Amara Raja Energy and Mobility Ltd (AMARA))

CMP:X 940 Target: X 1,200 (28%) Target Period: 12 months

April 16, 2024
Double digit growth on anvil, base valuations to prevail

About the stock: Amara Raja Energy & Mobility (AREM) is a part of the duopolistic

organised Indian lead acid battery market with a strong presence across Automotive FEATEEE -8
(OEM & aftermarket) and Industrial battery space (UPS, Telecom, etc.). gkt n—— < crore -8
Market Capitalization 17,202 o

e Approaching E-Mobility through a mix of EV chargers, captive Li-On cell Total Debt (FY23) 17 )
manufacturing plant (16 GWh by FY32E) and stake in Log-9 materials Cash & Investments (FY23) 123 >
Enterprise Value 17,095 g

Q3FY24 Result Summary: Company reported healthy performance in Q3FY24. 52 week HIL (] 950/576 Q
Net sales for the quarter came in at X 2,881 crore, up 9% YoY. EBITDA in Q3FY24 Equity capital 18.3 £
came in at X 410 crore with corresponding EBITDA margins at 14.2%, up 40 bps Face value (3) 1.0 8

QoQ. PAT in Q3FY24 stood at X 240 crore, up 7.5% YoY. In the automotive battery
business, the company witnessed healthy growth from both domestic and exports
as well as OEM and aftermarket segments. While the boom in telecom sector acted
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Shareholding pattern

Mar-23  Jun-23 Sep-23 Dec-23
Promoter 28.1 28.1 28.1 28.1

] ) ] ; i ; Fil 362 352 246 240
as the major driver for the industrial battery volumes which witnessed strong growth. oil 92 105 168 179
. Oth 265 263 305 300
Investment Rationale il
Price Chart
e Steady Lead Acid business, exports & aftermarket to cushion growth: 25000 - 1,000
Amara Raja is a prominent player in Lead acid business with sizeable 20000 - W 800
presence across Automobile (~70%) & Industrial side (~30%). In automobile igggg 288
space it is present across OEM & aftermarket channel and is the leader in 5000 200
aftermarket space. It has on consistent basis reported better operating 0 LU P P A S 0
margins vs. its listed peer (last 10-year avg. EBITDA margins at Amara Raja R %‘ a %‘ e ‘1‘.‘_5 e
stands at ~15% vs. its listed peer avg. of ~13%, a long-term outperformance £o0o&o0o &0 %
of ~200 bps). Given the present population of vehicles and healthy OEM Nifty (LHS) AMARA RAJA (RHS)

sales volumes over FY22-24 coupled its efforts to augment exports, we
believe this segment is well poised to grow higher single digit going forward.

e Steadily increasing allocation to new energy space (Li-On battery): The
company has in the recent past has entered into MoU with Govt. of
Telangana for setting up of Li-lon Battery Gigafactory. The said facility is
expected to have cell manufacturing capacity of up-to 16GwH & assembly
capacity of up to 5 GWh with overall investment pegged at ~X9,500 crores
over next 10 years. In the first phase, it is setting up a Li-On cell plant of
2GwH capacity at capex outlay of ~X 1,200 crore with likely commissioning
by FY26E. With capex under execution and plans for sizeable foray in the
new energy space, long term prospects at Amara Raja are promising.

Rating and Target Price

e Introducing FY26E & rolling over our valuations, we now value Amara Raja
at X1,200 i.e. 18x PE on FY26E, broadly in tandem with peer. We assign
BUY rating on the stock. We are yet to ascribe any value to its efforts in the
new energy space and await more meaningful developments in this domain

e Capital efficient business model, healthy net cash positive B/S & inexpensive
valuations, act as good margin of safety to our investment call.

Key Financial Summary

Recent event & key risks

e Posted healthy Q3FY24 with
EBITDA margins at 14.2%.

e  Going forward builtin Sales/PAT
CAGR of 8%/17% over FY23-26E

e Key Risk: (i) lower than built in
margin recovery in the base
business (i) delay in capex
execution in the new energy
business (Li-On battery space)

Research Analyst

Shashank Kanodia, CFA
shashank.kanodia@icicisecurities.com
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Key Finandials FY19 FY20 Y21 FY22 2z OYSUTCAGR o olE Evase prae O YOTCAGR
(FY18-23) (FY23-26E)

Net Sales 6793.1 68395 7,149.7 86958 10,385.9 11.4% 11,477.3 12,4636 13,117.6 8.1%

EBITDA 9518  1,0986 11156 1,022.6 13552 89% 15877 18225  1,930.0 12.5%

EBITDA Margins (%) 14.0 16.1 15.6 118 13.0 13.8 146 147

Net Profit 4835  660.8 6468 5112  694.4 8.1% 8999 10544 1,014 16.6%

EPS R) 28.3 38.7 37.9 29.9 40.7 52.7 617 64.5

P/E 332 243 24.8 31.4 23.1 17.8 15.2 146

RoNW (%) 145 18.1 15.4 112 13.8 148 15.1 13.9

RoCE (%) 19.8 213 18.6 136 17.2 18.4 188 17.3

Source: Company, ICICI Direct Research
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Company Background

Amara Raja Energy & Mobility (AREM, erstwhile Amara Raja Batteries), is into In the automotive space, the
energy business manufacturing lead acid batteries for use in automobile (~70% of company has manufacturing
sales) as well as industrial segment (~30% of sales). The company has seven capacity of ~50 million units while in
manufacturing plants spread across two locations in the state of Andhra Pradesh. the Industrial space its capacity
It has successful history of running a capital efficient business with industry leading stands at ~2.3 bn Ah

margins & debt free b/s. It presently drives ~12% of sales from exports.

Exhibit 1: Business Overview

B OPERATIONS AT A GLANCE ) AMARARAJA

LEAD ACID BATTERIES AUTOMOTIVE | INDUSTRIALS

= LiCell and Pack Manufacturing
AUTOMOTIVE = EV Charging Products
* Applications — 2W, 3W, 4W & CV’s = Energy Storage Solutions
= Largest Exporter of 4W Batteries = Developed India’s First 21700 Cylindrical Cell (NMC 811)
= First AGM battery manufacturer for 2w FY23 REVENUE BREAKUP (%) * Successfully powered an E-Bike using in-house NMC based 2170
= Settingup 1.5 LPTA of a lead recycling facility through the wholly owned Other* cylindrical cells
subsidiary ARCSPL, which showcases commitment to the circular economy 2% = Setting up E Positive Energy Labs: a unique innovation & research
facility
INDUSTRIAL ‘
= Application - Telecom, Rail ys, Power Control, Solar, UPS

Market Leader in Telecom sector

First to introduce VRLA batteries in India
Largest Integrated Facility for MVRLA Batteries
Pio d Battery Sc i for Indian Railways

APPLICATIONS “ F—l

e e
NEW ENERGY BUSINESS
P B M

Source: Company, ICICI Direct Research

Exhibit 2: Company counts all OEMs as its clients across the Automotive Segment

"MARQUEE OEM CLIENTELE \__,)) AMARA RAJA
AUTOMOTIVE INDUSTRIAL
VASSE”GEZ::;‘S'CLE OEM COMMERCQ':;"CE:E'STES/TRAUO“ TWO-WHEELER OEM CLIENTS INDUSTRIAL OEM CLIENTS
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ESE y ATC INDIA Amara Raja has entered into MoU with
TOYOTA | HoNDA TVS SWaral D ol ‘ ’ Govt. of Telangana for setting up of Li-
Qreaar L — Wiakindrs | TVS Sd&“ﬁ'qre': lon Battery Gigafactory. The said facility
N i BS1 i i
—— @ @mmem BENE is expected to have cell manufacturing
Mahindra o o capacity of up-to 16GwH & assembly

capacity of up to 5 GWh with overall

Source: Company, ICICI Direct Research

—r " = investment pegged at ~X9,500 crores
Exhibit 3: New Energy Business overview
over next 10 years.

I NEW ENERGY BUSINESS : THE FUTURE GROWTH ENGINE ;))\AMARARAJA

Gotta be a bettar way

Li Cell and pack
' Manufacturing
— +  India’s electrification demand expected to be 150GWh by 2030 ARE&EM'S g

FORAY IN

In the first phase, it is setting up a Li-On

150 GWH Adoption across user segments like Mobility Telecom and Data -

Centt % .

Sgnificant market share gain opporturity ey Solutions cell plant of 2GwH capacity at a capex
outlay of ~X 1,200 crore and operational

olutions
Financial subsidies including manufacturing subsidies valued T - -
sogeocrs L commeren amans RN by FY26 (utilising inhouse know how in
POLICY PUSH et sanegen LMITEDIARPS) ACTUESITION NMC chemistry space).

WOS effective from September 29, 2023
Expected to strengthen charging solutions offerings

ROADMAP FOR CAPITALISING ON THE NEW ENERGY BUSINESS

The company also has indirect presence
in this space through minority stake in
Log-9 materials; a start-up entity
involved in innovative research in the
space of Li-On battery

PLANNED A GIGA CORRIDOR IN DIVITIPALLY, TELANGANA
+ Total CAPEX announced ~ INR 9,500 crores, MoU signed
with Government of Telangana
Setting up E Positive Energy Labs: a unique innovation &
research facility, Hyderabad, Telangana
Land allotment completed, spread across 262 acres at
Divitipally, Telangana
Customer Qualification plant
16 GWH Cell Capacity over the next 10 years
Phase 1 commercialization expected by FY26

Source: Company, ICICI Direct Research
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Financial Story in Charts
Exhibit 4: Sales trend over FY21-25E
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Exhibit 5: EBITDA and EBITDA margin trend over FY21-25E
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Exhibit 6: PAT and PAT margin trend over FY21-25E
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Source: Company, ICICI Direct Research

Exhibit 7: SoTP - target price calculation

Particulars Units Amount
FY26E PAT of Base Business (Lead Acid Battery) X crore 1,101.4
FY26E PAT of Acq. Plastic Business + Other businesses X crore 113.9
Total FY26E PAT (A) X crore 1,215.3
Existing No of Shares crore 17.1
New Shares to be issues for acquisition crore 1.2
Total No of Shares (B) crore 18.3
FY26E EPS (A/B) X/share 66.4
PE Multiple Assigned X 18.0
Target Price X/share 1,200

Source: ICICI Direct Research

ICICI Securities | Retail Research

Topline at the company is seen
growing at 8.1% CAGR over FY23-
26E. Itis a mix of volume led growth
across its automotive and industrial
verticals and price hikes especially
in the aftermarket segment

EBITDA at the company is seen
growing at a CAGR of 12.5% over
FY23-26E with margins seen
improving to ~15% by FY26E. These
are our conservative estimates with
margins in Q3FY24 at 14.2%

PAT at the company is seen
growing at a CAGR of 16.6% over
FY23-26E to 1,100 crore by FY26
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Financial Summary

Exhibit 9: Cash flow statement X crore
(Year-end March) FY23 FY24E FY25E FY26E (Year-end March) FY23 FY24E FY25E FY26E
Total operating Income 10,385.9 11,477.3 12,463.6 13,117.6 Profit after Tax 694.4 899.9 11,0544 1,101.4

Growth (%) 19.4 10.5 8.6 5.2 Add: Depreciation 427.2 459.1 498.5 550.9
Raw Material Expenses 7,186.7 7,886.4 8,397.6 8,826.4 (Inc)/decin Current Assets (201.2) (373.7) (284.5) (188.6)
Employee Expenses 591.0 659.5 710.4 773.9 Inc/(dec) in CL and Provisions (66.2) 287.9 149.7 99.3
Other Expenses 1,253.0 1,343.7 1533.0 1,587.2 CF from operating activities 854.2 11,2733 1,418.2 1,562.9
Total Operating Expenditure 9,030.7 9,889.6 10,641.1 11,187.6 (Inc)/decin Investments (408.2) (500.0) (350.0) (500.0)

EBITDA 1,355.2 1,587.7 1,822.5 1,930.0 (Inc)/decin Fixed Assets (236.3) (600.0) (900.0) (900.0)
Growth (%) 325 17.2 14.8 5.9 Others (628.3) (142.4) (93.1) (95.4)
Depreciation 427.2 459.1 498.5 550.9 CF from investing activities (853.6) (1,092.4) (1,243.1) (1,395.4)
Interest 22.1 23.2 20.9 18.8 Issue/(Buy back) of Equity - - - -
Other Income 89.3 100.0 112.2 118.1 Inc/(dec) in loan funds - - - -

PBT 995.2 1,205.4 11,4153 1,478.4 Dividend paid & dividend tax (104.2) (136.6) (153.7) (162.3)
Total Tax 253.2 305.5 360.9 377.0 CF from financing activities 45.2 (146.6) (158.7) (162.3)

PAT 694.4 899.9 11,0544 1,101.4 Net Cash flow 45.8 343 16.3 5.3
Growth (%) 35.8 29.6 17.2 4.5 Opening Cash 53.6 99.5 133.7 150.1

EPS (R) 40.7 52.7 61.7 64.5 Closing Cash 99.5 133.7 150.1 155.3
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research

(Year-end March) FY23 FY24E FY25E FY26E (Year-end March) FY23 FY24E FY25E FY26E

Liabilities Per share data (X)

Equity Capital 17.1 17.1 17.1 17.1 EPS 40.7 52.7 61.7 64.5
Reserve and Surplus 5,280.8 6,044.1 6,944.7 7,883.8 Cash EPS 65.7 79.6 90.9 96.7

Total Shareholders funds 5,2979 6,061.1 6,961.8 7,900.9 BV 310.2 354.8 407.6 462.6
Total Debt 16.5 6.5 1.5 1.5 DPS 6.1 8.0 9.0 9.5
Deferred Tax Liability 72.8 80.4 87.4 91.9 Cash Per Share 7.2 29.7 45.3 69.0

Total Liabilities 5,6449 6,405.8 7,308.4 8,252.1 Operating Ratios (%)

Assets EBITDA Margin 13.0 13.8 14.6 14.7
Gross Block 5,087.3 5,670.2 6,220.2 6,820.2 PBT / Net sales 8.9 9.8 10.6 10.5
Less: Acc Depreciation 2,255.0 2,714.1 3,2126 3,763.6 PAT Margin 6.7 7.8 8.5 8.4
Net Block 2,832.3 2,956.1 3,007.6 3,056.6 Inventory days 57.8 60.0 60.0 60.0
Capital WIP 2329 250.0 600.0 900.0 Debtor days 27.4 40.0 40.0 40.0

Total Fixed Assets 3,131.0 3,271.9 3,673.4 4,022.4 Creditor days 26.4 30.0 30.0 30.0
Investments 486.0 986.0 1,336.0 1,836.0 Return Ratios (%)

Inventory 1,643.4 1,886.7 2,048.8 2,156.3 RoE 13.8 14.8 15.1 13.9

Debtors 779.7 1,257.8 1,365.9 1,437.5 RoCE 17.2 18.4 18.8 17.3

Loans and Advances 402.4 43.0 46.6 49.1 RolC 18.4 20.9 23.3 23.3

Other Current Assets 111.4 123.1 133.7 140.7 Valuation Ratios (x)

Cash 99.5 133.7 150.1 155.3 P/E 22.0 17.8 15.2 14.6
Total Current Assets 3,036.4 13,4443 3,745.1 3,939.0 EV /EBITDA 12.6 10.5 9.0 8.3
Creditors 750.8 943.3 11,0244 1,078.2 EV /Net Sales 1.6 1.5 1.3 1.2
Provisions 141.3 177.6 192.9 203.0 Market Cap / Sales 1.7 1.5 1.4 1.3
Other current liabilities 562.1 621.2 674.6 710.0 Price to Book Value 3.0 2.6 2.3 2.0
Total Current Liabilities 1,454.2 1,742.1 11,8919 1,991.1 Solvency Ratios

Net Current Assets 1,682.1 1,702.1 1,853.3 1,947.9 Debt/Equity 0.0 0.0 0.0 0.0
Other Non-Current Assets 445.8 445.8 445.8 445.8 Current Ratio 2.0 1.9 1.9 1.9

Application of Funds 5,6449 6,405.8 7,308.4 8,252.1 Quick Ratio 0.9 0.8 0.8 0.8

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research

Source: Company, ICICI Direct Research
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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 direct.com| No
hvulm'nu’o,n.:ow Fingertips BROKER
 ICICI Securities Ltd. |@l 757 a5ming
R Analyst Award 2012 o
Pankaj Pandey Head - Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,
Third Floor, Brillanto House,
Road No 13, MIDC,

Andheri (East)

Mumbai — 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Shashank Kanodia, CFA, MBA (Capital Markets), 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
— INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. Registered Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi,
Mumbai - 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807 7100. 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.

Investments in securities market are subject to market risks. Read all the related documents carefully before
investing.

Registration granted by Sebi and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors. None of the research
recommendations promise or guarantee any assured, minimum or risk-free return to the investors.

Name of the Compliance officer (Research Analyst): Mr. Atul Agarwal
Contact number: 022-40701000 E-mail Address: complianceofficer@icicisecurities.com

For any queries or grievances: Mr. Prabodh Avadhoot Email address: headservicequality@icicidirect.com Contact Number: 18601231122

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 inconsistent with the recommendations 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 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
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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
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or specific transaction.
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ICICI Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of this report.
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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.
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one percent or more or other material conflict of interest various companies including the subject company/companies mentioned in this report.
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