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BSE SENSEX S&P CNX 
73,872 22,406  
 
 
 
 
 
Bloomberg AVALON IN 
Equity Shares (m) 65 
M.Cap.(INRb)/(USDb) 34.5 / 0.4 
52-Week Range (INR) 732 / 347 
1, 6, 12 Rel. Per (%) 1/-14/- 
12M Avg Val (INR M) 245 

 
Financials & Valuations (INR b) 
Y/E Mar FY24E FY25E FY26E 
Sales 8.8 11.3 14.7 
EBITDA 0.7 1.2 1.7 
PAT 0.3 0.7 1.1 
EBITDA (%) 7.7 11.0 11.8 
EPS (INR) 4.8 11.4 17.4 
EPS Gr. (%) (46.7) 136.7 52.2 
BV/Sh. (INR) 87.3 98.7 116.1 
Ratios    
Net D/E (0.2) (0.2) (0.2) 
RoE (%) 5.7 12.3 16.2 
RoCE (%) 5.8 11.8 15.9 
Valuations    
P/E (x) 109.4 46.2 30.4 
EV/EBITDA (x) 48.7 26.7 19.0 

 
Shareholding pattern (%) 
As on Dec-23 Sep-23 Dec-22 
Promoter 51.0 51.1 0.0 
DII 17.1 16.3 0.0 
FII 5.7 9.2 0.0 
Others 26.3 19.7 0.0 
Note: FII includes depository receipts 
 
 
 

Stock performance (one-year) 

 
 

 CMP: INR526                 TP: INR610 (+16%)                            Buy 
 

US business to bounce back in medium term; near-
term headwinds persist 
AVALON is uniquely placed in the Indian EMS sector as it is the only company with a 
manufacturing base in the US (~23% of total production) and serves various 
emerging and fast-growing end-user industries such as clean energy, mobility, and 
medical technology. 
 Currently, AVALON is witnessing a slowdown in its US business, resulting in a 

revenue decline and losses in the region. The poor performance of its US 
business (reported loss of ~INR200m in 9MFY24) has overshadowed the healthy 
performance of its Indian operations. 

 However, we believe that the execution of new orders and an increase in order 
flows, led by positive traction in the end-user industries, will drive a recovery in 
the US business in the medium term. We estimate a ~30% revenue CAGR for the 
US business over FY24-26. 
 

Traction in end-user industry and cost rationalization to aid US 
recovery 
 US business forms a major part of AVALON’s revenues – ~59%/53% of 

consolidated sales in FY23/9MFY24. 
 However, the business is currently facing a leaner patch, reporting a loss 

of INR200m in 9MFY24. The weak demand environment (with high 
inflation and interest rates) in the US is leading to sluggishness in 
business. 

 Although we expect the weakness to persist in the near term (with US 
business expected to record revenue decline for FY24), the positive 
momentum in end-user industries (especially clean energy) and the 
execution of new/expected orders should drive recovery in the medium 
term. 

 Further, AVALON has taken several initiatives in response to short-term 
challenges in US business. These measures include the optimization of 
expenses, especially personnel costs (one of the largest expenses for 
business), and product allocation from US facilities to Indian plants (~50% 
of customers have already agreed). 

 Going ahead, we expect the traction in business and cost optimization 
measures to lead to a recovery in financial performance in 1HFY25, which 
will further improve in 2HFY25. 

 
Accelerating shift to clean energy and industrial modernization to 
drive next leg of growth 
 While AVALON is optimizing its cost structure in the US, it is bolstering its 

business development team in the region (on-boarded multiple seasoned 
professionals with rich experience over last couple of quarters), 
recognizing the significant market opportunity in the region. 

 Despite challenges in the US, the company has been able to retain all its 
customers and continues to onboard new global marquee customers. 
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 AVALON has received orders from Lunar Energy, a California-based clean energy 
company, tapping into the US home solar electrification drive. However, Sunrun, 
a key client of Lunar Energy and a leader in the US residential solar market 
(~16% market share), is witnessing near-term headwinds, leading to a lag in the 
acceleration of orders. (Mentioned in detail below) 

 Going ahead, Sunrun expects healthy traction in business to accelerate 
(expected annual industry growth rate of ~16%) as its management believes 
“the market is very underpenetrated (current penetration rate of ~4.4%) and 
currently the company is at the beginning of a massive transition toward 
electrification, where Sunrun can provide a reliable source of clean energy for 
millions of household.” 

 While another client, Ohmium International (US-based green hydrogen 
company), within the clean energy segment has raised USD250m in 1QFY24 to 
expand its annual electrolyzer manufacturing capacity to ~2 GW. It has recently 
received approval from the Indian government for setting up ~137 MW 
electrolyser capacity and the company plans to announce multiple projects in 
India in the upcoming quarters. 

 Accordingly, we expect AVALON to be a key beneficiary of the rising shift toward 
clean energy.  

 Moreover, the company is also witnessing traction in the industrial segment and 
has received a large order for the industrial surveillance system from a new 
major customer in the US. 

 Further, AVALON expects potential orders from a mega CNC machine 
manufacturing company (key beneficiary of Industry 4.0; Global CNC machine 
industry to register ~10% CAGR over CY23-30E), which will further bolster its 
growth runway in coming years. 

 Accordingly, we believe that despite facing headwinds in FY24 (US revenues are 
expected to decline ~22% YoY), the US business will recover in the medium 
term, delivering ~30% revenue CAGR over FY24-26E. 

 
Valuation and view 
 We believe there are two key growth drivers for AVALON: 1) an increase in the 

mix of box build through new orders or increasing the wallet share from existing 
customers; and 2) order flows from high-growth/high-margin industries such as 
Clean Energy, Railways and Aerospace. However, the ongoing slowdown in the 
US business will have a short-term impact on AVALON’s revenue and 
profitability. 

 We estimate AVALON to deliver a CAGR of 16%/15%/29% in 
revenue/EBITDA/adj. PAT over FY23-26. We retain our BUY rating on the stock 
with a TP of INR610 (35x FY26E EPS). 
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           STORY IN CHARTS  
 

Exhibit 1: Estimate revenue CAGR of 16% over FY23-FY26 

 
Source: MOFSL, Company 

Exhibit 2: EBITDA to register CAGR of 15% 

 
Source: MOFSL, Company 

 

Exhibit 3: EBITDA margin trend 

 
Source: MOFSL, Company 

Exhibit 4: Adj. PAT CAGR of 29% over FY23-26E 

 
Source: MOFSL, Company 

 

Exhibit 5: Working capital days to improve to 125 days by 
FY26E… 

 
Source: MOFSL, Company 

 
Exhibit 6: …leading to decent cash flow generation 

 
Source: MOFSL, Company 

 

Exhibit 7: Healthy return ratios 

 
Source: MOFSL, Company 

Exhibit 8: Business mix going forward (%) 

 
Source: MOFSL, Company 
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Traction in end user industries to aid medium-term recovery, accelerate 
long term growth 
 US business forms a major part of AVALON’s revenues – ~59%/53% of 

consolidated sales in FY23/9MFY24. 
 Currently, US business is seeing a leaner patch (reported loss of INR200m in 

9MFY24) due to the weak demand environment, high inflation and high interest 
rates. 

 Clean energy is one of the significant end-user industries for AVALON’s US 
business. The segment accounts for ~19%/25% of AVALON’s total revenue in 
9MFY24/FY23. 
 

Exhibit 9: US business accounts for over 50% of consolidated 
sales 

 
Source: Company, MOFSL 

Exhibit 10: Clean energy accounts for ~25% of total revenues 
in FY23. 

 
Source: Company, MOFSL 

 
 US clean energy companies witnessed a difficult period amid high interest rates 

and high inflation, leading to a lag in efforts to combat climate change. 
 The interest rates in the US are currently at 22-year high levels, hurting growth-

oriented companies in the clean energy space by significantly driving up the 
borrowing cost, while the high inflation has sliced away the profits that were 
expected from the planned projects, making them prone to cancellations. 

 However, AVALON is witnessing green shoots as order flows from its clients in 
the clean energy segment have picked up. The commissioning and ramp-up of 
these orders should lead the recovery for the company in the medium term.  

 
Exhibit 11: US inflation trend 

 
Source: World bank, US inflation calculator, Company, MOFSL 

Exhibit 12: US interest rate trend 

 
Source: Fred.org, Company, MOFSL 
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Exhibit 13: Long-term key clients of AVALON in the Clean Energy space. 
Serial 

No 
Client Name Overview Headquarters 

Location 
1 Lunar Energy Lunar Energy specializes in innovative solar power and renewable energy solutions, focusing on 

sustainability and clean energy technologies. They are known for their commitment to providing 
clean energy solutions. 

California, US 

2 Ohmium Ohmium is a company that addresses global energy challenges with advanced energy 
technologies, particularly in the clean energy sector. Their core strength lies in providing clean 
energy solutions. 

California, US 

3 FTC Solar FTC Solar is a leading provider of solar tracking and racking solutions, enhancing the efficiency 
and performance of solar energy systems. They excel in optimizing solar energy generation. 

Texas, US 

4 TMEIC Toshiba Mitsubishi-Electric Industrial Systems Corporation (TMEIC) is a global leader in industrial 
systems and electronics. They specialize in energy and industrial solutions, contributing to 
various sectors. 

Tokyo, Japan 

5 Plug Power Plug Power specializes in hydrogen and fuel cell solutions, offering clean and sustainable energy 
solutions for mobility and power generation. Their unique strength lies in hydrogen and fuel cell 
technology. 

New York, US 

 

Source: Company, MOFSL 
 

Home Solar Electrification – A massive opportunity 
 Lunar Energy, a key client of AVALON in the clean energy space, is set to tap into 

the massive US home solar electrification drive, along with its key investor and 
client Sunrun. 

 Sunrun is a leader in the US residential solar market with a market share of 
~16%. However, it is witnessing near-term headwinds such as rising interest 
costs (which make investment required for installing solar system less viable) 
and change in policy in key market of California (reduced compensation for 
sending back energy to grid by ~75%). 

 In spite of the headwinds, the company is confident that long-term value drivers 
remain intact and the challenging demand environment is an opportunity to 
strengthen its long-term leadership position in the industry. 

 Going ahead, the rising cost of utility energy (expected to continue to rise for 
the next decade), coupled with declining costs of solar modules and batteries 
(expected to decline further by ~34-64% over next decade), will be key drivers 
for the industry. 

 Sunrun’s management believes that the market is very underpenetrated (only 
3.8m out of ~88m addressable US homes have access to solar energy; 
penetration of just ~4.4% ) and currently they are at the beginning of a massive 
transition toward electrification, driving more electricity use at homes. The 
company can offer an affordable, reliable source of clean energy (solar power) 
for millions of households. 

 Home solar electrification is a colossal opportunity and even assuming a ~16% 
average annual industry growth rate for the next 10 years, the overall 
penetration is expected to improve to ~18% by CY32E. 

 This is further supported by the Bipartisan Infrastructure Law (BIL) investments, 
under which ~USD76b is allocated toward clean energy-related initiatives 
(excluding the EV related investments). 

 Therefore, as and when the home solar electrification business in US picks up 
pace, Sunrun and Lunar, and in turn AVALON, are likely to be one of the key 
beneficiaries in the space.  

 Accordingly, we expect the order inflows for AVALON in this space to further 
accelerate going ahead. 
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Exhibit 14: US solar home electrification drive expected to witness 16% annual growth 

 
Source: Sunrun, Company, MOFSL 

 
Exhibit 15: Increasing cost of utility energy in US (average 
price per KWhr of electricity in US residential sector) 

 
Source: Sunrun, Company, MOFSL 

 
Exhibit 16: Declining cost of solar modules and battery 

 
Source: Sunrun, Company, MOFSL 

 
Green Hydrogen – Sustainable Energy of Future 
 Ohmium International, a leading green hydrogen company, is one of the large 

clients of AVALON. The company has raised USD250m in 1QFY24 to expand its 
annual electrolyzer manufacturing capacity to ~2 GW. The company plans to 
announce multiple projects in India in the upcoming quarters. 

 Further, Ohmium has recently received approval from the Indian government to 
set up 137MW capacity in India under the electrolyzer incentive scheme with a 
total outlay INR44.4b. 

 The global green hydrogen market was valued at ~USD6.3b in CY23 and is 
expected to reach ~USD134b by CY32, clocking a ~41% CAGR over the period 
(Source: Precedence research). 

 The growing opportunity in the global green hydrogen market is again a large 
opportunity for AVALON to capitalize on with its expertise in the clean energy 
segment and its existing relationships with key global players. 
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https://www.precedenceresearch.com/green-hydrogen-market#:%7E:text=The%20global%20green%20hydrogen%20market,40.6%25%20from%202023%20to%202032.
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Exhibit 17: Global Green hydrogen market 

 
Source: Company, MOFSL 

 
 Apart from this, the company is also witnessing traction in the industrial 

segment with a recent order for the industrial surveillance system from a new 
major customer in the US.  

 The global industrial security systems market was valued at ~USD51.5b in CY22 
and is expected to grow to ~USD91.7b CY30, clocking a ~7.5% CAGR over the 
period. (Source: Zion market research). 
 

Exhibit 18: Industrial surveillance system (part of industrial security system market) 

 
Source: Zion market research, Company, MOFSL 

 
 Further, AVALON expects potential orders from a mega CNC machine 

manufacturing company, which will further bolster its growth runway in coming 
years. 

 Globally, CNC machine industry (~USD60.9b market) is likely to benefit from 
‘Industry 4.0’ (combining physical production and operations with smart digital 
technology, such as IoT and machine learning), registering ~10% CAGR over 
CY23-30E.  

 Accordingly, factoring in the execution of new orders over the next few quarters 
and an increase in order flows led by positive traction in the end-user industries, 
we expect the US business to recover in the medium term, registering a ~30% 
revenue CAGR over FY24-26E.  
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Financials and valuations 
 

Consolidated - Income Statement             (INR m) 
Y/E March   FY20 FY21 FY22 FY23 FY24E FY25E FY26E 
Total IncoCme from Operations   6,419 6,905 8,407 9,447 8,814 11,282 14,666 
    Change (%)   NA 7.6 21.8 12.4 -6.7 28.0 30.0 
RM Cost   4,128 4,574 5,552 6,067 5,647 7,322 9,460 
Employees Cost   1,162 1,192 1,314 1,605 1,829 1,929 2,493 
Other Expenses   484 478 566 647 656 790 983 
Total Expenditure   5,774 6,243 7,432 8,319 8,132 10,041 12,936 

% of Sales   90.0 90.4 88.4 88.1 92.3 89.0 88.2 
EBITDA   645 662 975 1,128 682 1,241 1,731 
    Margin (%)   10.0 9.6 11.6 11.9 7.7 11.0 11.8 
Depreciation   155 158 172 197 241 280 326 
EBIT   490 504 803 931 441 961 1,404 
Int. and Finance Charges   450 270 248 348 165 78 29 
Other Income   113 54 309 144 150 147 191 
PBT bef. EO Exp.   153 288 864 727 426 1,029 1,566 
EO Items   0 0 0 0 0 0 0 
PBT after EO Exp.   153 288 864 727 426 1,029 1,566 
Total Tax   30 58 183 202 111 283 431 
    Tax Rate (%)   19.4 19.9 21.1 27.8 26.0 27.5 27.5 
Minority Interest   8 16 50 0 0 0 0 
Reported PAT   115 215 632 525 315 746 1,135 
Adjusted PAT   115 215 632 525 315 746 1,135 
    Change (%)   NA 86.1 193.9 -16.9 -40.0 136.7 52.2 
    Margin (%)   1.8 3.1 7.5 5.6 3.6 6.6 7.7 
                  
Consolidated - Balance Sheet               (INR m) 
Y/E March   FY20 FY21 FY22 FY23 FY24E FY25E FY26E 
Equity Share Capital   15 16 16 116 131 131 131 
Preference Capital   356 388 388 0 0 0 0 
Total Reserves   450 584 856 5,254 5,570 6,316 7,451 
Net Worth   822 988 1,260 5,370 5,700 6,446 7,582 
Minority Interest   -431 -317 0 0 0 0 0 
Total Loans   2,388 2,775 2,789 3,063 963 463 63 
Deferred Tax Liabilities   -263 0 0 0 0 0 0 
Capital Employed   2,515 3,445 4,049 8,433 6,663 6,909 7,644 
Gross Block   1,126 1,335 1,512 1,861 2,159 2,548 2,961 
Less: Accum. Deprn.   139 295 390 586 827 1,107 1,433 
Net Fixed Assets   987 1,041 1,123 1,275 1,332 1,441 1,528 
Goodwill on Consolidation   0 0 0 0 0 0 0 
Capital WIP   27 0 20 153 206 266 253 
Total Investments   24 0 0 0 0 0 0 
Current Investments   0 0 0 0 0 0 0 
Curr. Assets, Loans&Adv.   3,197 4,084 4,738 10,375 7,026 7,541 8,746 
Inventory   1,553 1,458 2,330 3,179 2,243 2,608 3,240 
Account Receivables   1,138 1,819 1,774 2,062 1,811 2,318 3,014 
Cash and Bank Balance   266 335 101 4,219 2,267 1,825 1,613 
Loans and Advances   241 472 532 915 705 790 880 
Curr. Liability & Prov.   1,719 1,680 1,831 3,370 1,901 2,339 2,882 
Account Payables   1,369 1,289 1,242 1,418 1,160 1,504 1,944 
Other Current Liabilities   216 253 449 1,823 617 677 733 
Provisions   134 138 141 130 123 158 205 
Net Current Assets   1,478 2,404 2,906 7,005 5,125 5,202 5,863 
Misc Expenditure   0 0 0 0 0 0 0 
Appl. of Funds   2,516 3,445 4,049 8,433 6,663 6,909 7,644 
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Financials and valuations 
 

Ratios                 
Y/E March   FY20 FY21 FY22 FY23 FY24E FY25E FY26E 
Basic (INR)                 
EPS   2.0 3.7 10.9 9.1 4.8 11.4 17.4 
Cash EPS   4.7 6.4 13.9 12.5 8.5 15.7 22.4 
BV/Share   14.2 17.0 21.7 92.7 87.3 98.7 116.1 
DPS   0.0 0.0 0.0 0.0 0.0 0.0 0.0 
Payout (%)   0.0 0.0 0.0 0.0 0.0 0.0 0.0 
Valuation (x)                 
P/E   264.9 142.4 48.5 58.3 109.4 46.2 30.4 
Cash P/E   113.1 82.2 38.1 42.4 62.0 33.6 23.6 
P/BV   37.2 31.0 24.3 5.7 6.0 5.3 4.5 
EV/Sales   5.0 4.7 4.0 3.1 3.8 2.9 2.2 
EV/EBITDA   50.1 49.5 34.1 26.1 48.7 26.7 19.0 
Dividend Yield (%)   0.0 0.0 0.0 0.0 0.0 0.0 0.0 
FCF per share   8.4 -2.4 -0.4 -7.0 2.3 -0.1 0.4 
Return Ratios (%)                 
RoE   14.1 23.8 56.2 15.8 5.7 12.3 16.2 
RoCE   15.1 12.8 22.5 12.4 5.8 11.8 15.9 
RoIC   21.4 17.7 20.2 17.7 7.9 15.5 19.2 
Working Capital Ratios                 
Fixed Asset Turnover (x)   5.7 5.6 5.9 5.6 4.4 4.8 5.3 
Asset Turnover (x)   1.5 1.3 1.4 0.8 1.0 1.2 1.4 
Inventory (Days)   98 120 125 166 145 130 125 
Debtor (Days)   65 78 78 74 75 75 75 
Creditor (Days)   87 106 83 80 75 75 75 
Leverage Ratio (x)                 
Current Ratio   1.9 2.4 2.6 3.1 3.7 3.2 3.0 
Interest Cover Ratio   1.1 1.9 3.2 2.7 2.7 12.3 48.6 
Net Debt/Equity   2.6 2.5 2.1 -0.2 -0.2 -0.2 -0.2 
                  
Consolidated - Cash Flow Statement             (INR m) 
Y/E March   FY20 FY21 FY22 FY23 FY24E FY25E FY26E 
OP/(Loss) before Tax   153 288 856 727 426 1,029 1,566 
Depreciation   155 158 180 197 241 280 326 
Interest & Finance Charges   434 222 209 244 15 -68 -162 
Direct Taxes Paid   -47 -35 -125 -189 -111 -283 -431 
(Inc)/Dec in WC   -121 -561 -805 -1,125 -73 -518 -874 
CF from Operations   574 72 315 -147 498 440 425 
Others   83 -17 -158 13 0 0 0 
CF from Operating incl EO   657 55 157 -133 498 440 425 
(Inc)/Dec in FA   -170 -192 -177 -273 -350 -450 -400 
Free Cash Flow   487 -137 -21 -406 148 -10 25 
(Pur)/Sale of Investments   -24 29 0 0 0 0 0 
Others   2 -104 -6 2 150 147 191 
CF from Investments   -192 -267 -184 -271 -200 -303 -209 
Issue of Shares   0 73 0 798 15 0 0 
Inc/(Dec) in Debt   -296 461 158 128 -2,100 -500 -400 
Interest Paid   -426 -217 -189 -283 -165 -78 -29 
Dividend Paid   -4 -37 -38 -37 0 0 0 
Others   302 22 -138 3,915 0 0 0 
CF from Fin. Activity   -424 301 -207 4,522 -2,250 -578 -429 
Inc/Dec of Cash   42 89 -234 4,118 -1,952 -441 -213 
Opening Balance   204 246 335 101 4,219 2,267 1,825 
Other cash & cash equivalent   20 0 0 0 0 0 0 
Closing Balance   266 335 101 4,219 2,267 1,825 1,613 

 

Investment in securities market are subject to market risks. Read all the related documents carefully before investing 
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Investment Rating Expected return (over 12-month) 
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SELL < - 10% 
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