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About the Company

Avalon Technologies Limited is one of the leading fully integrated Electronic Manufacturing
Services (EMS) companies with end-to-end operations in delivering box build solutions in India.
It provides a full stack product and solution suite, from printed circuit board (PCB) design and
assembly to the manufacturing of complete electronic systems (Box Build). It supplies to certain
global original equipment manufacturers (OEMs), including OEMs located in the United States,
China, Netherlands and Japan. Company’s capabilities include PCB design and assembly, cable
assembly and wire harnesses, sheet metal fabrication and machining, magnetics, injection
moulded plastics and end-to-end box build of electronic systems. Avalon caters to multiple
end-use industries across industrial, mobility, medical devices, solar, EVs, hydrogen and digital
communication and infrastructure. Avalon operates through 12 manufacturing facilities located
across India and USA. It has 10 facilities in India with 8 at Chennai and 2 in Bengaluru. The
facilities in USA are located at Atlanta and California. The Chennai facilities are located in an
SEZ which allows the company to import raw materials without duties as long as the finished
products are exported. The 13th facility at Chennai is currently under construction. The company
is coming out with an IPO, aggregating to Rs8,650mn comprising of fresh issue of Rs3,200mn
and OFS of Rs5,450mn. The price band is Rs415-436 while the post-issue market cap is seen
at Rs28.5bn at higher band. The funds will be utilised for debt repayment, funding incremental
working capital requirements and for general corporate purposes.

Integrated EMS Player with Diversified Manufacturing Capabilities

Avalon Technologies offers integrated solutions from PCB design and assembly, manufacture
of cable assembly and wire harnesses, sheet metal fabrication, sheet metal machining, plastic
injection moulding, magnetics and electro-mechanical integration which ultimately enables the
company to offer the end-to-end box build solutions. It is the only Indian EMS company having
manufacturing facilities in the USA. Each of the manufacturing facilities integrates manufacturing,
warehousing and logistics. The electronic manufacturing facilities comprise an aggregate of
66 production lines, consisting of 11 Surface Mount Technology (SMT) lines, 12 Through Hole
Technology (THT) lines and 43 assembly lines. It has separate lines for sheet metal fabrication,
machining, cable assembly and wire harnesses, magnetics and plastics.

Presence across Multiple End-User Industries

Avalon caters to diverse end-user segments. It offers solutions to clients operating in power, clean
energy, railways, aerospace, defence and medical industries. The products supplied to these
industries typically involve significant engineering content, stringent technical specifications,
high reliability, long lead time for customer acquisition, onboarding, prototyping, OEM approvals
and production which creates significant entry barriers for new entrants. Avalon focuses on NPD
(New Product Development) to build long-term customer relationships. The company had 29
customers for its box-build services as of Nov'22, contributing to 48.2% of its operating revenue.
It had an average relationship of 8 years, with customers who accounted for 80% of the revenue
in 8MFY23.

Financials in Brief

During FY20-22, its revenue has grown at a CAGR of 14%. Operating leverage has led to EBITDA
growing at a CAGR of 23% while adj. PAT has grown at a CAGR of 98% due to lower finance
costs. For 8MFY23, its revenue stood at Rs5,848mn while EBITDA stood at Rs681mn, EBIDTA
margin increased to 10.8% in 8MFY23 from average margin of 10.4% during FY20-FY22. Return
ratios have improved with RoCE increasing by 220bps to 19.8% over FY20-22. Asset turnover has
improved from 6.5x to 7.5x over the same period. Net D/E has also declined from 5.3x in FY20
to 3.5x in FY22. Company’s order book has grown from Rs 5,046.7mn in FY20 to Rs 8,578.7mn
in FY22 while the number of clients have expanded from 54 to 81 during the same period. Order
book has further grown to Rs11,902mn as of Nov'22 while the number of clients have increased
fo 89.

Our View

On FY23 annualized financials, the IPO is valued at 55.5x P/E at the upper price band which
is lower than its peers. The company is an integrated EMS provider with good diversification
among end-user industries and clients with strategic manufacturing locations. Its scope of work
requires complex designing, engineering, component procurement and manufacturing which
creates long lead times and consequently entry barriers. It is also likely to benefit from the ‘Make
in India” and the PLI schemes of the Govt which promotes local manufacturing of components
and electronics systems. The company intends to deleverage further which should further boost
profitability and improve return ratios. Considering the healthy business prospects for the
Indian EMS industry, company’s high return ratios and similar margins relative to peers and
valuation comfort at 55.5x P/E on annualised FY23 financials, we recommend SUBSCRIBE
to the issue.

IPO Details

Price Band (Rs) 415 - 436
Face Value (Rs) 2
Issue Open/Closing Date 3-Apr-23/6-Apr-23
Fresh Issues (mn) 7.3
OFS (mn) 12.5
Total Issue (mn) 19.8
Minimum Bid Qty. (Nos) 34
Issue Size (Rs bn)* 8.65
QIB / HNI / Retail 75%/15%/10%
Implied Market Cap (Rs bn)* 28.5
*At higher band

Obiject of the Issue

» Repayment of borrowings
» Funding capex requirements.
> General corporate purposes.

Key Risk

>

Disruption in the continuous operations of

manufacturing facilities.

Increase in the cost of raw material or, delay,
shortage or reduction in their supply.

Significant competitive pressures.

Defaults or delays in payment by a significant
portion of customers.

Foreign exchange fluctuations.

Failure to maintain optimal inventory levels.

May not be able to successfully develop new
production processes and adopt new original
design manufacturing capabilities.

Shareholding (%) Pre-Issue Post-Issue
Promoters 70.8 51.2
Others 29.3 48.8
Key Financials

(Rs mn) FY20 FY21 FY22
Revenue 6,419 6,905 8,407
EBITDA 645 661 975
EBITDA Margin (%) 10.0 9.6 1.6
PAT 123 231 682
PAT Margin (%) 1.9 33 8.1
EPS (Rs) 1.9 3.5 10.4
P/E (x) 231.0 123.3 41.8
EV/EBITDA (x) 48.0 47.3 32.3
EV/Sales (x) 4.8 4.5 3.8
Net Worth 34 282 872
RoE (%) 357.7 81.8 78.2
Gross Debt 2,743 3,163 3,177
Net Block 987 1,041 1,123
Net Asset Turnover (x) 6.5 6.6 7.5
Source: RHP
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Industry Data

Exhibit 1: Global Electronics Industry ($bn) CY16-26E

Exhibit 2: Global Electronics Manufacturing Market - Split ($bn),
CY16-26E
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Source: RHP, Statista ,New Venture Research, Frost & Sullivan Analysis

Exhibit 3: Electronics Market Segmentation by End-user
Industries (CY21)

Source: RHP, Statista ,New Venture Research, Frost & Sullivan Analysis

Exhibit 4: Global EMS Industry Market Size ($bn), CY2016-26E
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Source: RHP, Statista ,New Venture Research, Frost & Sullivan Analysis

Exhibit 5: Range of Services offered by EMS companies, global, CY2021

Source: RHP, Statista ,New Venture Research, Frost & Sullivan Analysis

PCB Assembly
Assemibly of components
o bare PCRs
Product Testing
Tesimg the product
perfonnance and
identifying defects
Prototype

Prototyping of electromics
sehematie on a breadboard
or another platonn

Electronics
Product Design Manufacturing
Conceptualizing and design Services
of electronic products
(Hardware desig, software
and frmmware design)

Box Build / System Integration
Housing of PCBA in a sall
enclosure; Brmging together the
component sub-systens milo one
sysien

Solutions Design

Diesigning the entire
solution for any specific
regquirenent

Repair and

Rework Services
Repiair aind
remmnfactunng
process

Source: RHP, Frost & Sullivan Analysis

2



ReLI/ANCe SECURITIES A RELIANCE CAPITAL COMPANY

Exhibit 6: Global EMS market - Segmentation by Major Exhibit 7: Global PCB Assembly Market ($bn), CY16-26E
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Exhibit 8: Indian Electronics Market - Split between Domestic Exhibit 9: Indian Domestic Electronics Production Market Split
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Exhibit 10: PCB Assembly Market in India Exhibit 11: Indian EMS Market
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Exhibit 12: Diversified Manufacturing Footprint
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Source: RHP
Exhibit 13: Revenue Contribution from various Facilities (Rs mn) Exhibit 14: Revenue Contribution from various Facilities (Rs mn)
30-Nov-22 FY20
» Fremont, California = Atlanta, Georgia = Fremont, California = Aflanta, Georgia
» Bengaluru, Karnataka = Chennai, Tamil Nadu = Bengalury, Karnataka = Chennai, Tamil Nadu
Source: RHP Source: RHP
Exhibit 15: Revenue Mix by Service Offering (November 30, 2022) Exhibit 16: Revenue Mix by Service Offering (FY20)
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Exhibit 17: Revenue Mix by End-Use (November 30, 2022)

Exhibit 18: Revenue Mix by End-Use ( FY20)
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Exhibit 19: Revenue Earned from Top Clients

Source: RHP

Exhibit 20: Weighted Average Capacity Utilization for the Group
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Disclaimer:

Reliance Securities Limited (RSL), the broking arm of Reliance Capital is one of the India’s leading retail broking houses. Reliance Capital is amongst India’s leading and most valuable
financial services companies in the private sector. Reliance Capital has interests in asset management and mutual funds, life and general insurance, commercial finance, equities and
commodities broking, wealth management services, distribution of financial products, private equity, asset reconstruction, proprietary investments and other activities in financial services.
The list of associates of RSL is available on the website www.reliancecapital.co.in. RSL is registered as a Research Analyst under SEBI (Research Analyst) Regulations, 2014

General Disclaimers: This Research Report (hereinafter called ‘Report) is prepared and distributed by RSL for information purposes only. The recommendations, if any, made herein are
expression of views and/or opinions and should not be deemed or construed to be neither advice for the purpose of purchase or sale of any security, derivatives or any other security
through RSL nor any solicitation or offering of any investment /trading opportunity on behalf of the issuer(s) of the respective securitylies) referred to herein. These information / opinions /
views are not meant fo serve as a professional investment guide for the readers. No action is solicited based upon the information provided herein. Recipients of this Report should rely
on information/data arising out of their own investigations. Readers are advised to seek independent professional advice and arrive at an informed trading/investment decision before
executing any frades or making any investments. This Report has been prepared on the basis of publicly available information, internally developed data and other sources believed by
RSL to be reliable. RSL or its directors, employees, dffiliates or representatives do not assume any responsibility for, or warrant the accuracy, completeness, adequacy and reliability of such
information / opinions / views. While due care has been taken to ensure that the disclosures and opinions given are fair and reasonable, none of the directors, employees, dffiliates or
representatives of RSL shall be liable for any direct, indirect, special, incidental, consequential, punitive or exemplary damages, including lost profits arising in any way whatsoever from the
information / opinions / views contained in this Report.

Risks: Trading and investment in securities are subject to market risks. There are no assurances or guarantees that the objectives of any of trading / investment in securities will be achieved.
The trades/ investments referred to herein may not be suitable to all categories of traders/investors. The names of securities mentioned herein do not in any manner indicate their prospects
or returns. The value of securities referred to herein may be adversely affected by the performance or otherwise of the respective issuer companies, changes in the market conditions,
micro and macro factors and forces affecting capital markets like interest rate risk, credit risk, liquidity risk and reinvestment risk. Derivative products may also be affected by various risks
including but not limited to counter party risk, market risk, valuation risk, liquidity risk and other risks. Besides the price of the underlying asset, volatility, tenor and interest rates may affect
the pricing of derivatives.

Disclaimers in respect of jurisdiction: The possession, circulation and/or distribution of this Report may be restricted or regulated in certain jurisdictions by appropriate laws. No action
has been or will be taken by RSL in any jurisdiction (other than India), where any action for such purposels) is required. Accordingly, this Report shall not be possessed, circulated and/
or distributed in any such country or jurisdiction unless such action is in compliance with all applicable laws and regulations of such country or jurisdiction. RSL requires such recipient to
inform himself about and to observe any restrictions at his own expense, without any liability to RSL. Any dispute arising out of this Report shall be subject to the exclusive jurisdiction of the
Courts in India.

Disclosure of Interest: The research analysts who have prepared this Report hereby certify that the views /opinions expressed in this Report are their personal independent views/opinions
in respect of the securities and their respective issuers. None of RSL, research analysts, or their relatives had any known direct /indirect material conflict of interest including any long/short
position(s) in any specific security on which views/opinions have been made in this Report, during its preparation. RSL's Associates may have other potential/material conflict of interest
with respect to any recommendation and related information and opinions at the time of publication of research report. RSL, its Associates, the research analysts, or their relatives might
have financial interest in the issuer company(ies) of the said securities. RSL or its Associates may have received a compensation from the said issuer companylies) in last 12 months for the
brokerage or non brokerage services.RSL, its Associates, the research analysts or their relatives have not received any compensation or other benefits directly or indirectly from the said
issuer company(ies) or any third party in last 12 months in any respect whatsoever for preparation of this report.

The research analysts has served as an officer, director or employee of the said issuer company(ies)?: No

RSL, its Associates, the research analysts or their relatives holds ownership of 1% or more, in respect of the said issuer company(ies).?: No

Copyright: The copyright in this Report belongs exclusively to RSL. This Report shall only be read by those persons to whom it has been delivered. No reprinting, reproduction, copying,
distribution of this Report in any manner whatsoever, in whole or in part, is permitted without the prior express written consent of RSL.

RSL's activities were neither suspended nor have defaulted with any stock exchange with whom RSL is registered. Further, there does not exist any material adverse order/judgments/
strictures assessed by any regulatory, government or public authority or agency or any law enforcing agency in last three years. Further, there does not exist any material enquiry of
whatsoever nature instituted or pending against RSL as on the date of this Report.

Important These disclaimers, risks and other disclosures must be read in conjunction with the information / opinions / views of which they form part of.

RSL CIN: U65990MH2005PLC154052. SEBI registration no. (Stock Broker: INZ000172433, Depository Participants: CDSL IN-DP-257-2016 IN-DP-NSDL-363-2013, Research Analyst:
INHO00002384); AMFI ARN No.29889.

....._________________________________________________________________[j|



		2023-03-30T19:53:52+0530
	SUMEET NIMISH SHAH




