Bharat Forge

Accumulate

Beat estimates, Improved outlook

Bharat Forge’s (BFL) reported 1Q numbers above estimates.
Consolidated revenues declined 50% YoY to Rs11.5b and EBITDA loss
stood at Rs.141mn. (vs est. loss Rs 914mn).

The management highlighted that recovery is encouraging across
segments, and guided domestic revenues to be flat YoY in 2Q.
However, export numbers expected to be slightly lower due to
weakness persist in Oil & Gas segment.

The company has accelerated the cost reduction measures (saving
manpower & energy costs, consolidation of production facilities and
digitization) which benefit was visible in Q1FY21; this will continue in
next three quarters for FY21.

Notwithstanding the adverse impact of the covid-19 disruption in the
near term, we remain positive on BFL’s growth prospects on the back
of improving outlook for class 8 trucks, recovery in demand of
construction & mining equipment, focus on diversification (improving
long term revenue prospects for PVs, Defence and Railways segments)
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and the cost optimization initiatives. BFL’s focus on balance sheet and Promoters 45.8
re-structuring of cost across plants will help tide over the COVID-led MF/Banks/Fls 15.2
disruption. Flls 21.2
= As capacity utilization, which is now below 60%, impacted by the :
slowdown across verticals and geographies, the company has enough ~ Public / Others e
bandwidth to expand margins once utilization ramps up. We increase Valuation ()
our EPS estimates by 25/34/30% for FY21/22/23E factoring in
improving demand recovery across segment and cost control FY21E FY22E FY23E
measures. AT CMP, the stock is trading at 28/20x our FY22E/FY23E EPS,  p/E 71.3 27.7 20.1
versus the historical mean of 29x. We recommend Accumulate the EV/EBITDA 24.1 14.2 11.1
stock, with a TP of Rs 477 (22x FY23E EPS). .
ROE (%) 54 130 161
Recovery expected from ;Q _ . ROACE (%) 49 98 124
Outlook appears encouraging for forthcoming quarters led by cyclical
recovery in class 8 trucks order book, recovery in demand of construction
& mining equipment, and incremental revenue inflow from segments, Estimates (Rs mn)
including defence and railways. (Cont..) FY21E FY22E FY23E
Revenue 67,325 82,494 97,607
EBITDA 9,244 15,614 19,772
Q1FY21 Result (Rs Mn)
PAT 2,839 7,309 10,091
Particulars 1FY21 1FY20  YoY (% 4FY20 0Q (%
Revenue 11542 23279 (504) 17419 (33.7) Lcro(Rs) 6l D7 217
Total Expense 11,683 19,174 (39.1) 15,938 (26.7)
EBITDA (141) 4,104 (103.4) 1,481 (109.5)
Depreciation 1,385 1,382 0.2 1,457 (4.9)
EBIT (1,527) 2,722 (156.1) 24 (6384.5)
Other Income 450 449 0.2 537 (16.1) Analyst: Abhishek Jain
Interest 368 455 (19.2) 462 (20.4) Tel: +9122 40969739
EBT (1,444) 2,716 (153.2) (414) 248.5 E-mail: abhishekj@dolatcapital.com
Tax (190) 941  (120.1) 57  (429.8)
Gy (1,258) LI el [720) i Associate: Kripashankar Maurya
APAT (1,258) 1,731 (172.7)  (207)  509.4 Tel: +91 22 40969741
(bps) (bps) E-mail: kripashankarm@dolatcapital.com
Gross Margin (%) 52.7 57.3 (463) 54.1 (140)
EBITDA Margin (%) (1.2) 17.6 NA 8.5 NA
NPM (%) (10.9) 7.4 NA (4.1) NA
Tax Rate (%) 13.1 34.6 NA  (13.9) NA
EBIT Margin (%) (13.2) 11.7 NA 0.1 NA DOLATCAPITAL®
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Moreover, The PV segment is likely to continue to outpace the underlying industry
performance led by expansion of product portfolio, upward shift in value chain and
addition of new customers. However, a challenging demand environment in the US
Oil & Gas segment weighs on earnings.

The management highlighted that an import ban on 101 defense items is a good step
taken by Govt. The company has completed 3-4 sets of trials for artillery guns three-
guns are in the advanced stage of testing and one in the final stage. Initially the
company to produce 50 artillery guns and may ramp up production to 150 guns in a

year.

Conference call highlights:

Demand recovery in domestic’s market is encouraging especially in the area
of Agriculture, Construction & Mining, Industrial and Passenger car segment.
Excluding Oil &gas segment recovery in export is also decent.

Management expect domestic revenues to be flat as compared to Q2 FY20
due to addition of new customers in Agriculture/ Industrial and Passenger
car segment, however export revenue to be lower than Q2FY20 owing to
weakness persist in Oil& Gas segment.

Heavy trucks and PVs in Europe are on the recovery path, visibility for class
8 truck order has improved for current and next year as well.

April & May month was completely washed out due to lockdown, started
production in the month of June, capacity utilization was at 20% in 1Q.

At present due to weak oil prices financing is not available for drilling activity,
However, Management expects if oil prices stabilize near $42 for a couple of
months then drilling activity will pick up.

Defence:

Import ban on 101 defence item is a good step taken by Govt. and recognizes
the capabilities within the country and beneficial for companies like Bhart
forge.

The company has completed 3-4 set of trials for artillery guns three- guns
are in advance stage of testing and one in the final stage. Once the last set
of trail is completed Bhart forge will get better clarity of timing of the order.
Once order is placed, the company can start delivery in 2-3 months and can
ramp up significantly over 5-6 months.

Initially the company to produce 50 artillery guns and may ramp up
production to 150 guns in a year.

In domestic market forging and sale of artillery guns will be done through
Bharat forge and for export it will be done through KSSL, however all
components and value addition will be done by Bharat forge only.

Aerospace:

Commercial aerospace manufacturing has reduced significantly, however
replacement part demand is on traction. The Company expects revenue of
$85-100mn over the next 2-3 years from aerospace in the area of 1)
Commercial Manufacturing; 2) Engine supply and 3) Replacement parts.
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International business:

Expansion in German plant has been commissioned successfully (Aluminum
product for Hybrid and Electric Cars) and currently it is in the under trial
production phase, it will take 2 years to reach full capacity. 80% of salary is
being paid by the government currently, this help to avoid layoff of
employees.

Heavy truck and passenger car segments both are recovering well in Europe.

In Jan-March, quarter international subsidiaries posted a loss of Rs.360mn
and expected to report a cash loss of ~5mn euro in the first half.

Others :

Nellore plant’s commissioning has been done and expects revenue of
~Rs.2bn over 2-3 years.

Export Non-auto (Ex-Oil&Gas) segment has done well due to higher demand
from construction & mining equipment, large diesel engines and power
generation equipment. Further, an increase in infrastructure spending in the
US will help to improve the segment revenue going forward.

Exhibit 1: Actual vs Dart

Particulars (Rs mn) Actual Dart Estimates VAR (%) Comments
Better than expected
Revenue 11,542 5,500 110 performance across
segment(Ex 0il& Gas)
EBIDTA (141) (914) -85 Due to efficient cost
EBIDTA Margin (%) (1.22) (16.62) NA control measures
APAT (1,258) (1,931) NA
Source: Company, DART
Exhibit 2: Changes in estimates
Rs Mn FY21E FY22E
New Previous Chg (%) New Previous Chg (%)
Revenue 67,325 68,095 (1.1) 82,494 78,519 5.1
EBITDA 9,244 8,762 5.5 15,614 13,432 16.2
EBITDA Margin (%) 13.7 12.9 86.3bps 18.9 17.1 182.1 bps
APAT 2,839 2,275 24.8 7,309 5,458 33.9
EPS (Rs) 6.1 4.9 24.8 15.7 11.7 33.9

Source: Company, DART
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Exhibit 3: Standalone revenue assumption

Segment Rs mn FY18 FY19 FY20 FY21E FY22E FY23E
Commercial Vehicle 23,423 26,860 17,884 13,718 19,576 26,914
YoY growth (%) 31 15 (33) (23) 43 37
Passenger Vehicle 5,138 7,248 7,310 6,956 8,347 9,430
YoY growth (%) 29 41 1 (5) 20 13
Non-Auto Segment 21,505 26,589 16,811 14,638 17,069 20,252
YoY growth (%) 46 24 (37) (13) 17 19
Other revenues 3,660 4,497 3,634 3,533 4,062 4,458
YoY growth (%) (12) 23 (19) (3) 15 10
Subtotal Standalone 53,725 65,194 45,638 38,845 49,054 61,054
YoY growth (%) 32 21 (30.0) (14.9) 26.3 24.5

Source: DART, Company

Exhibit 4: (Stnd.) Revenue declined due to lockdown

Exhibit 5: (Stnd.) EBIDTA turned negative
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Exhibit 8: India: CV revenue under pressure (%) Exhibit 9: International business performance (%)
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Exhibit 10: Class 8 truck net order rebound sharply Exhibit 11: 1 yr fw/PE band
60,000 - 200 90 -
50,000 L 150 70
40,000 | L 100
50
30,000 L 50
20,000 L0 30
10,000 L (50
| 1 ||III| ( ) 10 T T T T T T T T T
0 e e R Ll (100) ™~ ™~ © © o) ) a a o o
N N ® ©m B ® @ g @ @ O o o AT S L N N~ L Ny,
i3 Eiiigdeofg 2 g 5 2 g 5 ¥ 3 5 ¥
S 5§ 32558 538§ 8§53 2 & <« I & < I & < I
' 3M Rolling Avg —YoY % PE stdl = = = Average std-1
Source: DART, Company Source: DART, Company

August 12, 2020 5




DART”

Profit and Loss Account (Conso.)

(Rs Mn) FY20A FY21E FY22E FY23E
Revenue 80,558 67,325 82,494 97,607
Total Expense 69,411 58,081 66,881 77,834
COGS 35,765 30,715 35,615 41,433
Employees Cost 11,955 10,022 11,312 12,923
Other expenses 21,691 17,345 19,953 23,478
EBIDTA 11,147 9,244 15,614 19,772
Depreciation 5,477 5,759 6,275 6,877
EBIT 5,670 3,485 9,338 12,896
Interest 1,713 1,528 1,504 1,513
Other Income 1,879 1,973 2,071 2,175
Exc./ E.O. items (789) 0 0 0
EBT 5,046 3,930 9,905 13,557
Tax 1,125 990 2,496 3,416
RPAT 3,498 2,839 7,309 10,091
Minority Interest (6) 1 0 0
Profit/Loss share of associates (429) (100) (100) (50)
APAT 4,287 2,839 7,309 10,091
Balance Sheet (Conso.)

(Rs Mn) FY20A FY21E FY22E FY23E
Sources of Funds

Equity Capital 931 931 931 931
Minority Interest 320 320 320 320
Reserves & Surplus 51,266 52,475 57,689 65,451
Net Worth 52,197 53,406 58,620 66,383
Total Debt 38,784 36,284 32,785 29,287
Net Deferred Tax Liability 506 506 506 506
Total Capital Employed 91,807 90,516 92,230 96,495
Applications of Funds

Net Block 38,659 37,458 37,254 37,449
CWIP 11,427 11,427 11,427 11,427
Investments 7,410 7,410 7,410 7,410
Current Assets, Loans & Advances 57,619 54,812 59,492 66,867
Inventories 17,347 13,885 15,612 18,163
Receivables 14,939 14,756 18,081 21,393
Cash and Bank Balances 16,412 15,521 13,081 12,117
Loans and Advances 557 613 674 742
Other Current Assets 8,364 10,036 12,044 14,453
Less: Current Liabilities & Provisions 23,307 20,591 23,352 26,658
Payables 10,309 9,425 10,928 12,714
Other Current Liabilities 12,997 11,166 12,424 13,944
sub total

Net Current Assets 34,312 34,221 36,140 40,209
Total Assets 91,807 90,515 92,230 96,495

E — Estimates
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Important Ratios

Particulars FY20A FY21E FY22E FY23E
(A) Margins (%)

Gross Profit Margin 55.6 54.4 56.8 57.6
EBIDTA Margin 13.8 13.7 18.9 20.3
EBIT Margin 7.0 5.2 11.3 13.2
Tax rate 22.3 25.2 25.2 25.2
Net Profit Margin 4.3 4.2 8.9 10.3
(B) As Percentage of Net Sales (%)

COGS 44.4 45.6 43.2 42.4
Employee 14.8 14.9 13.7 13.2
Other 26.9 25.8 24.2 24.1
(C) Measure of Financial Status

Gross Debt / Equity 0.7 0.7 0.6 0.4
Interest Coverage 3.3 2.3 6.2 8.5
Inventory days 79 75 69 68
Debtors days 68 80 80 80
Average Cost of Debt 4.5 4.1 4.4 4.9
Payable days a7 51 48 48
Working Capital days 155 186 160 150
FAT/O 2.1 1.8 2.2 2.6
(D) Measures of Investment

AEPS (Rs) 9.2 6.1 15.7 21.7
CEPS (Rs) 21.0 18.5 29.2 36.4
DPS (Rs) 2.0 3.5 4.5 5.0
Dividend Payout (%) 21.7 57.4 28.7 23.1
BVPS (Rs) 112.1 114.7 125.9 142.6
RoOANW (%) 6.6 54 13.0 16.1
ROACE (%) 6.9 4.9 9.8 124
ROAIC (%) 7.2 4.6 12.1 15.8
(E) Valuation Ratios

CMP (Rs) 435 435 435 435
P/E 47.2 71.3 27.7 20.1
Mcap (Rs Mn) 2,02,458 2,02,458 2,02,458 2,02,458
MCap/ Sales 2.5 3.0 2.5 2.1
EV 2,24,830 2,23,221 2,22,162 2,19,628
EV/Sales 2.8 3.3 2.7 2.3
EV/EBITDA 20.2 24.1 14.2 11.1
P/BV 3.9 3.8 3.5 3.0
Dividend Yield (%) 0.5 0.8 1.0 1.2
(F) Growth Rate (%)

Revenue (20.6) (16.4) 22.5 18.3
EBITDA (45.8) (17.1) 68.9 26.6
EBIT (63.1) (38.5) 167.9 38.1
PBT (68.7) (22.1) 152.0 36.9
APAT (58.5) (33.8) 157.5 38.1
EPS (58.5) (33.8) 157.5 38.1
Cash Flow

(Rs Mn) FY20A FY21E FY22E FY23E
CFO 16,008 7,354 8,658 11,273
CFI (11,322) (2,097) (5,000) (5,897)
CFF (3,814) (6,233) (7,099) (7,340)
FCFF 6,437 4,284 2,587 4,201
Opening Cash 10,965 16,412 15,521 13,081
Closing Cash 16,412 15,521 13,081 12,117

E — Estimates
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DART RATING MATRIX
Total Return Expectation (12 Months)

Buy >20%
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Reduce 0 to 10%
Sell < 0%

Rating and Target Price History

R9) ) Month Rating TP (Rs.) Price (Rs.)
BHFC Target Price Feb-20 Accumulate 541 491
550 1 Mar-20 Buy 423 301
480 - Mar-20 Buy 423 246
Apr-20 Buy 324 232
410 1 Jun-20 Accumulate 365 319
340 +
270 +
200 T T )
(2] (2] o (2] (o] o o o o o o o o
— — — — — (\Il N N N N N E C}l * . d tion date
g, % 5 g g % g a 5 % % 5 g, Price as on recommenda
b ) (e} > a ) i > < s ) - ¢
DART Team
Purvag Shah Managing Director purvag@dolatcapital.com +9122 4096 9747
Amit Khurana, CFA Head of Equities amit@dolatcapital.com +9122 4096 9745
CONTACT DETAILS
Equity Sales Designation E-mail Direct Lines
Dinesh Bajaj VP - Equity Sales dineshb@dolatcapital.com +9122 4096 9709
Kartik Sadagopan VP - Equity Sales kartiks@dolatcapital.com +9122 4096 9762
Kapil Yadav VP - Equity Sales kapil@dolatcapital.com +9122 4096 9735
Yomika Agarwal VP - Equity Sales yomika@dolatcapital.com +9122 4096 9772
Ashwani Kandoi AVP - Equity Sales ashwanik@dolatcapital.com +9122 4096 9725
Lekha Nahar Manager - Equity Sales lekhan@dolatcapital.com +9122 4096 9740
Equity Trading Designation E-mail
P. Sridhar SVP and Head of Sales Trading sridhar@dolatcapital.com +9122 4096 9728
Chandrakant Ware VP - Sales Trading chandrakant@dolatcapital.com  +9122 4096 9707
Shirish Thakkar VP - Head Domestic Derivatives Sales Trading  shirisht@dolatcapital.com +9122 4096 9702
Kartik Mehta Asia Head Derivatives kartikm@dolatcapital.com +9122 4096 9715
Dinesh Mehta Co- Head Asia Derivatives dinesh.mehta@dolatcapital.com +9122 4096 9765
Bhavin Mehta VP - Derivatives Strategist bhavinm@dolatcapital.com +9122 4096 9705

Dolat Capital Market Private Limited.
Sunshine Tower, 28th Floor, Senapati Bapat Marg, Dadar (West), Mumbai 400013




DART”

Analyst(s) Certification

The research analyst(s), with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in
this research report accurately reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their
compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this research report.

1. Analyst(s) and Associate (S) holding in the Stock(s): (Nil)

Il. Disclaimer:

This research report has been prepared by Dolat Capital Market Private Limited. to provide information about the company(ies) and sector(s), if any,
covered in the report and may be distributed by it and/or its affiliated company(ies) solely for the purpose of information of the select recipient of this
report. This report and/or any part thereof, may not be duplicated in any form and/or reproduced or redistributed without the prior written consent of
Dolat Capital Market Private Limited. This report has been prepared independent of the companies covered herein. Dolat Capital Market Private Limited.
and its affiliated companies are part of a multi-service, integrated investment banking, brokerage and financing group. Dolat Capital Market Private
Limited. and/or its affiliated company(ies) might have provided or may provide services in respect of managing offerings of securities, corporate finance,
investment banking, mergers & acquisitions, financing or any other advisory services to the company(ies) covered herein. Dolat Capital Market Private
Limited. and/or its affiliated company(ies) might have received or may receive compensation from the company(ies) mentioned in this report for rendering
any of the above services. Research analysts and sales persons of Dolat Capital Market Private Limited. may provide important inputs to its affiliated
company(ies) associated with it. While reasonable care has been taken in the preparation of this report, it does not purport to be a complete description
of the securities, markets or developments referred to herein, and Dolat Capital Market Private Limited. does not warrant its accuracy or completeness.
Dolat Capital Market Private Limited. may not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error
in the information contained in this report. This report is provided for information only and is not an investment advice and must not alone be taken as
the basis for an investment decision. The investment discussed or views expressed herein may not be suitable for all investors. The user assumes the
entire risk of any use made of this information. The information contained herein may be changed without notice and Dolat Capital Market Private Limited.
reserves the right to make modifications and alterations to this statement as they may deem fit from time to time. Dolat Capital Market Private Limited.
and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of
the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act
as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may
have any other potential conflict of interests with respect to any recommendation and other related information and opinions. This report is neither an
offer nor solicitation of an offer to buy and/or sell any securities mentioned herein and/or not an official confirmation of any transaction. This report is
not directed or intended for distribution to, or use by any person or entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject Dolat Capital Market
Private Limited. and/or its affiliated company(ies) to any registration or licensing requirement within such jurisdiction. The securities described herein
may or may not be eligible for sale in all jurisdictions or to a certain category of investors. Persons in whose possession this report may come, are required
to inform themselves of and to observe such restrictions.

For U.S. Entity/ persons only: This research report is a product of Dolat Capital Market Private Limited., which is the employer of the research analyst(s)
who has prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not
associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are
not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among
other things, communications with a subject company, public appearances and trading securities held by a research analyst account.

This report is intended for distribution by Dolat Capital Market Private Limited. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of
the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance
on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return
the same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person or entity.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct
certain business with Major Institutional Investors, Dolat Capital Market Private Limited. has entered into an agreement with a U.S. registered broker-
dealer Ltd Marco Polo Securities Inc. ("Marco Polo"). Transactions in securities discussed in this research report should be effected through Marco Polo
or another U.S. registered broker dealer/Entity as informed by Dolat Capital Market Private Limited. from time to time.

Dolat Capital Market Private Limited.

Corporate Identity Number: U65990DD1993PTC009797
Member: BSE Limited and National Stock Exchange of India Limited.
SEBI Registration No: BSE - INB010710052 & INF010710052, NSE - INB230710031& INF230710031, Research: INHO00000685
Registered office: Office No. 141, Centre Point, Somnath, Daman — 396 210, Daman & Diu
Board: +9122 40969700 | Fax: +9122 22651278 | Email: research@dolatcapital.com | www.dolatresearch.com

Our Research reports are also available on Reuters, Thomson Publishers, DowJones and Bloomberg (DCML <GO>)



