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Robust performance, firm growth prospects lie ahead

Balkrishna Industries (BIL) reported stellar Q2FY21 results. Standalone
revenue was at 3 1,579 crore (up 47% YoY), amid ~36% rise in volumes to
61,224 MT. Margins rose 903 bps YoY to a near five-year high of 34% amid
494 bps gross margin expansion and savings in employee costs and other
expenses. Consequent PAT came in at ¥ 340 crore (up 16.7% YoY). BIL
declared second interim dividend of ¥ 4/share (record date: November 14).

Healthy demand, market share gains keep outlook constructive

BIL is the market leader in the niche export-oriented off-highway tyre (OHT)
segment. As of H1FY21, agri, OTR demand formed 64%, 33%, respectively,
of end user applications, while in term of geographies Europe (51%), India
(23%), North America (14%) constituted its major markets. Replacement
demand formed 71% of overall pie. Demand prospects for its products
remain healthy, particularly on the Europe agri side, where it has gained
market share in aftermarket amid overall positivity for the industry. The
company continues to introduce new SKUs (average of ~100 every year)
and engage in brand building (via ad spends) in order to gain incremental
market share. Successful backward integration (own carbon black plant of
1.4 lakh MT per annum capacity) is expected to mitigate some of the
upcoming pressure in input costs and thereby protect margins, keeping it
around the guided 28-30% band. We build 6.7% volume CAGR in FY20-23E
and estimate margins staying around the ~32% mark by that time.

Q2FY21 earnings conference call — key takeaways

BIL said (1) agri demand remains strong across geographies with OTR
demand stable; BIL expected to post marginal YoY volume growth in FY21E
amid resurgence of Covid in Europe, (2) achievable capacity has been
reduced to 2.8 lakh MT per annum (down ~6-7%) amid some technological
redundancies and product mix changes but this is not seen impacting FY22E
& FY23E growth prospects. BIL is evaluating brownfield additions, (3) 28-
30% remains sustainable long term margin range, with ASPs over next few
quarters seen at ~¥ 245-252/kg, (4) BIL has gained some market share in
Europe aftermarket and in India (now at 5-6%) and has leadership position
in Australia agri sector, (5) ad spends are seen remaining at ¥ 100 crore per
annum level, (6) third party sales of carbon black amount to ~20% of
capacity, ~2% of sales revenues and (7) capex guidance for FY21E, FY22E
is at ~X 700 crore, ~% 200 crore, respectively (ex-possible brownfield).

Valuation & Outlook

For BIL, sales, PAT are seen growing at 11%, 12% CAGR, respectively, in
FY20-23E. BIL continues to broadly deliver on stated growth and margin
guidance. BIL's net debt free B/S, double-digit return ratios and strong cash
generation provides us margin of safety. As a result, we continue to hold a
positive view on the stock and retain our BUY rating with a revised target
price of ¥ 1,700; valuing it at 25x FY22E EPS of % 68.

Key Financial Summary

Key Financials FY19 FY20
Net Sales 5,244.5 4,782.5
EBITDA 1,311.1 1,249.3
EBITDA Margins (%) 25.0 26.1 30.0
Net Profit 782.0 945.0
EPS (%) 40.5 48.9 48.1
P/E 35.8 29.7 30.2
RoNW (%) 16.7 18.8 16.7
RoCE (%) 16.7 14.4 17.6
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e Revenues rise 47% YoY in Q2FY21
tracking 36% volume increase,
with EBITDA margins at 34%

e Demand visibility stays healthy
especially on agri side. Backward
integration to help BIL continue to
post strong margin in ~30% range

e With B/S strength and healthy
growth prospects we retain our
BUY rating on the stock with
revised target price of ¥ 1,700
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shashank.kanodia@icicisecurities.com
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FY22E FY23E CAGR (FY20-23E)
6,016.8 6,537.2 11.0%
1,865.7 2,088.6 18.7%

31.0 32.0
1,133.5 1,315.5 11.7%
58.6 68.0
24.7 21.3
18.2 18.8
19.7 20.4

Source: Company, ICICI Direct Research
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Exhibit 1: Variance Analysis

02FY21 Q2FY20 YoY (%) Q1FY21 QoQ (%) Comments

Quarterly topline came in highest ever tracking robust tyre sales

volume for the quarter. Revenues in Q2FY21 up 47.4% YoY

RM to sales came in substantially lower with gross margin

Raw Material Expenses 611.5 467.8 30.7 366.5 66.8 expanding to ~61%. Management said these gross margins will
compress to ~58%, which looks more sustainable

Total Operating Income 1,578.8 1,071.2 47.4 928.7 70.0

Employee Expenses 84.4 70.1 20.5 70.1 20.4
Other expenses were controlled tracking operating leverage
Other expenses 346.2 265.8 30.2 261.5 32.4 benefits as well as cost savings initiatives at BKT. Other expenses
as percentage of sales came in at ~22% of sales

EBITDA 536.7 267.5 100.7 230.6 132.8

EBITDA Margin (%) 34.0 25.0 903 bps 24.8 917 bps  EBITDA margins came in at nearly a five year high of 34%
Other Income 18.4 80.7 -71.2 33.3 -44.8  Other income lower due to forex loss (realised & unrealised)
Depreciation 101.2 90.8 11.5 99.6 1.6

Interest 3.4 1.7 94.8 2.4 40.1

Tax 111.0 -35.3 -414.4 40.1 177.2  Tax rate for quarter at 24.6% of PBT

PAT 339.5 291.0 16.7 121.8 178.7

PAT came in at ~3 340 crore, up 16.7% YoY. PAT growth lags the
EPS 17.6 15.1 16.7 6.3 178.7 topline and EBITDA growth due to lower other income and negative
tax incidence in the base quarter
Key Metrics
Volume (MT) 61,224 45,169 35.5 38,096 60.7 Sales volume for quarter came in robust at ~61,000 tonne
Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY21E FY22E FY23E

(% Crore) Old New % Change Old New % Change Introduced Comments
Robust Q2FY21 leads us to upgrade sales volume as well

Revenue 4,900 5,238 6.9 5,659 6,017 6.3 6,537 as . revenue estimates f?l’ FY21-22E. Introduce FY23.E
estimates. We expect topline to grow at CAGR of 11% in
FY20-23E

EBITDA 1,427 1,573 10.2 1,695 1,866 10.1 2,089

. Upgrade our margin estimates tracking robust performance
0
EBITDA Margin (%) 2.1 300 89bps  30.0 31.0 106 bps 320 in Q2FY21. Introduce FY23E margin estimates at 32%
PAT 866 930 7.4 1,111 1,133 2.1 1,315

Upgrade in sales and margin estimates leads to marginal
upgrade in earning estimates for FY21-22E, which are likely
EPS (}) 44.8 48.1 7.4 575 58.6 2.1 68.0 to get impacted by lower other income due to stable forex
movement vs. depreciating rupee in the past. On PAT front,
we expect earnings to grow at CAGR of 11.7% in FY20-23E

Source: ICICI Direct Research

Exhibit 3: Assumptions

FY18  FY19  FY20 FY21E  FY22E  FY23E Comments

Management opined that certain capacities are redundant now
with introduction of new SKU's as well as technologies.

C ity (MT 00,000 300,000 300,000 280,000 280,000 280,000
apacity (MT) 300, 000 00 00 80,0 80, Effective available capacity now stands at ~2.8 lakh tonne vs

~ 3 lakh tonne in the past
With guidance of marginal positive growth in volumes for
FY21E, we expect volumes to grow 10% thereafter in FY22E and

Sales volume (MT) 199,213 211,261 201,760 206,973 227,612 245,821 8% the following year i.e. FY23E. On CAGR basis, we expect
tyre sales volume to grow at a CAGR of 6.7% over FY20-23E

Volume growth (%, YoY) 6% -4% 3% 10% 8%

Source: ICICI Direct Research
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Financial story in charts

Exhibit 4: Topline trend
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Exhibit 5: Capacity and volume trend
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Source: Company, ICICI Direct Research

Exhibit 6: Trend in EBITDA margins
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We expect sales to grow at a CAGR of 11% over
FY20-23F

We expect tonnage volumes to grow at 6.7% CAGR
over FY20-23F to 2.45 lakh MT

Margins seen improving to 32% by FYZ3E amid
backward integration benefits and better operating
leverage
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Exhibit 7: Trend in profitability
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Source: Company, ICICI Direct Research

Exhibit 8: Valuation Summary

Sales Growth EPS Growth PE EV/EBITDA RoNW  RoCE

Rer) (%) R (%) (x) (x) (%) (%)
FY18 4,464 178 382 34 319 25.4 18.1 15.7
FY19 5,245 17.5 405 58 358 214 16.7 16.7
FY20 4,782 88 489 208 297 22.8 18.8 144
FY21E 5,238 95 481 (1.6) 302 18.0 16.7 17.6
FY22E 6,017 149 586 219 247 14.9 18.2 19.7
FY23E 6,537 8.6 68.0 161 213 12.9 18.8 20.4

Source: Bloomberg, ICICI Direct Research

Exhibit 9: Shareholding pattern
Sep-20

(in %) Sep-19 Dec-19 Mar-20 Jun-20

Promoter 58.3 58.3 58.3 58.3 58.3
Fll 11.2 1.7 11.9 13.0 11.5
]| 15.9 17.5 17.8 17.8 19.0
Others 14.6 12.5 12.0 10.9 11.2

Source: Company, ICICI Direct Research
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Financial Summary

Exhibit 10: Profit and loss statement I crore

ICICI Direct Research

Exhibit 11: Cash flow statement < crore

(Year-end March) FY20 FY21E FY22E FY23E (Year-end March) FY20 FY21E FY22E FY23E
Total operating Income 4,782.5 5,238.4 6,016.8 6,537.2 Profit after Tax 945.0 929.7 1,133.5 1,315.5
Growth (%) -8.8 9.5 14.9 8.6 Add: Depreciation 368.0 419.1 469.3 506.6
Raw Material Expenses 2,126.8 2,091.7 2,42711 2,619.7 (Inc)/dec in Current Assets 135.9 -53.0 -227.9 -152.3
Employee Expenses 285.8 3111 346.1 3711 Inc/(dec) in CL and Provisions 42.2 20.6 92.9 62.1
Other Expenses 1,120.5 1,263.1 1,377.9 1,457.8 CF from operating activities 1491.1 1316.4 1467.9 1731.9
Total Operating Expenditure 3,633.2 3,665.8 4,151.1 4,448.5 (Inc)/dec in Investments 412.4 -50.0 -475.0 -715.0
EBITDA 1249.3 1572.6 1865.7 2088.6 (Inc)/dec in Fixed Assets -848.8 -700.0 -300.0 -300.0
Growth (%) 4.7 25.9 18.6 11.9 Others -501.6 -68.1 -80.8 -70.6
Depreciation 368.0 419.1 469.3 506.6 CF from investing activities -937.9 -818.1 -855.8  -1085.6
Interest 7.3 9.4 8.9 8.5 Inc/(dec) in loan funds 31.6 -100.0 -100.0 -100.0
Other Income 248.8 94.4 127.8 185.1 Dividend paid & dividend tax -465.5 -386.6 -483.3 -541.3
PBT 1122.8 1238.6 1515.4 1758.7 Others -130.1 0.0 0.0 0.0
Total Tax 177.9 308.9 381.9 443.2 CF from financing activities -564.0 -486.6 -583.3 -641.3
Reported PAT 945.0 929.7 1133.5 1315.5 Net Cash flow -10.9 1.7 28.8 5.0
Growth (%) 20.8 -1.6 21.9 16.1 Opening Cash 56.4 455 57.2 86.0
EPS (%) 48.9 48.1 58.6 68.0 Closing Cash 45.5 57.2 86.0 91.0
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research

Exhibit 12: Balance Sheet  crore
(Year-end March) FY20 FY21E FY22E FY23E (Year-end March) FY20 FY21E FY22E FY23E
Liabilities Per share data (%)

Equity Capital 38.7 38.7 38.7 38.7 EPS 48.9 48.1 58.6 68.0
Reserve and Surplus 4,989.4 5,632.5 6,182.7 6,956.9 Cash EPS 67.9 69.8 82.9 94.3
Total Shareholders funds 5028.1 5571.1 6221.3 6995.5 BV 260.1 288.2 321.8 361.9
Total Debt 861.2 761.2 661.2 561.2 DPS 20.0 20.0 25.0 28.0
Deferred Tax Liability 178.3 178.3 178.3 178.3 Cash Per Share 20.5 23.7 49.8 87.0
Minority Interest / Others 0.0 0.0 0.0 0.0 Operating Ratios (%)

Total Liabilities 6126.3 6569.4 7119.6 7793.8 EBITDA Margin 26.1 30.0 31.0 32.0
Assets PBT / Net sales 18.4 22.0 23.2 24.2
Gross Block 4,788.5 5,974.0 6,274.0 6,574.0 PAT Margin 19.8 17.7 18.8 19.9
Less: Acc Depreciation 1,599.4 2,018.4 2,481.7 2,994.4 Inventory days 44.3 45.0 45.0 45.0
Net Block 3189.1 3955.6 3786.3 3579.7 Debtor days 49.6 50.0 50.0 50.0
Capital WIP 585.6 100.0 100.0 100.0 Creditor days 27.6 25.0 25.0 25.0
Total Fixed Assets 3,774.7 4,055.6 3,886.3 3,679.7 Return Ratios (%)

Investments 1,151.0 1,251.0 1,776.0 2,541.0 RoE 18.8 16.7 18.2 18.8
Inventory 580.4 645.8 741.8 806.0 RoCE 14.4 17.6 19.7 20.4
Debtors 649.2 7117.6 824.2 895.5 RolC 17.2 19.3 23.1 26.4
Loans and Advances 18.5 20.2 23.2 25.3 Valuation Ratios (x)

Cash 45.5 57.2 86.0 91.0 P/E 29.7 30.2 24.7 21.3
Other current assets 232.3 149.7 172.0 186.8 EV / EBITDA 22.8 18.0 14.9 12.9
Total Current Assets 1,525.9 1,590.6 1,847.2 2,004.5 EV / Net Sales 6.0 5.4 4.6 41
Creditors 361.0 358.8 412.1 447.8 Market Cap / Sales 5.9 5.4 47 4.3
Provisions 4.2 4.2 4.8 5.2 Price to Book Value 5.6 5.0 45 4.0
Other current liabilities 239.6 262.5 301.5 327.6 Solvency Ratios

Total Current Liabilities 604.9 625.5 718.4 780.5 Debt/EBITDA 0.7 0.5 0.4 0.3
Net Current Assets 921.1 965.1 1128.8 1224.0 Debt / Equity 0.2 0.1 0.1 0.1
Others 279.1 297.2 328.0 348.7 Current Ratio 41 4.2 4.2 4.2
Application of Funds 6126.3 6569.4 7119.6 7793.8 Quick Ratio 25 2.4 2.4 2.4
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
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Exhibit 14: ICICI Direct coverage universe (auto and auto ancillary)

Sector / Company cmP TP M Cap EPS (%) P/E (x) EV/EBITDA (x) RoCE (%) RoE (%)

) (¥) Rating (XCr) FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E
Apollo Tyre (APOTYR) 154 175 Buy 8,809 8.3 64 116 185 240 132 1.1 6.0 5.3 4.5 5.0 7.0 4.8 33 6.3
Ashok Leyland (ASHLEY) 85 90 Buy 24,880 0.8 0.3 25 1042 3201 343 229 284 147 4.5 2.3 9.2 4.7 1.1 9.4
Bajaj Auto (BAAUTO) 2,980 3,570 Buy 86,232 176.2 1425 180.2 169 209 165 135 150 109 239 241 273 256 185 20.7
Balkrishna Ind. (BALIND) 1,450 1,700 Buy 28031 489 481 586 297 302 247 228 180 149 144 176 197 188 167 18.2
Bharat Forge (BHAFOR) 475 415 Hold 22,115 15 35 137 633 1363 347 222 300 16.6 5.8 2.2 7.9 18 30 14
Eicher Motors (EICMOT) 2,140 2,470 Buy 58336 670 466 71.3 319 460 300 237 29.7 203 17.3 115 154 183 11.6 154
Escorts (ESCORT) 1,285 1,460 Buy 15752 396 595 71.0 324 216 181 21.9 142 11.9 162 153 153 142 140 145
Exide Industries (EXIIND) 165 180 Buy 14,025 9.7 6.3 89 11.8 180 129 101 125 97 157 103 135 134 82 107
Hero Moto (HERHON) 2,945 3,450 Buy 58812 181.9 1236 161.8 162 238 182 132 152 114 21.3 166 206 227 160 19.0
M&M (MAHMAH) 615 760 Buy 76,457 11.2 291 40.0 551 21.1 154 126 13.0 98 129 108 138 6.4 92 116
Maruti Suzuki (MARUTI) 6,900 6,335 Reduce 2,08,435 187.1 1321 191.8 369 523 360 237 338 21.9 14 3.6 76 1.7 7.8  10.6
Minda Industries (MININD) 327 370 Hold 8,574 5.9 28 100 554 1162 326 154 17.9 115 10.2 6.3 127 103 40 13.0
Tata Motors (TATMOT) 140 165 Buy 50,368 -33.3 -16.6 61 NM NM 229 5.2 4.8 35 1.3 2.8 6.4 -18.7 -10.6 3.7

Source: ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according -to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
‘ﬁICICI(mm‘[ com| 1 1 z
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ICICI Securities Ltd. 5 sTARMINE | |
@a'yetmwa'd D
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Shashank Kanodia, CFA, MBA (Capital Markets), and Jaimin Desai, CA, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect
our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that
above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies
mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI Securities Limited is a SEBI registered
Research Analyst with SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank
and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on
www.icicibank.com

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the
securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as
such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment busil may make i decisions that are inconsi with the recomr i p d herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. 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.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject company/companies mentioned in this
report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

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 ICICI Securities and affiliates 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 certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.
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