY22 Earnings Conference Call highlights

e Revenue growth in Q2FY22 was led by all businesses, especially 2-W alloy
wheels and price hikes. The 2-W alloy wheel and 4-W alloy wheel revenues
for the quarter were at ~% 70 crore and ~% 190 crore, respectively. Sensors
and controllers contributed ~% 68 crore

e  Worst of the chip shortage could be behind us; however, Minda expects
constraints to last well into 2022 amid gradual improvement sequentially

e MIL won its first ever order for LED multifaceted reflective headlamp from a
Japanese PV OEM (to commence in early 2024; annual revenue potential of
>3 50 crore) New lighting order wins in recent quarters have revenue
potential of > 300 crore annually. Its JV with TTE Daps has also recently
won an order from Indian OEM for camera business worth > 100 crore
annual revenue potential. New order win for suspended seats from off
highway segment in Q2FY22 has 4x ASPs compared to regular seats

e Margin decline YoY was due to under recovery of margin component on
raw material related price hikes, timing difference in passing on cost
increases and higher salaries. Long term margin guidance stays at 12% +

e Alloy wheel penetration in India is at ~30% (PV) vs. 80-90% internationally.
Looking at strong demand visibility, MIL may undertake capacity expansion
at Gujarat 4-W alloy wheel plant. 4-W alloy wheel capacity may increase to
2.8 lakh units p.m. (1 lakh in Gujarat, 1.8 lakh in Bawal). Bawal enhanced
capacity would come on-stream from the end of the year or early next year

Peer comparison

ICICI Direct Research

MIL has added two more EV specific products i.e.
residual current cables (RCD cables) and acoustic
vehicle alert systems to its under development
portfolio. These would take a year for development.
The company is looking to completely localise RCD
cable. Three products i.e. BMS, BCM and on board
charger are now under production. Overall electric
2-W kit value is at T 28300/unit including
< 2,000/unit from new products under development
and ~& 16,500/unit  from  products  under
production. MIL is looking to localise or diversify
supply chain for EV parts ex-chips such as magnets,
capacitors, etc. It has anchor clients for all EV
products under development and serves four to five
EV clients. However, it is yet to on-board Ola
Electric. MIL is open for technology partnership in
motors and motor controllers

Exhibit 1: Peer Comparison (auto ancillaries)
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Source: Company, ICICI Direct Research

MIL has, in the past, posted robust, profitable growth through its focus on value
additive content, new product launches (borne out of regulations and consumer
preferences) and inorganic acquisitions. MIL has a largely EV-agnostic product
profile and is working on EV specific product introduction, which is a further positive.
We believe the company is well placed to continue on its growth journey and
remains a viable play on vehicular premiumisation in India. Further, with operating
leverage benefits set to accrue and product mix poised to evolve continually in
favour of new age offerings (sensors, controllers, alloy wheels, etc.) vs. legacy
offerings (switches, horns, etc.), MIL is well placed to clock ~12.5% margins, 18%
RoCE by FY24E in our view. The stock price of MIL however has run up too fast in
the recent past with current valuations at ~37x P/E on FY24E limiting the upside
potential. Hence, we downgrade the stock to HOLD.
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Exhibit 2: Variance Analysis

Total Operating Income

Raw Material Expenses

Employee Expenses
Other Expenses
EBITDA

EBITDA Margin (%)

Depreciation
Interest
Other Income

PBT (before exceptional)

Exceptional items
Total Tax

Reported PAT

Q2FY22
2,114.0

1,340.6

302.5
243.0
221.9

10.8

96.8
17.7
21.1
134.5
0.0
42.3

94.7

Q2FY22E
1,836.2

1,147.6

275.4
220.3
192.8

10.5

104.7
15.3
6.3
79.0
0.0
221

57.3

Q2FY21
1,465.0

881.4

204.1
164.2
215.4

14.7

81.0
18.1
12.5
128.8
0.0
44.4

80.8

YoY%
44.3

52.1

48.2
48.0
5.8

-392 bps

19.5
-2.5
68.1

4.4

-4.7

17.3

Q1FY22 Q0Q% Comments
Topline came in much ahead of estimates and was up
1,602. 1.
/602.6 319 32% QoQ to ¥ 2,114 crore
RM costs came in higher than anticipated at 63.4% of
982.0 36.5
sales, up 310 bps QoQ
276.2 9.5
197.7 22.9 Other expenses were contained at 11.5% of sales
146.7 55.3
92 162 bps EBITDA marg|.ns c§me in higher tracking .operatlng
leverage benefits amidst pressure on gross margins
90.5 7.0
18.5 -4.7 Interest costs was broadly on expected lines
6.1 243.0
43.8 206.9
0.0
13.9 203.8 Tax rate for the quarter came in at 31.4%
15.4 514.3 PAT came in much higher tracking beat on sales as well

as margin estimates

Source: Company, ICICI Direct Research

Exhibit 3: Change in estimates

FY22E FY23E

(X Crore) Old New % Change Old New % Change
Revenue 7,706 8,262 7.2 9,038 9,785 8.3 10,2
EBITDA 889 897 0.9 1,220 1,174 -3.8 1,4
EBITDA Margin

(%) 11.5 10.9 -64 bps 13.5 12.0 -150 bps
PAT 306 310 1.4 555 507 -8.6 6
EPS (%) 10.7 10.9 1.4 194 17.8 -8.6

FY24E

Old New % Change Comments
Upgraded our sales estimates primarily tracking cost

51.9 11,212 9.4 inflation led price increases across product profile as
well as constant kit value increase focus at MIL

09.6 1,402 -0.6

13.8 125 -130 bps Lowe.red mz?rgin estimates tracking pressure F)n gross
margins amid cost pass thru on absolute basis

99.1 669.8 -4.2
Trimming of margin estimates leads to single digit

24.5 23.5

"% downward revision in earnings estimates for FY22-23E

Source: ICICI Direct Research

Exhibit 4: Assumptions

(X crore)
Switches
Lighting
Acoustics
LMT

Others
Total Sales

FY20
2,014
1,223

653

781
1,551
6,222

FY21
1,814
1,417

607
748
1,788
6,374

FY22E
2,358
1,700

637
1,309
2,257
8,262

Current

FY23E
2,783
2,006
701
1,636
2,659
9,785

FY24E
3,117
2,287

m
1,964
3,074

11,212

FY22E
2141
1,672

698
1,010
2,186
7,706

Earlier Comments
FY23E FY24E
2,483 2,781 Upgraded our sales estimates across
1,940 2,211 product categories except acoustics. We
789 868 expect consolidated sales at MIL to grow at

1,262 1,615 a CAGR of 20.7% over FY21-24E, led by
2 564 2 g77 growth in the LMT division which includes
9,038 10,252 the alloy wheel division

Source: ICICI Direct Research
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Financial story in charts

Exhibit 5: Topline and margin trend
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Exhibit 6: Trend in PAT and EPS
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Exhibit 7: Trend in return ratios
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Exhibit 8: Valuation Summary

Sales Growth

(% crore) (%)

FY19 5,908 32.2
FY20 6,222 5.3
FY21 6,374 2.4
FY22E 8,262 29.6
FY23E 9,785 18.4
FY24E 11,212 14.6

EPS  Growth PE EV/EBITDA  RoNW RoCE
®) (%) (x) (x) (%) (%)
10.9 (7.9) 79.1 35.3 19.0 15.7
5.9 (45.7) 145.6 37.9 8.3 9.3
1.6 28.4 113.4 35.1 9.2 9.1
10.9 43.0 79.3 28.1 9.6 10.6
17.8 63.5 48.5 21.0 13.7 15.1
235 321 36.8 17.1 15.5 17.6

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research
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We expect sales to grow at a CAGR of 20.7% over
FY21-24F with EBITDA margins set to improve to
12.5% by FYZ24F

We expect MIL to report an EPS of T 17.8 in FY23E
and T 23.5 in FY24F

The company is seen returning firmly into double-
digit return ratio territory by FY23E
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Financial Summary

Exhibit 9: Profit and loss statement g crore

(Year-end March) FY21
Net Sales 6373.7
Other Operating Income 0.0
Total Operating Income 6,373.7
Growth (%) 2.4
Raw Material Expenses 3,919.3
Employee Expenses 981.7
Other Operating Expense 747.8
Total Operating Expenditure 5,648.8
EBITDA 725.0
Growth (%) 7.9
Depreciation 375.3
Interest 73.7
Other Income 47.0
PBT 323.1
Others 15.9
Total Tax 100.5
PAT 206.6
Growth (%) 33.1
EPS (%) 1.6

FY22E
8261.6
0.0
8,261.6
29.6
5,208.7
1,192.3
963.4
7,364.4
897.3
23.8
413.1
54.1
26.7
456.8
6.8
139.8
310.3
50.2
10.9

FY23E
9785.4
0.0
9,785.4
18.4
6,164.8
1,321.0
1,125.3
8,611.1
1,174.2
30.9
464.8
24.7
24.0
708.8
-111
212.6
507.2
63.5
17.8

FY24E
11212.3
0.0
11,212.3
14.6
7,063.8
1,457.6
1,289.4
9,810.8
1,401.5
19.4
504.6
3.7
46.9
940.2
-11.7
282.1
669.8
32.1
23.5

ICICI Direct Research

Exhibit 10: Cash flow statement g crore

(Year-end March) FY21
Profit after Tax 206.6
Add: Depreciation 375.3
(Inc)/dec in Current Assets -512.6
Inc/(dec) in CL and Provisions 130.0
Others 73.7
CF from operating activities 273.0
(Inc)/dec in Investments -127.6
(Inc)/dec in Fixed Assets -276.4
Others 60.9
CF from investing activities -343.1
Issue/(Buy back) of Equity 1.9
Inc/(dec) in loan funds -147.9
Interest and Dividend outgo -96.8
Inc/(dec) in Share Cap 0.0
Others 210.0
CF from financing activities -32.7
Net Cash flow -102.7
Opening Cash 340.9
Closing Cash 238.1

FY22E
310.3
413.1

-390.9

-139.9

54.1
246.6
-83.4
-600.0
56.5
-626.9
2.1
-280.0
-82.6
0.0
698.0
338.2
-42.2
238.1
195.9

FY23E
507.2
464.8

-479.5
315.6

24.7
832.8
-90.0
-300.0
72.5
-317.5
0.0
-420.0
-67.5
0.0
0.0
-481.5
21.8
195.9
223.8

FY24E
669.8
504.6

-449.0
295.9

3.7
1,024.9
-400.0
-300.0
76.6
-623.4
0.0
-300.0
-60.8
0.0
0.0
-360.8
40.7
223.8
264.5

Source: Company, ICICI Direct Research

Exhibit 11: Balance Sheet < crore

Source: Company, ICICI Direct Research

Exhibit 12: Key ratios

(Year-end March) FY21 FY22E FY23E FY24E  (Year-end March) FY21 FY22E FY23E FY24E
Liabilities Per share data ()

Equity Capital 54.4 57.1 57.1 57.1 EPS 1.6 10.9 17.8 23.5
Reserve and Surplus 2,202.2 3,181.9 3,646.3 4,259.0 Cash EPS 21.4 25.3 34.0 41.1
Total Shareholders funds 2256.5 3,239.0 13,7034 4316.2 BV 83.0 113.4 129.7 151.1
Total Debt 1,052.4 772.4 352.4 52.4  DPS 0.9 1.0 1.5 2.0
Deferred Tax Liability 29.9 29.9 29.9 29.9 Cash Per Share (Incl Invst) 8.8 7.2 9.6 23.3
Minority Interest / Others 486.6 543.1 615.6 692.2 Operating Ratios (%)

Total Liabilities 3825.4 4,584.4 4,701.4 5,090.7 EBITDA Margin 11.4 10.9 12.0 12.5
Assets PAT Margin 3.2 3.8 5.2 6.0
Gross Block 3,753.5 4,237.8 4,637.8 5,037.8 Inventory days 43.0 40.0 40.0 40.0
Less: Acc Depreciation 1,238.4 1,651.5 2,116.3 2,620.9 Debtor days 68.7 60.0 60.0 60.0
Net Block 2,515.1 2,586.3 2,521.5 2,417.0  Creditor days 73.9 60.0 60.0 60.0
Capital WIP 134.3 250.0 150.0 50.0 Return Ratios (%)

Total Fixed Assets 2,649.4 2,836.3 2,671.5 2467.0 RoE 9.2 9.6 13.7 15.5
Investments & Goodwill 811.9 895.3 985.3 1,385.3 RoCE 9.1 10.6 15.1 17.6
Inventory 750.6 905.4 1,072.4 1,228.7 RolC 10.1 1.7 16.6 20.5
Debtors 1,198.8 1,358.1 1,608.6 1,843.1 Valuation Ratios (x)

Loans and Advances 30.2 39.1 46.4 53.1 P/E 113.4 79.3 48.5 36.8
Other Current Assets 229.3 297.2 352.0 403.4  EV/EBITDA 35.1 28.1 21.0 17.1
Cash 238.1 195.9 223.8 264.5 EV/Net Sales 4.0 3.0 2.5 2.1
Total Current Assets 2,447.0 2,795.7 3,303.1 3,792.8  Market Cap / Sales 3.9 3.0 2.5 2.2
Current Liabilities 1,977.9 1,828.8 2,110.5 2,374.7 Price to Book Value 10.4 7.6 6.6 5.7
Provisions 174.1 183.3 2171 248.8  Solvency Ratios

Current Liabilities & Prov 2,152.0  2,012.1 2,327.7  2,623.5  Debt/EBITDA 1.5 0.9 0.3 0.0
Net Current Assets 295.0 783.7 975.4 1,169.3  Debt/ Equity 0.5 0.2 0.1 0.0
Others Assets 69.1 69.1 69.1 69.1 Current Ratio 1.1 1.4 1.4 1.5
Application of Funds 3,825.4 45844 4,701.4 5090.7 Quick Ratio 0.7 0.9 0.9 0.9
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
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Exhibit 13: ICICI Direct coverage universe (Auto & Auto Ancillary)

Sector / Company CMP TP M Cap EPS () P/E (x) EV/EBITDA (x) RoCE (%) RoE (%)

() () Rating (TCr) FY21 FY22E FY23E FY21 FY22E FY23E FY21 FY22E FY23E FY21 FY22E FY23E FY21 FY22E FY23E
Apollo Tyre (APOTYR) 231 275 Buy 14,670 55 123 189 419 187 122 6.9 1.1 5.1 1.6 6.8 9.7 6.4 6.6 9.4
Ashok Leyland (ASHLEY) 146 160  Buy 42,736 -1.1 0.4 46 -136.6 3301 314 8.4 381 157 -1.9 32 165 -4.4 1.9 177
Bajaj Auto (BAAUTO) 3,751 4,220 Hold 1,08,543 157.4 1649 191.3 238 227 196 176 168 141 182 189 220 181 186 21.1
Balkrishna Ind. (BALIND) 2,319 2,825 Buy 45990 598 670 784 398 355 303 260 228 198 193 199 21.0 192 187 190
Bharat Forge (BHAFOR) 782 1,000 Buy 36408 -27 17.2 251 NM 455 312 451 213 16.6 2.2 93 127 33 140 16.8
Eicher Motors (EICMQT) 2,724 3,050 Hold 74,447 493 669 1006 553 407 271 375 274 184 113 147 191 118 144 186
Escorts (ESCORT) 1,520 1,900 Buy 18632 71.2 71.0 840 21.3 214 181 139 139 114 187 157 160 162 141 146
Hero Moto (HERHON) 2,115 3115 Hold 54,219 1484 1559 1888 183 174 144 114 108 87 208 201 223 195 186 203
M&M (MAHMAH) 925 1,125 Buy 1,14,996 23 353 405 4108 262 229 17.2 164 137 9.5 96 11.2 27 1.8 1.7

Maruti Suzuki (MARUTI) 7,453 6,000  Sell 2,25140 140.0 884 200.0 532 843 373 341 415 212 43 25 89 82 50 106
Minda Industries (MININD) 862 940 Hold 24619 76 109 178 1134 793 485 351 281 210 91 106 151 92 96 137
Motherson (MOTSUM) 239 280 Buy 75475 33 56 93 NM 432 257 166 119 86 67 126 199 88 129 194
Tata Motors (TATMOT) 503 600 Buy 1,92599 -350 -13.9 357 NM -36.2 141 73 16 45 63 67 162 -236 -103 21.0

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research 6
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RATING RATIONALE

ICICI Direct endeavours 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%
ﬂlclcn irect.com| N 1
Investaven s on Your Fingertips BH{)E{EE—‘ \
ICICI Securities Ltd. 75 S TARMINE ‘
ecur o E:m st Award 2012 ‘éckf;
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 is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. 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 — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock
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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 inconsi with the recom jations 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, and 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
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