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Industry Recommendation Base Case Fair Value ‘ Bull Case Fair Value ‘ Time Horizon

Auto Ancillaries Rs 541 Buy in Rs 536-548 band and add on dips in Rs 480-490 band Rs 588 Rs 629 2-3 quarters

HDFC Scrip Code MAHCIEEQNR Our Take:
BSE Code 532756 AIE Aviten
NSE Code MAHINDCIE
Bloomberg MACA IN
CMP May 23, 2024 541.3
Equity Capital (Rs Cr) 379.4
Face Value (Rs) 10
Equity Share O/S (Cr) 37.9
Market Cap (Rs Cr) 20410
Book Value (Rs) 163.9

Avg. 52 Wk Volumes 803,250 L ) . . . L. -
| 52 WeekHigh 579.8 Strong order wins in ICE and EV segments, increasing wallet share with existing customers, the addition of new customers as well as

57 Week Low 406.8 increase in capacity will help CAIL to outperform the domestic automotive industry. The demand trends in North America off highway
segment could recover from 2HCY24E, which will further aid profitability.

CIE Automotive India Ltd. (CAIL) is a multi-technology automotive component manufacturer. Its domestic revenue is well diversified
across technologies and end-use segments. Recent trends indicate a revival in the European PV segment while domestic PV and CV
segment continue to grow at a good pace. The decision of the company to exit from low profit making German forging operations could
improve margins/returns going forward and free up capital to invest in future growth areas. CAIL is adding capacity across all its verticals.
The company intends to maintain capex at ~5% of revenue as a benchmark for growing business order book in India.

Peaking of inflation and interest rate should provide a strong tailwind for light vehicle growth in Europe market. Capacity additions across
verticals in the domestic market would enable the company to meet the robust order book and provide room for growing exports.

Share holding Pattern % (Mar 2024)

Promoters Valuation & Recommendation:
Institutions CAIL enjoys importance in CIE’s global operations as the auto component division for South Asian and Southeast Asian markets. CAIL is
' Non Institutions likely to benefit out of the parent’s strong technological expertise along with established relationships with global OEMs. The India
Total business is expected to be the key growth driver for the company in CY24 and the bulk of its capex is currently in the India business to
expand for new customer orders. While the near-term outlook for Europe is weak, we expect it to pick up in CY25 on the back of its new
' A ‘ order wins.
HDZ&SCekCr';E:;' r;eestz?_rch We expect CAIL’s revenue to grow at 7% CAGR over CY23-CY25E, led by the strong India business. EBITDA and PAT margin are expected to
for detai about the ratings. refer at the end o the repart expand 110/120bps during the same period. We believe investors can buy the stock in the band of Rs 536-548 and add on dips in Rs 480-
* Refer at the end for explanation on Risk Ratings 490 band (17.75x CY25E EPS) for a base case fair value of Rs 588 (21.5x CY25E EPS) and bull case fair value of Rs 629 (23x CY25E EPS) over
Fundamental Research Analyst the next 2-3 quarters.
Atul Karwa

atul.karwa@hdfcsec.com
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QoQ (%) Cy22 CY23 CY24E CY25E

Particulars (Rs cr) Qlcy24

Q1CY23

Q4CY23

Operating Income 2,427 2,440 -0.5 2,240 8,753 9,280 9,794 10,609
EBITDA 361 381 -5.3 327 10.1 1,172 1,424 1,528 1,740
APAT 230 279 -17.4 177 30.2 -136 1,125 890 1,037
Diluted EPS (Rs) 6.1 7.4 -17.5 4.7 30.2 -3.6 29.7 23.5 27.3
RoE-% -7.0 41.5 25.7 24.8
P/E (x) NA 18.3 23.1 19.8
EV/EBITDA 17.8 14.3 13.0 11.0
Q1CY24 Result Update

CAIL reported weak set of numbers as growth in Europe remains under pressure due to delay in the ramp-up of orders from the
customers’ end. Operating income was flat YoY at Rs 2427cr, driven by 6.3% YoY growth in India sales and 7.5% degrowth in Europe
market. EBITDA stood at Rs 361cr, down 5% YoY and EBITDA margin contracted 70bps to 14.9%. India/Europe sales revenue stood at
Rs 1440/894cr with EBITDA margin of 18.7%/16.0% respectively. Consolidated PAT (excluding exceptional item) increased by 4% YoY to
Rs 230cr aided by one-off gain of Rs 22cr subsidy received by its subsidiary, Aurangabad Electricals.

The EU light-vehicle market was down 3% YoY in Q1CY24 after 13% YoY growth in CY23, and the management expects this trend of
decline to continue this year (2-3% decline YoY for the light-vehicle market). EVs are slowing down in CY24 due to a reduction of subsidies
in Germany. In EU, EV penetration was down 100bp in Q1CY24, while penetration of hybrids was up 5%.

While Europe business is likely to be muted in the near term due to weak demand trends in North American off-highway segments, the
business could recover from 2HCY24E post US elections.

The company has received several orders that are likely to boost India revenue in coming quarters are: 1) stamping and gears order for
MM’s XUV3XO, 2) supplies to MM EVs and upcoming SCVs, 3) supplies to MM K2 series of tractors, 4) supplies to Triumph as well as BAL's
CNG bike, and 5) crankshaft business in MSIL’s upcoming SUV. Capex guidance for CY24 remains at 5% of sales.

Key Triggers
Strong positive momentum in domestic business

CAIL has shown a strong positive momentum in the domestic business which has grown by 17% CAGR over CY21-CY23 driven by sturdy
volume growth in the domestic PV and CV segments of the automobile industry along with pass through of increased material inflation.
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Key customers M&M and Tata Motors have witnessed a strong growth in passenger vehicles sales in FY24. PV volumes at M&M increased
by 28% while Tata Motors reported a growth of 6% in PV volumes. CAIL would also be supplying to new launches of Maruti Suzuki, M&M
and Tata Motors. With a buoyant PV market and robust volumes in CV segment on back of higher infrastructure spending, we expect CAIL
to post strong topline growth in the near term.

CAIL continues its capex program

CAIL is planning to add new capacities in stampings (adding new line by July 2024), composite, forging (new crankshaft machinery line).
Also, the company is planning to add more capacity, especially in the higher value technologies such as gear grinding. The company
incurred a capex of Rs 100cr in Q1CY24 and expects the capex spends to rise in the coming quarters. The company guided that the capex
(growth and maintenance) would be around 5% of sales. This shows its confidence in maintaining revenue growth over the medium term.

Sale of German unit to be margin positive

CAIL has decided to sell its German forging operations — CIE Forgings Germany (CFG), which primarily manufactured forging components
for truck segment in Europe. The company had earlier indicated that it is facing challenges in the German operation due to the sharp
increase in energy prices and the geo-political conflict. Sale of CFG would be positive for the company as consolidated margins and return
ratios would improve. It would also free up capital for the company which can be deployed for manufacturing other products. The
company would continue to focus on supplying parts to the light vehicle industry from its own plants.

New order wins for EV

The transition towards electric vehicles is bringing sturdy order inflows for the company. Battery electric vehicles account for ~10% of
sales and hybrid vehicles for another 20%. Pure BEV are expected to increase to ~50% by 2030. Going forward, most of the capex of the
company would be towards making parts for EV. It is also witnessing strong demand for its gears and stamping division. This would be
beneficial for CAIL as content per vehicle would increase significantly.

Promoter increases stake in the company

CIE group has been strengthening its stake in the company. In May’22 it acquired 1 crore shares from the open market. Further, in Sep’22
M&M sold 2.17% stake in the company to CIE Automotive at Rs 285/share. Post the stake sale, CIE automotive holds 65.70% stake in the
company. This reaffirms promoters positive view on the company and its prospects. It is structurally positive for the company in the long
run. In Mar’24 quarter Dlls have increased their holding from 15.98% to 18.12%.
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Company has started paying dividend

CAIL had amended its dividend distribution policy in CY21. As per the amended policy, the company would endeavour to maintain a total
dividend payout ratio of up to 25% of the annual consolidated profit after tax. Earlier, the company was conserving cash to fund its
organic as well as inorganic growth. However, with strong growth it has recognized the need to pay regular dividends. Company paid a
dividend of Rs 2.5/share in CY22 and increased it to Rs 5/share for CY23.

Risks & Concerns

Slowdown in automobile industry

CAIL manufactures parts for the automobile industry which has witnessed strong domestic growth in the last few quarters. Any slowdown
in the industry could be detrimental for the company. In India, CV and Tractor sales are expected to consolidate in CY24 and grow at a
small pace.

High exposure to EU auto market

Europe currently accounts for ~¥35-40% of the revenues of the company. However, it reports lower margins which could be due to the
ongoing Ukraine conflict and higher interest rates, resulting in demand slowdown. European region could continue to experience
slowdown for some more quarters and pull down the blended growth of the company.

The EV segment is witnessing a slowdown in European business and CAIL assumes that EVs would get adopted in the European market,
though at a slower pace compared to initial expectations. The EV business in Europe is expected to slow down in CY24 due to the
elimination of subsidies in certain countries like Germany. Furthermore, the delay in the new Euro 7 norms until mid-CY27 has led the
OEMs to slow down their EV programs.

Rise in commodity prices
Sharp increase in commodity prices, especially steel and aluminium, could impact the company’s profitability in the short term.

Foreign exchange risk
The company derives ~35-40% revenues from its European operations and is looking to increase the share of exports from the current 12-
13%. Any adverse movement in forex rates could impact its profits.
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Company Background:

CIE Automotive India Ltd. (CAIL) is a multi-locational and multi-technology automotive components company with manufacturing facilities
and engineering capabilities in India and in Germany, Spain, Lithuania, and Italy in the Europe as well as a plant in Mexico. It has an
established presence in each of these locations and supplies to automotive Original Equipment Manufacturers (OEMs) and their Tier 1
suppliers. Apart from its strong presence in forgings, CAIL is also among the largest ductile iron casting and compression moulded auto
components manufacturers in India.

It is part of the global auto component player, CIE Automotive Group, based out of Spain. CAIL was earlier known as Mahindra Forgings
Ltd (part of Mahindra Systech Division) and was later renamed, following the integration of the Mahindra Group’s Systech business with
CIE’s operations, which was announced in 2013. Mahindra Systech, a division of Mahindra & Mahindra, was created in 2004 to capitalise
on the opportunities presented by the growth of the Indian automobile component industry. The Systech auto component division
(comprising multiple companies - listed and unlisted) encompassed products across forgings, stampings, castings, gears, magnetic
products and composites. Under CIE’s parentage, CAIL has been able to improve its efficiencies, cut costs, and improve profitability.

Company structure

: CIE throughit's
CIE Indic « subsidiaries 65.71%

100% 100% 100% 100%
BF CIE
CIE Galfor Precision Aluminium CIE Hosur
SA. Private Casting India Limited
Limited* Limited
100% 100% 99.96% 99.99% 100%
Bill Forge CIE
UAB CIE LT CIE Legazpi Metalcastello de Mexico Forgings
Forge S.A. S.p.A. SdeRLde Germany
cv N AG*

* - Non Operational

(Source: Company, HDFCsec)
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CAIL has 31 manufacturing facilities including 8 manufacturing facilities in Europe and 1 in Mexico. The manufacturing locations are
generally located close to major automotive manufacturing hubs to facilitate supplies to customers. CAIL largely operates in the
automotive markets of Europe and India. In Europe, CAIL supplies components mainly to the light vehicles and heavy truck markets with a
comparatively small business in the off-road sector. In India, CAIL is more diversified and supplies components to the light vehicles
segment (both passenger vehicles and light commercial vehicles), two wheelers, tractors, medium and heavy commercial vehicles, in
order of dependence.

In May’23 M&M sold its stake in the company. As of Mar’24, CIE group holds 65.7% stake in the company.
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Financials
Income Statement

(Rs cr) cy21 CY22 CY23 | CY24E

Balance Sheet

_cvase

As at December (Rs cr) - Lrel ) LYes

CY24E CY25E

Net Revenues 8,387 8,753 9,280 9,794 10,609 SOURCE OF FUNDS
Growth (%) 38.6 4.4 6.0 5.5 8.3 Share Capital 379 379 379 379 379
Operating Expenses 7,369 7,581 7,856 8,266 8,869 Reserves & Surplus 4,818 4,719 5,609 6,271 7,042
EBITDA 1,017 1,172 1,424 1,528 1,740 Shareholders' Funds 5,197 5,098 5,988 6,650 7,422
Growth (%) 102.8 15.2 21.5 7.3 13.9 Minority Interest 0 0 0 0 0
EBITDA Margin (%) 12.1 13.4 15.3 15.6 16.4 Total Debt 1,282 923 803 628 453
Depreciation 343 296 322 363 389 Net Deferred Taxes 246 320 324 324 324
Other Income 56 58 82 113 101 Total Sources of Funds 6,724 6,342 7,115 7,602 8,199
EBIT 730 934 1184 1278 1452 APPLICATION OF FUNDS
Interest expenses 53 23 107 93 65 Net Block & Goodwill 6,587 5,547 5,810 5,841 5,882
PBT 664 949 1076 1185 1387 CWIP 125 119 54 40 20
Tax 272 240 278 295 349 Investments 438 576 821 971 1,421
PAT 392 709 798 890 1037 Other Non-Curr. Assets 205 299 702 656 642
Profit/(Loss) from discontinued oper. 0 -848 328 0 0 Total Non Current Assets 7,355 6,541 7,387 7,508 7,965
Adj. PAT 393 -136 1125 890 1037 Inventories 1,349 1,211 1,163 1,288 1,453
Growth (%) 269.2 -134.7 NA -20.9 16.6 Debtors 669 861 633 805 814
EPS 10.4 -3.6 29.7 23.5 27.3 Cash & Equivalents 160 86 239 380 426
Other Current Assets 289 1,221 331 301 326
Total Current Assets 2,466 3,379 2,366 2,773 3,019
Creditors 1,939 2,135 1,934 1,986 2,035
Other Current Liab & Provisions 1,158 1,443 703 684 740
Total Current Liabilities 3,097 3,578 2,637 2,669 2,775
Net Current Assets -630 -199 -272 104 244
Total Application of Funds 6,724 6,342 7,115 7,602 8,199
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cv23 |
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Cy23

CY24E

CY25E

Reported PBT 665 111 1,076 1,185 1,387 Profitability Ratios (%)
Non-operating & EO items -38 829 267 56 27 EBITDA Margin 12.1 134 15.3 15.6 16.4
Interest Expenses 49 32 107 93 65 EBIT Margin 8.7 10.7 12.8 13.0 13.7
Depreciation 343 354 322 363 389 APAT Margin 4.7 -1.6 12.1 9.1 9.8
Working Capital Change 137 -10 -31 -245 -106 RoE 314 -7.0 41.5 25.7 24.8
Tax Paid -105 -198 -358 -295 -349 RoCE 26.9 30.8 33.1 30.6 30.7
OPERATING CASH FLOW (a) 1,051 1,118 1,383 1,157 1,412 Solvency Ratio (x)
Capex -478 -501 -512 -370 -410 Net Debt/EBITDA 1.1 0.7 0.4 0.2 0.0
Free Cash Flow 573 617 871 787 1,002 Net D/E 0.2 0.2 0.1 0.0 0.0
Investments -186 -127 -221 -150 -450 PER SHARE DATA (Rs)
Non-operating income -99 -11 -176 0 0 EPS 10.4 -3.6 29.7 23.5 27.3
INVESTING CASH FLOW (b)) -763 -640 -910 -520 -860 CEPS 194 4.2 38.2 33.0 37.6
Debt Issuance / (Repaid) -279 -306 -208 -175 -175 BV 137.1 134.4 157.8 175.3 195.6
Interest Expenses -47 -38 -104 -93 -65 Dividend 2.5 2.5 5.0 6.0 7.0
FCFE -37 135 162 369 312 Turnover Ratios (days)
Share Capital Issuance 1 4 1 0 0 Inventory days 32 34 31 28 29
Dividend 0 -95 -95 -228 -266 Debtor days 54 57 49 48 50
FINANCING CASH FLOW (c) -324 -435 -406 -496 -505 Creditors days 78 90 84 77 73
NET CASH FLOW (a+b+c) -36 a4 68 141 a7 VALUATION (x)
P/E 52.2 NA 18.3 23.1 19.8
P/BV 3.9 4.0 34 3.1 2.8
EV/EBITDA 20.9 17.8 14.3 13.0 11.0
EV/Revenues 2.5 2.4 2.2 2.0 1.8
Dividend Yield (%) 0.5 0.5 0.9 1.1 1.3
Dividend Payout (%) 241 -69.6 16.9 25.6 25.6
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HDFC Sec Retail Research Rating description

Green Rating stocks

This rating is given to stocks that represent large and established business having track record of decades and good reputation in the industry. They are industry leaders or have significant market share. They have multiple streams of
cash flows and/or strong balance sheet to withstand downturn in economic cycle. These stocks offer moderate returns and at the same time are unlikely to suffer severe drawdown in their stock prices. These stocks can be kept as a
part of long term portfolio holding, if so desired. This stocks offer low risk and lower reward and are suitable for beginners. They offer stability to the portfolio.

Yellow Rating stocks
This rating is given to stocks that have strong balance sheet and are from relatively stable industries which are likely to remain relevant for long time and unlikely to be affected much by economic or technological disruptions. These
stocks have emerged stronger over time but are yet to reach the level of green rating stocks. They offer medium risk, medium return opportunities. Some of these have the potential to attain green rating over time.

Red Rating stocks

This rating is given to emerging companies which are riskier than their established peers. Their share price tends to be volatile though they offer high growth potential. They are susceptible to severe downturn in their industry or in
overall economy. Management of these companies need to prove their mettle in handling cyclicality of their business. If they are successful in navigating challenges, the market rewards their shareholders with handsome gains;
otherwise their stock prices can take a severe beating. Overall these stocks offer high risk high return opportunities.
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Disclosure:

I, Atul Karwa, Research Analyst, MMS, author and the name 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. SEBI
conducted the inspection and based on their observations have issued advise/warning. The said observations have been complied with. 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.

Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1%
or more in the subject company at the end of the month immediately preceding the date of publication of the Research Report. Further Research Analyst or his relative or HDFC Securities Ltd. or its associate does not have any
material conflict of interest.

Any holding in stock — No

HDFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INHO00002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must not be used as a singular basis of any investment decision. The views herein are of a general nature and do not
consider the risk appetite or the particular circumstances of an individual investor; readers are requested to take professional advice before investing. Nothing in this document should be construed as investment advice. Each recipient
of this document should make such investigations as they deem necessary to arrive at an independent evaluation of an investment in securities of the companies referred to in this document (including merits and risks) and should
consult their own advisors to determine merits and risks of such investment. The information and opinions contained herein have been compiled or arrived at, based upon information obtained in good faith from sources believed to
be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject
to change without notice. Descriptions of any company or companies or their securities mentioned herein are not intended to be complete. HSL is not obliged to update this report for such changes. HSL has the right to make changes
and modifications at any time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction
where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the same should be ignored and brought to the attention of the sender. This document may not be reproduced,
distributed or published in whole or in part, directly or indirectly, for any purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In addition, investors in
securities such as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk. It should not be considered to be taken as an offer to sell or a solicitation to buy any security.

This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments. This report should not be construed as an invitation or solicitation to do business with
HSL. HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other
transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies)
or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted
to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these
securities from time to time or may deal in other securities of the companies / organizations described in this report. As regards the associates of HSL please refer the website.

HSL 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.

HSL 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 in the normal course of business.
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HSL 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 HSL nor Research Analysts
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. HSL may have
issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any compensation/benefits
from the subject company or third party in connection with the Research Report.

Please note that HDFC Securities has a proprietary trading desk. This desk maintains an arm’s length distance with the Research team and all its activities are segregated from Research activities. The proprietary desk operates
independently, potentially leading to investment decisions that may deviate from research views.
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