: 4 Avalon
Avalon Technologies Ltd

Manufacturing your Success.

VENTURA

Kyon ki bhaiya, sabse bada rupaiya.


mailto:research@ventura1.com

W VENTURA 4 Avalon

Kyon ki bhaiya, sabse bada rupaiya.

manufacluring your sUccess

TABLE OF CONTENTS
Summary 03
Revenue Distribution 04
Company Products and Strengths 05
Manufacturing Facilities 06
Business Diversity 07
Key Growth Strategies 08
Key Risks and Concerns 09
Management Personnel and issue details 10
Financial Analysis 11
Disclaimer 12

2|Page (29" Dec 2022) For any further query, please email us on research@ventural.com


mailto:research@ventura1.com

M VENTURA 4 hvalon

Kyon ki bhaiya, sabse bada rupaiya. Lo s st

NOT RATED

Manufacturing your success.

Manufacturing Services (EMS) company (in India, in terms of revenue in Fiscal 2022)

Avalon Technologies Limited (ATL) is a leading fully integrated Electronic m

with end-to-end capabilities in delivering box-build solutions (source: F&S Report), Issue Details

with a focus on high-value precision-engineered products. Through a unique global Listing BSE & NSE
delivery model (source: F&S Report), they provide a full stack product and solution Open Date 3 Apr 2023
suite, right from printed circuit board (PCB) design and assembly to the manufacture Close Date 5% Apr 2023
of complete electronic systems (Box Build), to global original equipment Price Band INR 415-435
manufacturers (OEMs), including OEMs located in the United States, China, Face Value INR 2
Netherlands, and Japan. Through their end-to-end capabilities, they believe their Market Lot 34 shares
customers may achieve tangible benefits such as reduced manufacturing costs, Minimum Lot 1 Lot

improved supply chain management, and reduced inventory obsolescence.

During FY19-22, ATL’srevenue/ EBITDA grew at a CAGR of 14.4%/ 23.0% to INR 840.7

. . .. Offer for Sale 37%

cr/ INR 97.55 cr, respectively, while EBITDA and net margins improved by 116bps to - A 63%
0, 0, H

11.6% and 610bps to 8.0%, respectively. Issue Size (Amt) INR 865 cr

They have 12 manufacturing units located across the United States and India: Issue Size (Shares) 20,843,373

. | QIB Share (%) <75%

¢ 1 unit in Atlanta, Georgia, Non-Inst Share (%) > 15%

e 1 unit in Fremont, California, Retail Share (%) 210%

Pre issue sh (nos) 57,953,128

o 7 units in Chennai, Tamil Nadu, Post issue sh (nos) 65,292,577

e 1 unit in Kanchipuram, Tamil Nadu, Post issue M Cap INR 2,847 cr

¢ 2 units in Bengaluru, Karnataka. Shareholding (%) I(D‘;; P(c‘)ys;

() ()

Their electronic manufacturing facilities comprise an aggregate of 66 production Promoter 53.38 36.74

lines, consisting of 11 Surface Mount Technology (SMT) lines, 12 Through Hole Promoter Group 17.37  14.50

Technology (THT) lines, and 43 assembly lines. Public 29.25  48.76

TOTAL 100 100

Key Financial Data (INR Cr, unless specified)

R T Adj EBITDA Net Adj EPS NW RoE RoCE NAV

PAT (%) (%) X) X) (%) (%) (X)

FY20 641.9 64.5 12.3 10.0 1.9 2.2 46.6 2.7 24.0 8.9
FY21 690.5 66.1 23.0 9.6 3.3 4.0 60.0 1.5 17.3 11.2
FY22 840.7 97.5 68.1 11.6 8.0 11.3 87.2 1.2 29.2 15.6
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Revenue distribution based on geography:

2022 - 2021 ‘ 2020 |

Amount(XCr) % of Total Amount(XCr) % of Total | Amount(XCr) % of Total
United States of America 529.66 62.19% 435.96 62.65% 406.63 62.26%
India 322.00 37.81% 259.93 37.35% 246.52 37.74%
Total Income 851.66 100.00% 695.89 100.00% 653.15 100.00%
Chart Title
600
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406.63
400
322.00
300 259.93 246.52
200
100
0
1 2 3

B United States of America M India

Marquee Customers:
e Kyosan India Pvt Ltd.,
e Faiveley Transport Rail Technologies India Pvt Ltd.,
e TransDigm Technologies India Pvt Ltd.,
e Zonar Systems Inc.,
e Collins Aerospace (in mobility),
e Caire Inc (Medical Industry),
e e-Infochips Pvt Ltd.,
e Haas Automation, Inc. (Industrial Sector),
e TMEIC and Ohmium India Pvt Ltd.,
e The US Malabar Co.,
e Systech Corporation,
e Meggitt (Securaplane Technologies Inc)
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Company Products:
Avalon Technologies offers integrated design and manufacturing solutions for
domestic and internationally recognized OEMs, along with promising start-ups. Their
solutions spectrum spans EMS box builds, PCB assemblies, cable assembly and wire
harnesses, sheet metal fabrication, injection molded plastics, machining and
magnetics. They also offer design services and new product development services.

Products Sold ‘ 2022 ‘ 2021 ‘ 2020

Box Build 373.99 327.68 283.09
Printed Circuit Boards (PCBs) 296.17 242.95 228.61
Cables 84.64 63.54 54.51
Metal 35.16 29.12 45.48
Magnetics 26.57 8.78 6.79
Design 18.47 15.12 13.98
Plastics 5.74 3.30 9.41

Total 840.74 \

Revenue growth (%) 21.76%

Strengths of the business
1. End-to-end integrated solutions, providing a “One Stop Shop” for electronics and
electro-mechanical design and manufacturing services:

» Avalon Technologies is one of the few EMS companies in India that offers
one-stop services from PCB design and analysis to new product development
(NPD) and subsequent volume production. They focus on NPD as a means to
build long-term customer relationships. They are able to support NPD
initiatives by virtue of their diversified offerings and their ability to catalyze

transformation of products from the prototype stage to production.

2. High entry barriers to business through the collective cross-industry experience,
customer engagement capabilities and leading position in the high mix flexible
volume product manufacturing segment.

» Avalon Technologies has built long term relationships and as of November
30, 2022, they had an average relationship of 8 years, with customers who
accounted for 80% of their revenue. Their experience in offering EMS services
across product and industry verticals for customers globally for several years
serves as an entry barrier in the industry for any new entrants.

3. Well-diversified business leading to strong growth avenues.

» The company’s business is well-diversified, in terms of end-use industries,
customers, geographies and offerings. They have, over the years, diversified
and expanded their customer bases, and developed their operations to cater
to various end-use industries across multiple product capabilities.

4. Established relationships with marquee customer base.
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Company’s product portfolio has helped them forge strong relationships with
their major clients. They have established and will continue to focus on
strengthening longstanding relationships with well-known customers across
the end-use industries that they cater to.

5. Global delivery footprint with high quality standards and advanced manufacturing
and assembly capabilities.

>

The company currently operates through 12 manufacturing units, supported
by 1,783 permanent employees and 221 persons employed as contract
workers/temporary employees, as of November 30, 2022. Their
manufacturing facilities have an aggregate of 66 production lines.

6. Experienced board, management and operating team.

>

The promoters of the company have several decades of pioneering
experience in the field of EMS, and they have been instrumental in the
growth of the business. They also have a diversified Board of Directors, which
is supplemented by a strong management team with extensive experience in
the EMS sector and a proven track record of performance.

Manufacturing Facilities:

The company's manufacturing and assembly processes are carried
out at 4 different locations, including 2 in India (Karnataka and
Tamil Nadu) and 2 in the US (California and Georgia).

Their facilities house 66 production lines in total, including 11 SMT
lines, 12 THT lines, and 43 assembly lines. They have both
dedicated and flexible production and assembly lines. They offer
specialised, dedicated lines that are made for a select few
particular clients, including e-Infochips Pvt Ltd and Kyosan India Pvt
Ltd.

For any further query, please email us on research@ventural.com
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¥
Atlanta, Georgia (GA)

Business Diversity:

They have a wide range of offerings and may be found in almost all key industry sectors,
including clean energy, mobility, industry, communication, and healthcare. Clean
energy accounted for 20.28% of sales in Fiscal 2022 and 23.36% in the eight months
that concluded on November 30, 2022, respectively. They also serve sectors including
aerospace, defence, and healthcare that demand very precise manufacturing.

Electronic Manufacturing Services:

v" PCB Design and Assembly: The company is a leading EMS provider serving
customers across the globe. They are an end-to-end service provider of PCBAs,
with in-house capabilities to support the entire value chain for their customers.
Their services and capabilities include Printed Circuit Board (PCB) Design and
Analysis; Printed Circuit Board Assembly (PCBA) and Inspection and Test

v' Metal/Sheet Metal Fabrication: Sheet metal fabrication is the process of
forming desired shapes from metal sheets using various manufacturing
methods. They are an AS 9100D and ISO 9001:2015 certified company for
sheet metal fabrications.

v' Cable Assembly and Wire Harnesses: The company’s cable assembly and
wire harness assemblies cover commercial and military applications and

For any further query, please email us on research@ventural.com
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designs, which are customizable to suit specific demands of their customers.
They maintain an integrated manufacturing facility for custom wire harnessing
and over-moulding, which is equipped to carry out processes such as
automatic wire stripping, cutting, crimping, soldering, laser stripping and
harness braiding. They also provide test solutions for high quality mould and
die fixtures.

Magnetics: Company’s magnetics division, the products and services include
the following:

1. Transformers: Transformers are used in various industries including
aerospace, industrial and pharmaceuticals. They also manufacture
power transformers, current transformers, ferrite transformers and
fly back transformers.

2. Chokes and Inductors: The company manufactures common mode
and differential mode chokes, powered iron core inductors, ferrite
core inductors, laminated core inductors and ferrite rod inductors.

3. Injection Moulded Plastics: The company specialises in small precise
plastic injection moulded parts for a variety of applications including
aerospace. They use various types of plastic resins and additives in
their injection moulding process.

For any further query, please email us on research@ventural.com
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Key Growth Strategies:

9|Page (29" Dec 2022)

1. Create high growth opportunities for the existing offerings.
» With the emergence of the trend to add new applications by leading

manufacturers to their portfolios, a number of opportunities have arisen for
power electronic devices such as transformers, chokes and inductors, for the
control and operation of heavy machinery. Electric vehicles are one of the key
growth opportunity verticals, due to the technology transformation currently
underway with autonomous car development and electric vehicle
commercialization activities.

2. Invest in expanding the technological capabilities and manufacturing capacities.
» The company’s existing manufacturing facilities in Tamil Nadu are located on

0.37 msf, of which they are utilizing only 0.26 msf, as of November 30, 2022,
which leaves additional area for any expansion which may be required. This
includes their proposed new manufacturing facility in MEPZ, Chennai,
through which they will increase their capacity for PCBA and Box build.

3. Sustain and cater to high growth sunrise industry sectors such as clean energy and
emerging communication technologies.

» Clean Energy: The company caters to 14 customers within the clean energy

sector, as of November 30, 2022 and, since 2020, they have onboarded 3 new
customers within this industry, including Ohmium India Pvt Ltd. Revenues
from clean energy is expected to grow at a CAGR of 87.3%, to reach X76
billion by Fiscal 2026.

Communication Technology: The company caters to 11 customers in the
communication technology sector, as of November 30, 2022, and since 2020,
they have onboarded 3 new customers within this industry, including
LiveView Technologies, Inc.

4. Consolidate and expand the position in global markets for existing industry verticals.
» The company intends to continue to consolidate their position in well-

established end-use industries including industrial, communications,
mobility, and medical devices.

5. Continue to build on hybrid model of delivery leveraging access to high value market
and low-cost production base.
» The company is ideally poised to offer a hybrid model of delivery to their

customers and through this model, they offer 2 modes of delivery, depending
on customer preference: 1. The automated portion of manufacturing is done
in their manufacturing facilities in the US, and the labour intensive portion is
done in India and the product is configured in the US; 2. Cater directly to
customers in the US from their Indian manufacturing bases, leveraging high
value markets and optimal cost. manufacturing in India.

For any further query, please email us on research@ventural.com
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Key Risks & Concerns
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Any disruption in the continuous operations of its manufacturing facilities would have
a material adverse effect on the business, results of operations, and financial
condition.

They source their raw materials from suppliers, primarily on a purchase order basis.
There is a possibility that the suppliers may not perform their contractual obligations
in a timely manner, or at all. Any increase in the cost of raw materials or components,
delay, shortage, interruption, or reduction in the supply of raw materials and major
production inputs to manufacture their products may adversely affect the business,
results of operations, cash flows, and financial condition.

The markets in which its customers compete are characterized by rapidly changing
preferences and other related factors, including lower manufacturing costs. As a result,
the company may be affected by any disruptions in downstream industries.

The current and continuing impact of the COVID-19 pandemic, or a similar public
health threat, could adversely affect its business, financial condition, and results of
operations.

The global nature of its operations exposes it to numerous risks that could materially
adversely affect the financial condition and the results of operations.

They may not be able to successfully develop new production processes and adopt

new original design manufacturing capabilities if they are unable to identify emerging
trends and are not able to predict customer preferences.

For any further query, please email us on research@ventural.com
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Management Team

Key Person Designation Details

He holds a bachelor’s degree in mechanical engineering from PSG College of

Kunhamed Bicha Chairman and MD Technology and a master’s degree in science (industrial engineering) from
Wichita State University. He has been associated with the Company since its
incorporation.

He holds a bachelor’s degree in mechanical engineering from Annamalai
President University, a master’s degree in business administration from Cochin University

of Science and Technology, and a master’s degree in science (industrial

engineering) from Wichita State University. He has been associated with the

Bhaskar Srinivasan

Company since its incorporation.

He holds a bachelor’s degree in civil engineering from Birla Institute of

R M Subramanian CFO
Technology and Science and a post graduate diploma in management from
Indian Institute of Management, Bangalore. He has several years of experience
in the financial and accounting functions.
She holds a Bachelor’s of Economics degree from St. Joseph College,Bangalore,
Nandita Abraham Independent and a Master’s Degree in Textile -Tech (Product Development) from the
Director University of Thomas, Jefferson, Philadelphia, USA. She brings with her over 30

years of prior experience in general management.

Source: Company Reports

Issue Structure and Offer Details

The proposed fresh issue size of ATL is INR 320 cr and the price band for the issue
is in therange of INR 412-436 and the bid lot is 34 shares and multiples thereof.

Issue Structure

Investor Category Allocation No. of shares
offered
(0]:] Not more than 75% of the Offer 14,879,588
NIB Not less than 15% of the Offer 2,975,917
Retail Not less than 10% of the Offer 1,983,944

Number of shares based on a higher price band of INR 436

Source: Company Reports
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ATL’s Financial Summary analysis

Figin INR Cr (unless specified) FY20 FY21  FY22|@Figin INR Cr (unless specified) FY20 FY21  FY22

Income Statement Per share data & Yields

Revenue 6419 690.5 840.7 Adjusted EPS(INR) 7226 1,345.8 3,955.1
YoY Growth (%) 7.6 21.8  Adjusted Cash EPS (INR) 1693.7 23319 5,0317
Raw Material Cost 4113 456.0 554.1 Adjusted BVPS (INR) 2158 11,7663 5,459.7
RM Cost to Sales (%) 641 660 659 Adjusted CFO pershare (INR) 41155 3454 8678
Employee Cost 1162 1192 1314 CFOYield (%) 30395 2551 6409
Employee Cost to Sales (%) 181 173 156  Adjusted FCF per share (INR) 2,326.3 (2,020.5) (1,021.3)
Other Expenses 499 499  57.7 FCFYield (%) 1,718.1 (1,492.2) (754.3)
Other Exp to Sales (%) 7.8 7.2 6.9

EBITDA 645 654 975 SolvencyRatio (X)

Margin (%) 10.0 95 116 Total Debt to Equity 72.1 10.5 34
YoY Growth (%) 14 49.2  NetDebt to Equity 64.4 93 33
Depreciation & Amortization 15.5 15.7 17.2 Net Debt to EBITDA 34 4.0 2.9
EBIT 490 496 804

Margin (%) 7.6 7.2 9.6 Return Ratios (%)

YoY Growth (%) 13 620 Returnon Equity 24.8 35.9 72.4
Other Income 113 6.2 109 Returnon Capital Employed 134 112 16.6
Finance Cost 450 270 248 Returnon Invested Capital 18.2 154 21.7
Interest Coverage (X) 1.1 18 32

Exceptional ltem 0.0 00  20.0 Working Capital Ratios

PBT 153 288 864 Payable Days(Nos) 77 67 51
Margin (%) 24 42 103 Inventory Days (Nos) 88 77 101
YoY Growth (%) 885 199.8  Receivable Days(Nos) 65 9 77
Tax Expense 30 57 183 NetWorking Capital Days (Nos) 76 106 127
Tax Rate (%) 194 199  21.1  Net Working Capital to Sales (%) 20.8 29.0 34.7
PAT 123 23.1 68.2

Margin (%) 19 33 8.1  Valuation (X)

YoY Growth (%) 873 1953 P[E 0.2 0.1 0.0
Min Int/Sh of Assoc (08)  (16)  (5.0) P/BV 0.6 0.1 0.0
Net Profit 115 215 632 EV/EBITDA 35 4.0 29
Margin (%) 18 3.1 7.5 EV/Sales 03 0.4 03
YoY Growth (%) 8.2 1939

Source: Ventura Research
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Disclosures and Disclaimer

Ventura Securities Limited (VSL) is a SEBI registered intermediary offering broking, depository and portfolio management services to clients. VSL is member of BSE, NSE
and MCX-SX. VSL is a depository participant of NSDL. VSL states that no disciplinary action whatsoever has been taken by SEBI against it in last five years except
administrative warning issued in connection with technical and venial lapses observed while inspection of books of accounts and records. Ventura Commodities Limited,
Ventura Guaranty Limited, Ventura Insurance Brokers Limited and Ventura Allied Services Private Limited are associates of VSL. Research Analyst (RA) involved in the
preparation of this research report and VSL disclose that neither RA nor VSL nor its associates (i) have any financial interest in the company which is the subject matter
of this research report (ii) holds ownership of one percent or more in the securities of subject company (iii) have any material conflict of interest at the time of publication
of this research report (iv) have received any compensation from the subject company in the past twelve months (v) have managed or co-managed public offering of
securities for the subject company in past twelve months (vi) have received any compensation for investment banking merchant banking or brokerage services from the
subject company in the past twelve months (vii) have received any compensation for product or services from the subject company in the past twelve months (viii) have
received any compensation or other benefits from the subject company or third party in connection with the research report. RA involved in the preparation of this
research report discloses that he / she has not served as an officer, director or employee of the subject company. RA involved in the preparation ofthis research report
and VSL discloses that they have not been engaged in the market making activity for the subject company. Our sales people, dealers, traders and other professionals
may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein. We may have
earlier issued or may issue in future reports on the companies covered herein with recommendations/ information inconsistent or different those made in this report. In
reviewing this document, you should be aware that any or all of the foregoing, among other things, may give rise to or potential conflicts of interest. We may rely on
information barriers, such as "Chinese Walls" to control the flow of information contained in one or more areas within us, or other areas, units, groups or affiliates of VSL.
This report is for information purposes only and this document/material should not be construed as an offer to sell or the solicitation of an offer to buy, purchase or
subscribe to any securities, and neither this document nor anything contained herein shall form the basis of or be relied upon in connection with any contract or
commitment whatsoever. This document does not solicit any action based on the material contained herein. It is for the general information of the clients / prospective
clients of VSL. VSL will not treat recipients as clients by virtue of their receiving this report. It does not constitute a personal recommendation or take into account the
particular investment objectives, financial situations, or needs of clients / prospective clients. Similarly, this document does not have regard to the specific investment
objectives, financial situation/circumstances and the particular needs of any specific person who may receive this document. The securities discussed in this report may
not be suitable for all investors. The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives. Persons
who may receive this document should consider and independently evaluate whether it is suitable for his/ her/their particular circumstances and, if necessary, seek
professional/financial advice. And such person shall be responsible for conducting his/her/their own investigation and analysis ofthe information contained or referred
toin this document and of evaluating the merits and risks involved in the securities forming the subject matter of this document. The projections and forecasts described
in this report were based upon a number of estimates and assumptions and are inherently subject to significant uncertainties and contingencies. Projections and
forecasts are necessarily speculative in nature, and it can be expected that one or more of the estimates on which the projections and forecasts were based will not
materialize or will vary significantly from actual results, and such variances will likely increase over time. All projections and forecasts described in this report have been
prepared solely by the authors of this report independently of the Company. These projections and forecasts were not prepared with a view toward compliance with
published guidelines or generally accepted accounting principles. No independent accountants have expressed an opinion or any otherform of assurance on these
projections or forecasts. You should not regard the inclusion of the projections and forecasts described herein as a representation or warranty by VSL, its associates,
the authors of this report or any other person that these projections or forecasts or their underlying assumptions will be achieved. For these reasons, you should only
consider the projections and forecasts described in this report after carefully evaluating all of the information in this report, including the assumptions underlying such
projections and forecasts. The price and value of the investments referred to in this document/material and the income from them may go down as well as up, and
investors may realize losses on any investments. Past performance is not a guide for future performance. Future returns are not guaranteed and a loss of original capital
may occur. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without
notice. We do not provide tax advice to our clients, and all investors are strongly advised to consult regarding any potential investment. VSL, the RA involved in the
preparation of this research report and its associates accept no liabilities for any loss or damage of any kind arising out of the use of this report. This report/document
has been prepared by VSL, based upon information available to the public and sources, believed to be reliable. No representation or warranty, express or implied is
made that it is accurate or complete. VSL has reviewed the report and, in so far as it includes current or historical information, it is believed to be reliable, although its
accuracy and completeness cannot be guaranteed. The opinions expressed in this document/material are subject to change without notice and have no obligation to
tell you when opinions or information in this report change. This report or recommendations or information contained herein do/does not constitute or purport to
constitute investment advice in publicly accessible media and should not be reproduced, transmitted or published by the recipient. The report is for the use and
consumption of the recipient only. This publication may not be distributed to the public used by the public media without the express written consent of VSL. This report
or any portion hereof may not be printed, sold or distributed without the written consent of VSL. This document does not constitute an offer or invitation to subscribe
for or purchase or deal in any securities and neither this document nor anything contained herein shall form the basis of any contract or commitment whatsoever. This
document is strictly confidential and is being furnished to you solely for your information, may not be distributed to the press or other media and may not be reproduced
or redistributed to any other person. The opinions and projections expressed herein are entirely those of the author and are given as part of the normal research activity
of VSL and are given as of this date and are subject to change without notice. Any opinion estimate or projection herein constitutes a view as of the date of this report
and there can be no assurance that future results or events will be consistent with any such opinions, estimate or projection. This document has not been prepared by
or in conjunction with or on behalf of or at the instigation of, or by arrangement with the company orany of its directors or any other person. Information in this
document must not be relied upon as having been authorized or approved by the company or its directors or any other person. Any opinions and projections contained
herein are entirely those of the authors. None of the company or its directors or any other person accepts any liability whatsoever for any loss arising from any use of this
document or its contents or otherwise arising in connection therewith. The information contained herein is not intended for publication or distribution or circulation in
any manner whatsoever and any unauthorized reading, dissemination, distribution or copying of this communication is prohibited unless otherwise expressly authorized.
Please ensure that you have read “Risk Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities and Exchange Board of India
before investing in Securities Market.

Ventura Securities Limited - SEBI Registration No.: INH000001634

Corporate Office: I-Think Techno Campus, 8t Floor, ‘B’ Wing, Off Pokhran Road No 2, Eastern Express Highway, Thane (W) — 400608
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