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Industry CMP Recommendation Add on Dips to band Sequential Targets  level* Time Horizon 

Auto Ancillaries Rs 1256 Buy at CMP and add on declines Rs 1105-1115 Rs 1480 and Rs 1615 1060 4-6 quarters 
*= below which investment position needs to be reviewed, including the possibility to exit 

Established in 1981, Automotive Axles Limited (AAL) is a joint venture of Kalyani Group and Meritor Inc., USA (formally the 
automotive division of Rockwell International Corporation). With manufacturing facilities located at Mysore (Karnataka), 
Pantnagar (Uttarakhand) and Jamshedpur (Jharkhand), the company manufactures drive axles, non-drive axles, front steer 
axles, specialty & defence axles and drum & disc brakes. It provides these products to the major domestic and global 
manufacturers of trucks & buses pertaining to segments such as light, medium & heavy commercial vehicles, military & off-
highway vehicles, aftermarket and exports. 
 

Investment Rationale: 
 Indian CV cycle on an upswing 

 Implementation of Bharat-VI emission control norms to trigger pre-buying in FY20 

 General elections in 2019 to increase economic activity and demand for CVs 

 Expansion and Value added products to drive margin expansion 
 

Concerns: 
 Exposed to cyclicality of CV segment 

 Client concentration risks 

 Delays in ramping up sales of new products 

 Competition from global MNCs 
 

Financial Summary - Consolidated 
(Rs Cr) Q4FY18 Q4FY17 YoY (%) Q3FY18 QoQ (%) FY17 FY18P FY19E FY20E 

Operating Income 469.1 351.1 33.6 407.9 15.0 1146.8 1519.4 1789.5 2165.1 

EBITDA 54.7 36.2 51.0 44.1 24.1 112.2 167.1 200.7 248.5 

PAT 28.3 17.3 63.8 22.3 26.8 48.6 83.9 108.1 139.6 

EPS (Rs) 18.7 11.4  14.7  32.1 55.5 71.5 92.4 

P/E (x)      39.1 22.6 17.6 13.6 

EV/EBITDA (x)      16.6 11.1 9.2 7.4 

RoNW (%)      13.8 20.5 22.3 24.2 
(Source: Company, HDFC sec) 

 
 

   HDFC Scrip Code AUTAXLEQNR 

BSE Code 505010 

NSE Code AUTOAXLES 

Bloomberg ATXL IN 

CMP as on 12 Jul 18 1256.5 

Eq. Capital (Rs crs) 15.11 

Face Value (Rs) 10 

Equity Sh. Outs (Cr) 1.51 

Market Cap (Rs crs) 1899 

Book Value (Rs) 294.0 

Avg. 52 Week Vol 39,000 

52 Week High  1826.4 

52 Week Low 704.0 

  

Shareholding Pattern-% (Jun-2018) 

Promoters 71.0 

Institutions 11.4 

Non Institutions 17.6 

Total 100.0 

 
Research Analyst: Atul Karwa 

atul.karwa@hdfcsec.com 

mailto:atul.karwa@hdfcsec.com
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View and Valuation 
The Indian CV cycle has been on an upswing from July-2017, post the implementation of GST resulting in a strong show for 
auto ancillary manufacturers. Commercial Vehicle (CV) manufacturers in India are riding high with strong performance in 
Q1FY19. BSIV, GST woes seems to be fading away as the industry recorded over 51% growth by selling 2.55 lakh CVs in India 
as against 1.69 lakh units sold last year. With elections scheduled in 2019, there will be a rush to complete many 
infrastructure projects that is expected to improve the CV sales in India. The company has introduced Slipper type 
suspension after a study on Indian market having significant benefits over the current Bellcrank suspension used at just 10% 
of additional cost. It has introduced new products that combine suspension system with axle assembly and is looking 
forward to introduce integrated system combining suspension, axles and brakes in the near future.  
 
Early implementation of Bharat Stage VI emission control could trigger pre-buying of commercial vehicles. The upcoming 
Central Government elections in 2019 heightened economic activity might be witnessed to complete the outstanding 
projects and launch new projects before the Code of Conduct is implemented driving higher CV volumes. 
 
The Board of directors at their meeting on 8-May-18 approved expansion of capacities by 21% and 44% respectively to 
20,000 and 120,000 for Axle capacity Housing line and Brakes capacity. This will result in higher volume growth in FY20.  
 
We had issued a Pick of the Week report (Click here) on 27-Mar-17 (when its CMP was Rs 701) with a recommendation to 
“Buy at CMP and add on declines to price band of Rs 645-651” for sequential targets of Rs 782 and Rs 827 over the next 2-3 
quarters. The targets were achieved on 19-May-17 and 14-Sep-17. 
 
At CMP of Rs 1,256 the stock quotes at 13.6x FY20E EPS. We feel investors could buy the stock at the CMP and add on dips 
to Rs 1,105-1,115 band (12x FY20E EPS) for sequential targets of Rs 1,480 (16x FY20E EPS) and Rs 1,615 (17.5x FY20E EPS) in 
four to six quarters.  
 

Company Background: 
Established in 1981, Automotive Axles Limited (AAL) is a joint venture of Kalyani Group and Meritor Inc., USA (formally the 
automotive division of Rockwell International Corporation). With manufacturing facilities located at Mysore (Karnataka), 
Pantnagar (Uttarakhand) and Jamshedpur (Jharkhand), the company manufactures drive axles, non-drive axles, front steer 
axles, specialty & defence axles and drum & disc brakes. It provides these products to the major domestic and global 
manufacturers of trucks & buses pertaining to segments such as light, medium & heavy commercial vehicles, military & off-
highway vehicles, aftermarket and exports. 
 
AAL is a 35.52% each joint venture between Bharat Forge Ltd. (flagship company of the Pune-based Kalyani Group) and 
Meritor Inc., USA, a leading supplier of axles for commercial vehicles. 
 

https://www.hdfcsec.com/hsl.research.pdf/auto.pdf
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With manufacturing facilities located at Mysore, the company is currently one of the largest independent manufacturers of 
Rear Drive Axle Assemblies in the country. With more than 30 years of axle producing experience and advanced gearing 
technology from Meritor HVS (India) Ltd, it has been manufacturing reliable & long-life Light, Medium & Heavy duty Drive 
axles, Front Steer axles, Non-Drive axles, axles for Defence & Off-Highway applications and Drum & Disc Brakes. The 
Marketing & Field Service Support is provided by Meritor HVS (India) Ltd. 
 
The products manufactured by AAL are based on technology provided by the parent Meritor Inc, USA. The technology 
transfer by Meritor Inc is routed through its 51% subsidiary in India – Meritor HVS (India) Limited (MHVSIL). MHVSIL is also 
responsible for customer sourcing, interaction and marketing for AAL, with almost the entire sales of AAL routed through 
MHVSIL. MHVSIL is 51:49 joint venture between Meritor International, USA and Bharat Forge with Meritor holding majority 
stake. AAL manufactures and sells axles, components, brake components and subassemblies to MHVSIL who in turn sells it 
to the end customer. 
 
AAL’s domestic OEM customers include Ashok Leyland Limited (ALL), Daimler India Commercial Vehicles Private Limited 
(DI), Man Trucks India Private Limited (MT), Mahindra & Mahindra Limited (M&M), Tata Motors Limited (TML), Volvo Eicher 
Commercial Vehicles Limited (VE), Asia Motor Works Limited (AMW), and Indian Army, among others. 

 
Investment Rationale 
Indian CV cycle on an upswing 
Sales of medium and heavy commercial vehicles are set to reach a new high this financial year and continue the growth 
momentum into next year, with the positive rub-off from the government’s infrastructure push and implementation of GST, 
as well as strict enforcement of rules against overloading driving demand. Pick-up in road construction and mining activity,  
enforcement of overloading restrictions, removal of checkposts and optimisation of warehousing solutions post GST have 
prompted large fleet operators to replace older vehicles with modern multi-axle trucks. In Q1FY19, CV sales are up 51% 
YoY. With elections scheduled in 2019, there will be a rush to complete many infrastructure projects that is expected to 
improve the CV sales in India. It is likely to drive higher volumes for AAL and the changing product mix would result in 
margin expansion.  
 
The company has a strong customer base in the domestic market catering to all major OEMs in Indian CV industry and 
continues to retain its position as the largest independent manufacturer of rear drive axles for medium and heavy 
commercial vehicles (M&HCV) in India. 
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Monthly Sales of MHCV Goods carriers 
 

 
 

(Source: Industry, HDFC Sec) 
 

Implementation of Bharat stage VI emission control norms to trigger pre-buying in FY20 
The Indian Government is all set to introduce Bharat stage VI emission control norms from April-2020 which is a significant 
jump from Bharat stage IV norms currently under implementation. The implementation of the advanced emission norms 
would lead to the introduction of advanced technologies to ensure pollutants emitted by the vehicles are reduced and 
comply with the specified limits. It will also mean a number of changes to be made in the engine systems. Over the next 
two years companies would have to invest more resources and time to build the requisite capabilities for successfully 
executing the programme. 
 

The leapfrog from Stage IV to Stage VI and also advancement of implementation from the earlier date of 2023 to 2020 
would entail huge expenditure. Auto firms, parts makers and oil refiners are estimated to spend between Rs 70,000cr and 
Rs 90,000cr to comply with BS VI standards. As a result vehicle prices are expected to move up sharply as the companies 
would recover the additional expenditures from the new vehicles sold. Large operators are likely to prepone their buying 
CVs before March 2020 at old rates (BS IV vehicles).  
 

Electric vehicles introduction not to have a major impact 
The Indian Government had toned down its electric vehicle introduction plan from the earlier ambitious target of having all 
new cars electric by 2030. The government seems to be realigning its roadmap for electric vehicles closer to what the 
automobile industry had envisioned. In December last year, SIAM or the Society of Indian Automobile Manufacturers came 
up with a white paper that stated electric vehicles will constitute 40 per cent for overall new car sales by 2030. Although 
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there have been some orders for procurement of electric vehicles for public transportation by State Governments, mass 
adoption of technology is still at a preliminary stage and is unlikely to disrupt the current scenario in a meaningful way. 
 

The technology is most likely to be adopted for passenger vehicles first followed by public transportation vehicles and lastly 
to HCVs due to the high power requirement to pull huge loads. Even if the technology develops rapidly it will not have a 
major impact on AAL as only the combustion engine would be replaced by electric engine. The vehicles would still be 
requiring axles, suspension and brakes i.e. the parts manufactured by AAL. 
 

Central Government election in 2019 to increase economic activity 
It has been generally observed in the past that the year before the elections witness increased economic activity as the 
Government in power tries to complete the ongoing projects and launch new projects before the Code of Conduct comes 
into force. The next elections for voting the Central Government would take place in H12019. The next 2-3 quarters can see 
heightened economic activity which is likely to drive demand for CVs. 
 

Value added products to drive margin expansion 
After doing a market study on Slipper type suspension in Indian market, Meritor India, the JV partner of AAL has entered 
the suspension market. It is a type of leaf spring suspension which has some clear benefits over the Bellcrank suspension 
currently used in India. A study done by fitting the suspension in customer vehicles revealed maintenance cost reduction 
from 15 to 20 paise per km to three to five paise per km. Weighing 80-100kg less, it enables the operator to carry extra 
load. Tyre wear was found to be 30% after 60,000km whereas in Bellcrank suspension tyre has to be replaced after 
40,000km. With just 10% increase in cost over the Bellcrank suspension, operators would derive significant savings in the 
long run. As more companies adopt this technology in India, revenues of AAL could see a sharp jump.  
 

Further AAL has introduced new products that combine suspension system with axle assembly and is looking forward to 
introduce integrated system combining suspension, axles and brakes in the near future. All these will create a differentiated 
product and push sales and margins upwards over the next few years.  
 

Strong parentage and client base 
Automotive Axles Limited (AAL) is a joint venture of Arvin Meritor Inc., USA (formerly the automotive division of Rockwell 
International Corporation), a Fortune 500 company, and the Kalyani Group. Products manufactured at AAL are based on 
technology provided by Arvin Meritor Inc., USA, through Meritor HVS (India) Ltd. and more than 90% of the sales are routed 
through Meritor HVS. AAL’s domestic OEM customers include Ashok Leyland, Daimler India, Man Trucks, Mahindra & 
Mahindra, Tata Motors, Volvo Eicher, Asia Motor Works and Indian Army, among others. AAL also exports its products 
indirectly through Meritor HVS India Ltd. to various countries including the US, France, Italy, China and Brazil. Ashok Leyland 
is the largest customer of AAL accounting for ~65% of revenues followed by Tata Motors contributing ~15% of sales. 
 

Global commercial vehicles picking up 
According to the data compiled by Autodata, Q2CY18 US auto sales stood at 4.5mn vehicle units, about 1.8% higher than 
sales of ~4.42mn vehicle units sold in Q2CY17. The Q2 total US vehicle sales figures were also much higher than the 4.11mi 
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vehicle units sold in Q1CY18. Till May 2018, EU demand for new commercial vehicles increased by 4.1%, with positive 
figures for four out of five months. New registrations totalled more than one million units over this period. Spain recorded 
double-digit growth figures (+11.4%), followed by France (+5.5%), Italy (+3.0%) and Germany (+2.9%). 
 

Q4FY18 results review 
Revenues of the company increased by 33.6% YoY in Q4FY18 to Rs 469.1cr driven by increasing volumes. EBITDA increased 
by 51% YoY to Rs 54.7cr whereas EBITDA margin expanded 134bps to 11.7%. PAT growth also remained strong, up by 63.8% 
YoY to Rs 28.3cr while PAT margins witnessed an expansion of 111bps to 6%. 
 
(Rs Cr) Q4FY18 Q4FY17 YoY (%) Q3FY18 QoQ (%) FY18 FY17 YoY (%) 

Operating Income 469.1 351.1 33.6 407.9 15.0 1512.7 1146.8 31.9 

Material consumed 329.9 254.0 29.9 284.5 16.0 1063.1 820.5 29.6 

Employee expenses 26.7 22.1 20.6 28.3 -5.7 99.3 82.3 20.6 

Other expenses 57.7 38.7 49.0 51.1 13.0 186.1 131.8 41.1 

Total expenses 414.4 314.9 31.6 363.8 13.9 1348.5 1034.6 30.3 

EBITDA 54.7 36.2 51.0 44.1 24.1 164.3 112.2 46.3 

Depreciation 11.9 10.4 14.4 11.6 2.2 43.2 39.5 9.5 

Other Income 0.9 0.3 186.2 1.5 -38.5 5.1 2.0 155.0 

Finance cost 0.2 0.2 14.5 0.1 49.9 0.5 0.9 -39.0 

PBT 43.5 26.0 67.4 33.8 28.8 125.6 73.9 70.0 

Tax expenses 15.2 8.7 74.8 11.5 32.7 43.9 25.3 73.6 

Reported PAT 28.3 17.3 63.8 22.3 26.8 81.7 48.6 68.1 

EPS (Rs) 18.7 11.4 63.6 14.7 26.8 54.0 32.2 68.0 

         

EBITDA (%) 11.7% 10.3% 134 bps 10.8% 85 bps 10.9% 9.8% 107 bps 

PAT (%) 6.0% 4.9% 111 bps 5.5% 56 bps 5.4% 4.2% 116 bps 
 (Source: Company, HDFC sec) 

 

Concerns 
Exposed to cyclicality of CV segment  
The company remains exposed to the cyclicality in the M&HCV industry; however, the company has diversified into off-
highway and other specialty segments in a small way over the past few years. 
 
Client concentration risks 
Heavy dependence on Ashok Leyland (accounted for 65% of total revenues during FY17); however, healthy market share 
and long term association with Ashok Leyland provides comfort. 
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Delays in ramping up sales of new products 
AAL has launched Slipper type suspension in Indian market. Delays in ramp up of sales of this and other new products could 
impact its revenues.  
 

Rising interest rate could hamper pick-up in economic activity 
Interest rates have been rising globally and yields have also increased India which might lead to RBI raising the repo rates. 
Increase in interest rate could dampen the expected pick-up in economic activity. 
 

Competition from global MNCs 
There is high competitive intensity in the industry with presence of international players like American Axles & 
Manufacturing Inc. and Dana Holding Corporation in the domestic market. Further ADR Axles India Pvt. Ltd., a fully-owned 
subsidiary of ADR Axles of Italy, has in Dec-2017 opened its new axle production facility at Pirangut in Pune. ADR, which 
supplies agricultural machinery all over the world, will develop products for two sectors in the Indian market, namely, 
agricultural business and road business, and will use two brand names ADR and SAE, both very famous in Europe, especially 
known for their advanced technology products. 
 

Dilution in axle load norms (like allowing 20-25% increase in load carrying capacity) in the new policy expected soon could 
result in setback in demand for new CVs and hence indirectly impact ancillary manufacturers like AAL.  
 

View and Valuation 
The Indian CV cycle has been on an upswing from July-2017, post the implementation of GST resulting in a strong show for 
auto ancillary manufacturers. Commercial Vehicle (CV) manufacturers in India are riding high with strong performance in 
Q1FY19. BSIV, GST woes seems to be fading away as the industry recorded over 51% growth by selling 2.55 lakh CVs in India 
as against 1.69 lakh units sold last year. With elections scheduled in 2019, there will be a rush to complete many 
infrastructure projects that is expected to improve the CV sales in India. The company has introduced Slipper type 
suspension after a study on Indian market having significant benefits over the current Bellcrank suspension used at just 10% 
of additional cost. It has introduced new products that combine suspension system with axle assembly and is looking 
forward to introduce integrated system combining suspension, axles and brakes in the near future.  
 

Early implementation of Bharat Stage VI emission control could trigger pre-buying of commercial vehicles. The upcoming 
Central Government elections in 2019 heightened economic activity might be witnessed to complete the outstanding 
projects and launch new projects before the Code of Conduct is implemented driving higher CV volumes. 
 

The Board of directors at their meeting on 8-May-18 approved expansion of capacities by 21% and 44% respectively to 
20,000 and 120,000 for Axle capacity Housing line and Brakes capacity. This will result in higher volume growth in FY20.  
 

At CMP of Rs 1,256 the stock quotes at 13.6x FY20E EPS. We feel investors could buy the stock at the CMP and add on dips 
to Rs 1,105-1,115 band (12x FY20E EPS) for sequential targets of Rs 1,480 (16x FY20E EPS) and Rs 1,615 (17.5x FY20E EPS) in 
four to six quarters.  
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Consolidated Financial Statements 
 

Income Statement                   Cash Flow statement 
Particulars FY16 FY17 FY18P FY19E FY20E  Particulars FY16 FY17 FY18P FY19E FY20E 

Income from operations 1086.0 1146.8 1519.4 1789.5 2165.1  Profit Before Tax 51.5 73.9 127.8 161.3 208.4 

Cost of materials consumed 781.3 820.5 1062.8 1254.4 1514.1  Depreciation  39.4 39.5 43.2 46.5 49.7 

Employee Cost 79.8 82.3 99.3 114.5 136.4  Others 5.8 6.2 -14.2 16.8 -4.1 

Other expenses 130.1 131.8 190.2 219.8 266.1  Change in working capital -22.0 8.8 -65.7 -84.2 -72.6 

Total expenses 991.2 1034.6 1352.3 1588.7 1916.6  Tax expenses -17.8 -31.3 -43.9 -53.2 -68.8 

EBITDA 94.7 112.2 167.1 200.7 248.5  CF from Operating activities 56.9 97.1 47.3 87.1 112.7 

Depreciation 39.4 39.5 43.2 46.5 49.7  Net Capex -28.3 -24.4 -14.9 -55.0 -45.0 

Other Income 56.9 74.8 128.4 162.3 209.6  Other investing activities 0.6 0.9 0.0 0.0 -30.0 

EBIT 1.6 2.0 4.5 8.0 10.8  CF from Investing activities -25.3 -22.5 -14.9 -55.0 -75.0 

Finance Cost 5.4 0.9 0.5 1.0 1.2  Proceeds from Eq Cap  0.0 0.0 0.0 0.0 0.0 

Profit Before Tax 51.5 73.9 127.8 161.3 208.4  Borrowings / (Repayments) -27.6 -28.8 0.0 0.0 0.0 

Tax Expenses 16.8 25.3 43.9 53.2 68.8  Dividends paid -1.8 -10.0 -24.5 -27.2 -36.3 

Profit After Tax 34.8 48.6 83.9 108.1 139.6  Interest paid -5.6 -0.9 -0.5 -1.0 -1.2 

Adj. PAT 34.8 48.6 83.9 108.1 139.6  CF from Financing activities -34.9 -39.8 -25.0 -28.2 -37.5 

EPS 23.0 32.1 55.5 71.5 92.4  Net Cash Flow -3.3 34.8 7.3 3.9 0.2 

 

Balance Sheet                      Financial Ratios 
Particulars FY16 FY17 FY18P FY19E FY20E  Particulars FY16 FY17 FY18P FY19E FY20E 

EQUITY AND LIABILITIES       EPS (Rs) 23.0 32.1 55.5 71.5 92.4 

Share Capital 15.1 15.1 15.1 15.1 15.1  Cash EPS (Rs) 49.1 58.3 84.1 102.3 125.3 

Reserves and Surplus 312.1 360.7 429.2 510.1 613.4  BVPS (Rs) 216.5 248.7 294.0 347.5 415.9 

Shareholders' Funds 327.2 375.8 444.3 525.2 628.6        

Long Term borrowings 1.1 0.0 0.0 0.0 0.0  PE (x) 54.6 39.1 22.6 17.6 13.6 

Deferred Tax Liabilities (Net) 6.7 1.1 -5.9 -5.9 -5.9  P/BV (x) 5.8 5.1 4.3 3.6 3.0 

Other Long Term Liabilities 0.0 0.0 0.7 0.9 1.1  Mcap/Sales (x) 1.7 1.7 1.2 1.1 0.9 

Long Term Provisions 3.4 4.9 4.6 8.5 8.3  EV/EBITDA 20.4 16.6 11.1 9.2 7.4 

Non-current Liabilities 11.2 6.0 -0.6 3.5 3.5        

Short Term Borrowings 28.8 0.0 0.0 0.0 0.0  EBITDAM (%) 8.7 9.8 11.0 11.2 11.5 

Trade Payables 137.1 168.8 256.2 264.4 296.3  EBITM (%) 5.2 6.5 8.4 9.1 9.7 

Other Current Liabilities 7.5 8.3 22.8 24.5 29.6  PATM (%) 3.2 4.2 5.5 6.0 6.4 

Short Term Provisions 14.9 4.8 5.7 10.6 10.3        

Current. Liabilities 188.4 181.8 284.6 299.4 336.2  ROCE (%)  15.8 20.4 31.3 33.5 36.3 

TOTAL 526.7 563.6 728.3 828.2 968.3  RONW (%) 11.0 13.8 20.5 22.3 24.2 
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ASSETS             

Fixed Assets       Current Ratio (x) 1.8 2.2 2.0 2.3 2.4 

Net Block 168.4 155.4 117.6 126.1 121.4  Quick Ratio (x) 1.2 1.6 1.5 1.7 1.8 

Capital work-in-progress 8.9 7.3 16.7 16.7 16.7  Debt-Equity (x) 0.1 0.0 0.0 0.0 0.0 

Non current Investments 0.0 0.0 0.0 0.0 0.0        

Long-Term Loans and Advances 8.5 5.5 0.1 5.4 10.8  Debtor days 67 74 84 80 77 

Other Non-current Assets 0.0 0.0 20.8 0.0 0.0  Inventory days 41 35 37 42 40 

Non-current Assets 8.5 5.5 20.9 5.4 10.8  Creditor days 50 60 69 61 56 

Current Investments 0.0 0.0 0.0 0.0 30.0        

Inventories 110.6 98.8 137.1 181.1 207.4        

Trade Receivables 198.0 231.4 350.0 391.7 456.3        

Cash and Bank Balances 0.3 35.1 44.5 48.4 48.6        

Short-Term Loans and Advances 31.2 30.1 0.6 4.9 5.9        

Other Current Assets 1.0 0.1 40.9 53.9 71.1        

Current Assets 341.0 395.5 573.1 680.0 819.4        

TOTAL 526.8 563.6 728.3 828.2 968.3        

(Source: Company, HDFC sec) 

One year Forward PE        Two year price chart 
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