Techno Funda Pick

Time frame: 6 months

(Fesearch
ICICI direc? com

It's Advice, Not Adventure

November 12, 2014

AIA Engineering (AIAENG) (CMP-X 1025.00)

Key Technical Data

Recommended Price 1008-1025
Price Target 1210.00
Stoploss 908.00
52 Week High 1049.00
52 Week Low 404.00
50 days EMA 917.00
200 days EMA 747.00
52 Week EMA 727.00

*Recommendation given on i-click to gain on 12
November 2014 at 10:06 hrs
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Technical view

Strategy: Buy AIA Engineering in the range of ¥ 1008-1025 for a target price of ¥ 1210.00 with a stop loss below
3908.00 on a closing basis

Key technical observations

>

The share price of AIA Engineering is seen resolving higher after a two-month long corrective phase signalling
resumption of the next up leg within the larger bull trend and offers fresh entry opportunity with a favourable
reward risk set-up from a medium term perspective

The stock scaled to its life high of 1031 in September 2014 and thereafter entered a secondary corrective phase
to work off the short term overbought conditions developed during the previous rally. The corrective decline saw
the stock retrace its July-September rally (3703 to ¥1031) precisely by 50% near the October 2014 lows of around
3866 levels. The placement of the rising trendline drawn by connecting weekly lows of May and July 2014 and
rising 13-week EMA (then placed at ¥ 880) acted as a key support area for the stock. The stock witnessed basing
formation around %870 levels during October 2014 which highlighted steady accumulation by stronger hands

The stock rallied from the important support base of ¥870 levels ahead of its quarterly results and is seen
continuing the up trend post quarterly numbers. Time wise, the July-September 2014 rally took eight weeks while
the same was retraced by just 50% while consuming over six weeks which indicates an extended time correction
and highlights the corrective nature of price decline. Meanwhile the current upmove has seen the stock
completely retraced its six week descent in less than three weeks, thereby completing a faster retracement of the
down leg and bolstering the bullish price structure

On the volume front, the rallies throughout the year have been on the back of volumes above the 50-week
average of 5 lakh shares. In the current week, trading volume is already 4.2 lakh shares in just three trading
sessions and is expected to surpass 50-week average. The higher volumes during rallies and lower participation
in declines augur well for sustainability of the up trend

Considering the overall positive price structure, we believe the stock offers a good reward/risk set-up to ride the
next up move. The price parity of the preceding rally (703-1031=328 points) as projected from the recent low of
% 875 projects an upside target ¥ 1203 levels over the medium-term

Among oscillators, the weekly RSI attracted buying support at its own support near the reading of 55 and is seen
trending higher supporting overall bullish momentum in the stock from a medium-term perspective
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Exhibit 1: AIA Engineering — Weekly Bar Chart
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Stock Data

Particular Amount

Market Capitalization % 9149.1 Crore
Total Debt (FY14) %120.6 Crore
Cash and Investments (FY14) % 792.6 Crore
Ev % 8477.1 Crore
52 week HL 1032/404
Equity capital % 18.9Crore
Face value 32

Stock return (%)
™M 3M 6M 1M

Cummins India 26.1 1.9 39.6 85.1
Greaves Cotton 219 16.7 52.0 97.9
VA Tech Wabag 121 31.9 74.4 1222
AlA Engineering (4.4) 18.9 103.1 181.2

Exhibit 1: Key metrics
FY FY15E FY16E FY17E

14
P/E 23 219 2.5 16.6
Target P/E 18.5 179 16.8 136
EV/EBITDA 5.5 149 124 101
P/BV 24.5 46 3.9 33
RoNW (%) 31 210 19.1 198
RoCE (%) 30.7 249 2.4 253
% Crore FY14 FY15E FY16E FY17E
Net Sales 2,161.6 23379 2,788.9 34593
EBITDA 582.4 581.2 681.6 838.1
Net Profit 405.3 4186 446.9 5520
EPS () 43.0 444 47.4 585

Source: Company, ICICIdirect.com Research
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Fundamental view

Opportunity in mining segment 4x that of cement for AIA

Current global consumption of high chrome mill internals (HCMI) that is equally applied in the cement and mining space, is at
~6,00,000 tonnes per annum (TPA). With almost 80% penetration achieved for HCMI in cement space, mining segment
provides the next leg up for HCMI players. It is expected that at least 1.2 MTPA mining segment volumes for mill internals can
be converted from forged media into HCMI, going ahead. Hence, we believe this will create an opportunity 4x that of current
HCMI consumption of 3,00,000 TPA for HCMI players in mining. Key focus areas in mining for AlA are gold and copper metal.

Greenfield capex on track; AlA to be largest HCMI player by FY16E

Successful penetration in the mining segment (51% volume CAGR over FY10-14) and presence of strong conversion
opportunity (80% of the 1.5-2 MT global opportunity per annum from forged media to HCMI still remains unexploited) has
prompted AIA to undertake an aggressive capacity expansion plan. From a capacity of 2,60,000 tonnes in FY14E (60,000 tonne
brownfield capacity already added in Q4FY14E), AIA plans to add another 1,80,000 tonnes of greenfield capacity in Gujarat by
FY16E. This will make AlA the largest HCMI player globally as the current capacity of 260,000 tonnes (as of Q2FY15) is expected
to grow 2.1x to 440,000 tonnes by FY16E. AIA will then overtake the current market leader Magotteaux (Belgium). The capex
funding is planned via internal accruals as AIA has carries a cash balance of ¥ 827 crore as of Q2FY 15 coupled with strong cash
flow generation expected in FY15E and FY16E (CFO of ¥ 281 crore and T 397 crore, respectively). AIA will incur a capex of ¥ 200
crore and ¥ 400 crore during FY15E and FY16E, respectively.

Minuscule leverage, strong CFO to ensure smooth capex execution

The greenfield capex of 180,000 tonnes involves an expenditure of ¥ 650 crore, which will be executed across FY15E-16E. AlA
expects to fund the capex by internal accruals. We believe the mode of capex commitment will not create any kind of pressure
on AlA’s balance sheet as the company currently has a cash balance of ¥ 827 crore and debt of ¥ 106 crore. The current debt-
equity ratio at the end of FY14 is expected to be at 0.1x. The company expects to fund the capex via internal accruals.
Historically, AIA has been able to generate cash flows from operations (CFO) in the range of ¥ 100 crore over FY10-13. With an
improvement in volume growth in FY15 and resurrection of EBITDA margins in the range of 23-24% over FY14E-16E, we expect
AlA’s CFO to average at ¥ 375 crore over FY15E-16E.

Strong performance and prospects will rerate AlA.

We believe AIA has made strong/profitable inroads into the global mining space. The same is reiterated by the massive capacity
addition programme that it has undertaken and continued traction in the mining segment on a quarterly basis as even in
Q2FY15, mining segment volumes grew over 40% YoY. Coupled with this, AlIA has been consistently surprising on the positive
side. Going ahead, we expect AlA to report a strong 17% revenue CAGR, backed by 24.1% volume CAGR, over FY14-17E
coupled with ~15% PAT CAGR. Hence, AIA has one of the best earnings profile in our coverage.
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NOTES:

e Itis recommended to enter in a staggered manner within the prescribed range provided in the report

¢ Once the recommendation is executed, it is advisable to keep strict stop loss as provided in the report on
closing basis

e The recommendations are valid for three to six months and in case we intend to carry forward the position,
it will be communicated through separate mail.
Trading Portfolio allocation

e |tis recommended to spread out the trading corpus in a proportionate manner between the various
technical research products

¢ Please avoid allocating the entire trading corpus to a single stock or a single product segment
e Within each product segment it is advisable to allocate equal amount to each recommendation

e For example: The ‘Daily Calls’ product carries 3 to 4 intraday recommendations. It is advisable to allocate
equal amount to each recommendation
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Recommended product wise trading portfolio allocation

Allocations Return Objective
Products Product yvise ng allocation Number of Calls Siflie Siade ke S Duration
allocation in 1 stock
Daily Calls 8% 2-3% 3-4 Stocks 0.50-1% 2-3% Intraday
Short term Delivery 6% 3-5% 7-10 p.m 4-5% 7-10% Opportunity based
Weekly Calls 8% 3-5% 1-2 Stocks 5-7% 7-10% 1 Week
Weekly Technical 8% 3-5% 1-2 Stocks 5-7% 7-10% 1 Week
Monthly Call 15% 5% 2-3 Stocks 7-10% 10-15% 1 Month
Monthly Technical 15% 2-4% 5-8 Stocks 7-10% 10-15% 1 Month
Techno Funda 15% 5-10% 1-2 Stocks 10% and above 15% and above 6 Months
Technical Breakout 15% 5-10% 1-2 Stocks 10% and above 15% and above 3-6 Months
Cash in Hand 10% - -
100%
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Disclaimer

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 Ltd (I-Sec). The author may be holding a small number of shares/position in the above-referred companies as on
date of release of this report. I-Sec may be holding a small number of shares/position in the above-referred companies as on date of release of this report. 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
may 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. 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 report may not be taken in substitution for the exercise of
independent judgment by any recipient. The recipient should independently evaluate the investment risks. |-Sec and affiliates accept no liabilities 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. Actual results may differ materially from those set forth in projections. I-Sec may have issued other reports that are inconsistent with and
reach different conclusion from the information presented in this report. 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 I-Sec 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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