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Research
CMP: % 8,750 Target: ¥ 10,530 (20%) Target Period: 12 months BUY
August 5, 2022
Technological extension amid upswing in CV space... @

Commercial Vehicle Solutions

About the stock: ZF Commercial Vehicle Control Systems India (ZFCV) (erstwhile )
Wabco India), now part of the ZF Group, is the market leader in CV braking space m _g
and a technology-focused complete solutions provider. Particular Amount :Q.
e FY22 sales channel mix - OEM ~45%, aftermarket ~14%, exports ~41% Market Capitalization ¥ 16596.7 Crore >
Total Debt (FY22) % 0 Crore %
e  FY22 Product mix: Sale of products ~91%, Services ~9% Cash & Inv. (FY22) % 1067.2 Crore o
EV % 15529.5 Crore g
52 week H/L (%) 8793/ 6815 (&5
Q1FY23 Results: The company reported a healthy performance in Q1FY23. Equity capital % 9.5 Crore
Face value %5
L . o
e Total operating income for the quarter came in at % 798.4 crore, up 2% QoQ Shareholding pattam
e EBITDA came in at % 98.7 crore with margins at 12.4% up 100 bps QoQ Sep-21 Dec-21 Mar-22 Jun-22
e  PAT for the quarter ended was at ¥ 62.4 crore, up 10% on a QoQ basis Promoter ~ 75.0 ~ 75.0  75.0 75.0
Fll 0.7 0.8 0.7 0.9
. DIl 16.2 16.3 16.5 16.2
What should investors do? ZFCV share price has grown at ~9% CAGR from oth 51 19 18 78
~% 5,500 in August 2017, thereby outperforming Nifty Auto index in that time. o : : : :
e We retain BUY on ZFCV amid introduction of advanced technologies,
solutions for electric buses & well charted path on content/vehicle front 20000 :I r 10,000
. . 15000 8,000
Target Price and Valuation: Upgrading our estimates, we now value the company 10000 ./'V-/\M 6,000
at< 10,530 i.e. 50x P/E on FY24E EPS (earlier target price T 9,600). 4,000
5000 2 000
U T T T T T T T
. . 28 35 & ¥ N
Key triggers for future price performance: >4 54 5 & O
E - - -
e Cyclical upswing in domestic CV space, with ZFCV being a key beneficiary. Niftv(LHS ZFCV(RHS
We build ~27.6% sales CAGR over FY22-24E amid proven ability to Recent event & key risks

outperform the user industry and advancements on the technology front
o Reported healthy Q1FY23 results

e Diversified product portfolio following new launches such as connected

tech, ADAS components and E-Components, Hill Assist, ESC among others * Key Risk: () Slower than

anticipated rise in content per

e Uptick in content per vehicle amid introduction of advanced products & vehicle amid higher technology
services, shift to superior offering & premiumisation play (~potential kit offerings, (i) Slower than
value at 3x from current levels of ~% 45,000-48,000/unit) expected uptick in M&HCV space
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e  With thrust to increase localisation (currently at ~80-85%) and operating Research Analyst

leverage at play; margins, RoCE seen at ~15,18%, respectively, by FY24E
Shashank Kanodia, CFA

shashank.kanodia@icicisecurities.com
Alternate Stock Idea: In the auto coverage, we also like M&M.

Raghvendra Goyal
e Focused on prudent capital allocation, UV differentiation & EV proactiveness raghvendra.goyal@icicisecurities.com
e BUY with a target price of ¥ 1,500
Key Financial Summary
. . 5 year CAGR 2 year CAGR
Key Financials FY19 FY20 FY21 FY22 FY23E FY24E
i (FY17-22) (FY22-24F)
Net Sales 2,854.2 1,929.6 1,863.5 2,543.3 4.2% 3,306.7 4,139.0 27.6%
EBITDA 409.9 251.5 205.8 252.6 -5.0% 437.6 600.8 54.2%
EBITDA Margins (%) 14.4 13.0 11.0 9.9 13.2 14.5
Net Profit 282.3 158.8 103.8 142.1 -1.8% 279.3 399.4 67.7%
EPS () 148.8 83.7 54.7 74.9 147.3 210.6
P/E 58.8 104.5 159.9 116.8 59.4 41.6
RoNW (%) 15.9 8.4 5.2 6.7 11.8 14.6
RoCE (%) 23.0 8.5 5.8 7.6 14.2 17.8

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

Q1FY23 Results:

e Total operating income for Q1FY23 came in at T 798.4 crore, up 2% QoQ.
EBITDA was at X 98.7 crore with margins at 12.4% up 100 bps QoQ. PAT for
the quarter ended was at ¥ 62.4 crore, up 10% QoQ

e For Q1FY23, margin performance was real surprise aided by gross margin
expansion up 55 bps QoQ (as percentage of sales) and savings realised
under employee expenses down 50 bps QoQ (as percentage of sales)

Q1FY23 Earnings Conference Call highlights & key takeaways

Connectivity solution would be sold fo OEM for fees against
e The management expect robust demand, going forward, on the back of  pargware. Also, the company would be receiving
positive sentiments from CV OEMs subscription fees for online service for initial two years from

e The company has introduced various new products like ADAS, Hill Start Aid,  0EM post two years same will be paid by fleet operators

Automatic Traction control, Electronic stability control, Trailer Electronic
Breaking System, connected digital solutions, Electric vehicle related
products among others finding application in M&HCV space with great
potential increase in kit value

EV products are mostly developed by ZF CV India and its
new facility at Oragadam would be for producing

technologically advanced products as listed in PLI scheme.
e Current content per vehicle is ~X 45,000 with ADAS to increase it bY Wi respect to localization, braking components are

% 25,000. EBS would command ~X 30,000 delta over traditional ABS and  jycafised with efforts in progress towards localising other
would save energy in EVs products also

e The company’s new Hill Start Aid along with automatic traction control can
be equipped in existing trucks equipped with ABS without any additional
parts and can provide additional kit value of ¥ 3,000

e The company’s new facility at Qragadam would be operational in H2FY24
e Capexfor FY23, FY24 would be ~% 120 crore, ~¥170-180 crore, respectively
Exhibit 1: Portfolio of ADAS & related Safety Components
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{& The company introduced complete portfolio of ADAS
Electiic Drive co-developed by its new parent for M&HCV space and

) EonERADAR Genaiy S( r £ . will be offered through ZF CV India. It would potentially
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Source: Company, ICICI Direct Research

Exhibit 2: EV related Component offering’s
Portfolio for Electric Vehicles

The company introduced EV specific components with
good traction and orders in place for its e-compressor

ADAS: Advanced driver assistance system eComp: Electric compressor
ADB: Air disc brake EBS: Electronic brake system
AM: Air management ECAS: Electronically controlled air suspension

DCS: Door control system TPMS: Tire pressure monitoring system

Source: Company, ICICI Direct Research
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Exhibit 3: New offerings: Hill Start Aid
Hill Start Aid

Avoids unintended roll-backs to enhance driver comfort and safety

+ Add-on functionality to Antilock Braking System (ABS)

Can be activated on the ABS system and does not require
any additional hardware / modifications on the vehicle.

Improves safety during “Stop & Go” situation on a
gradient

Helps to avoid roll-back on steep slopes and gradient

Prevents accidents caused due to unintended vehicle roll
back

Minimizes clutch and brake liner wear (esp. for vehicles
operating on hilly terrain)

Extends tyre life and stabilizes vehicle when
supplemented with Automatic Traction Control

Source: Company, ICICI Direct Research

Exhibit 4: New offering: Automatic traction control

Automatic Traction Control (ATC)

Add on functionality to ABS , ECU includes ATC
function

ATC can be enabled by adding one 3/2 solenoid valve
Prevents wheel spin during acceleration under different

surface conditions (especially slippery surface like
mining / sand / Ice)

Double Check g
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3/2 Solenoid
+ e
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Source: Company, ICICI Direct Research

Prevents loss of traction of one or more wheels, helps
to prevent wheel slip on different surface conditions

Better vehicle stability management, increase tire life

Helps while driving on gradient especially with lesser

adhesion between tire & ground

Exhibit 5: New product offering: Trailer electronic braking system

Trailer Electronic Braking System (T-EBS)

New global electronic braking solutions for trailers

* Enables ZF's award winning Intelligent Trailer Program,
supporting more than 40 optional functions to improve
operating safety and efficiency.

« With EBS-E, the braking system has evolved to
become an advanced control center.

System development process complies with automotive
safety standards ISO 26262, making the product more
robust and reliable

Optimizes the cost of building, operating and maintaining
a trailer throughout its operational life

Can be mounted and retrofitted to all trailer types,
including road trains, bi-trains and tri-trains

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research

ICICI Direct Research

Started offering technological advanced products like
Hill Start Aid & ATC for M&HCV space which can be
added without modification in existing trucks

Emerging as global supplier for T-EBS finding use in
trailers with retrofitting capabilities
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Financial story in charts

Exhibit 6: Topline trend
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Source: Company, ICICI Direct Research

Exhibit 7: Trend in margins
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Exhibit 8: Trend in profitability
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Exhibit 9: Valuation Summary

FY20
Fy21
FY22
FY23E
FY24E

Sales Growth

(% cr)
1929.6
1863.5
2543.3
3306.7
4139.0

(%)
-32.4
-3.4
36.5
30.0
25.2

EPS Growth
() (%)
83.7 -43.7
54.7 -34.6
74.9 36.9
147.3 96.6
210.6 43.0

PE
(x)
104.5
159.9
116.8
59.4
41.6

EV/EBITDA RoNW

(x)
62.0
75.3
61.5
35.4
25.6

(%)
8.4
5.2
6.7
1.8
14.6

RoCE

(%)
8.5
5.8
7.6
14.2
17.8

Source: Company, ICICI Direct Research
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We expect topline to grow at a CAGR of ~27.6%
over FY22-24F to < 4,139 crore by FY24F

EBITDA margins are seen climbing to ~15 % by
FYZ4E vs. ~9.9% levels clocked in FY22

PAT is expected to grow to < 399.4 crore by FY24E
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Financial Summary

ICICI Direct Research

Exhibit 10: Profit and loss statement % crore @ Exhibit 11: Cash flow statement g crore

(Year-end March) FY21 FY22 FY23E FY24E (Year-end March) FY21 FY22 FY23E FY24E
Total operating Income 1,863.5 2,543.3 3,306.7 4,139.0 Profit after Tax 103.8 142.1 279.3 399.4
Growth (%) -3.4 36.5 30.0 25.2 Add: Depreciation 90.4 92.4 102.5 113.8
Raw Material Expenses 1,134.2 1,643.3 2,130.8 2,664.8 Sub: Other Income 38.9 37.5 43.8 49.6
Employee Expenses 290.4 328.7 361.4 400.7 (Inc)/dec in Current Assets -237.1 -91.4 -253.6 -287.2
Other Expenses 233.1 318.8 377.0 472.7 Inc/(dec) in CL and Provisions 220.6 14.6 141.1 161.0
Total Operating Expenditure 1,657.7 2,290.8 2,869.1 3,538.2 CF from operating activities 140.8 122.1 228.3 340.0
EBITDA 205.8 252.6 437.6 600.8 (Inc)/dec in Investments -97.6 240.9 -50.0 -100.0
Growth (%) -18.2 22.7 73.3 37.3 (Inc)/dec in Fixed Assets -711.5 -166.4 -150.0 -200.0
Depreciation 90.4 92.4 102.5 113.8 Other Income & Misc 27.2 31.3 30.3 34.8
Interest 2.0 1.9 2.9 2.6 CF from investing activities (136.2) 111.4 (193.8) (291.4)
Other Income 38.9 37.5 43.8 49.6 Issue/(Buy back) of Equity 0.0 0.0 0.0 0.0
PBT 152.3 195.8 376.1 534.0 Inc/(dec) in loan funds 0.0 0.0 0.0 0.0
Exceptional items 0.0 0.0 0.0 0.0 Dividend paid & dividend tax -20.9 -22.8 -26.6 -30.3
Total Tax 48.5 53.7 96.8 134.6 Others 16.8 -3.5 -2.9 -2.6
PAT 103.8 142.1 279.3 399.4 CF from financing activities (4.0) (26.2) (29.4) (32.9)
Growth (%) -34.6 36.9 96.6 43.0 Net Cash flow 0.6 207.2 5.2 15.7
EPS (%) 54.7 74.9 147.3 210.6 Opening Cash 461.2 461.8 669.1 674.3
Source: Company, ICICI Direct Research Closing Cash 461.8 669.1 674.3 690.0
Source: Company, ICICI Direct Research
Exhibit 12: Balance Sheet X crore
(Year-end March) FY21 FY22 FY23E FY24E  (Year-end March) FY21 FY22 FY23E FY24E
Liabilities Per share data (%)
Equity Capital 9.5 9.5 9.5 95 EPS 54.7 74.9 147.3 210.6
Reserve and Surplus 1,986.9 2,104.6 2,351.3 2,726.4  Cash EPS 102.4 123.6 201.3 270.6
Total Shareholders funds 1,996.3 2,114.1 2,366.8 2,735.9 BV 1,052.5 1,114.6 1,247.8 1,442.4
Total Debt 0.0 0.0 0.0 0.0 DPS 11.0 12.0 14.0 16.0
Deferred Tax Liability 11.6 23.9 23.9 23.9  Cash Per Share 243.5 352.7 355.5 363.8
Total Liabilities 2,012.4 2,138.2 2,390.9 2,760.0 Operating Ratios (%)
Assets EBITDA Margin 11.0 9.9 13.2 14.5
Gross Block 1,077.8 1,273.7 1,423.9 1,623.9 EBIT / Net sales 6.2 6.3 10.1 11.8
Less: Acc Depreciation 645.6 738.0 840.5 954.3 PAT Margin 5.6 5.6 8.4 9.6
Net Block 432.3 535.7 583.4 669.6 Inventory days 22.3 20.8 20.0 20.0
Capital WIP 49.7 20.3 20.0 20.0  Debtor days 114.7 95.6 95.0 95.0
Total Fixed Assets 482.0 555.9 603.4 689.6 Creditor days 67.0 50.9 50.0 50.0
Investments 640.0 399.1 449.1 549.1 Return Ratios (% )
Inventory 113.7 144.8 181.2 226.8  RoE 5.2 6.7 11.8 14.6
Debtors 585.5 666.4 860.7 1,077.3  RoCE 5.8 1.6 14.2 17.8
Loans and Advances 96.9 76.3 99.2 124.2 RolC 13.6 15.6 21.4 32.9
Other current assets 0.0 0.0 0.0 0.0 Valuation Ratios (x)
Cash 461.8 669.1 674.3 690.0 P/E 159.9 116.8 59.4 41.6
Total Current Assets 1,257.9 1,556.5 1,815.3 2,118.3 EV / EBITDA 75.3 61.5 35.4 25.6
Creditors 342.0 354.6 453.0 567.0 EV / Net Sales 8.3 6.1 4.7 3.7
Provisions 11.6 23.9 23.9 23.9 Market Cap / Sales 8.9 6.5 5.0 4.0
Other Current Liabilities 126.5 119.9 155.9 195.1 Price to Book Value 8.3 7.9 7.0 6.1
Total Current Liabilities 480.2 498.3 632.7 786.0  Solvency Ratios
Net Current Assets 771.7 1,058.2 1,182.6 1,332.3 Debt/Equity 0.0 0.0 0.0 0.0
Other non-current Assets 73 80 104 130 Current Ratio 2.2 2.3 2.4 2.4
Application of Funds 2,012.4 2,138.2 2,390.9 2,760.0 Quick Ratio 1.9 2.0 2.0 2.0
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
ICICI Securities | Retail Research 5
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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%
ICICI direct u,\x::} INO 1 ‘
In.cu«vvrvu'o‘::rul Fingertips | BHQE{ER \ ;
ICICI Securities Ltd. FISTARMINE ¥ 1
‘ @l‘;‘awst»\-.wa'd 2012 A/
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

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

Andbheri (East)

Mumbai - 400 093
research@icicidirect.com

ICICI Securities | Retail Research 6
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ANALYST CERTIFICATION

I/We, Shashank Kanodia, CFA, MBA (Capital Markets), and Raghvendra Goyal, 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
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 and its analysts, persons reporting to analysts and their relatives are g lly 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

Our proprietary trading and investment busil may make i decisions that are inconsi with the recomr fati 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, 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
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 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 us:

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 a
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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