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Balkrishna Industries (BKT) posted a strong set of numbers in Q4 FY22 especially at the
topline which grew by 36% yoy and 17% qoq at X23.8 bn on the back of 13.4% yoy and 9.7%
growth in volumes. Second lever for this solid topline growth were the ASPs which expanded
by 22.8% and 9.2% yoy and qoq respectively. This growth came on the price hikes taken in
Q3 & Q4 and the product mix tilted towards replacement segment. However, increased RM
basket costs and supply constraints restricted margin growth, as EBITDA margins came in
at 21%, down 80 bps qog and 1000 bps yoy on high base of last year. Apart from RM costs
hike, other expenses too zoomed up on higher freight and power costs in the quarter. These
impacted profitability. Below the operating levels, depreciation costs went up by 13% yoy
as the new capacities are in ramping up stage. Net profits remained almost flat yoy while
growing by 13.7% qoq to %3.73 bn. During FY22, topline grew by 43.6%, while margins came
in at 23.9% as RM costs hike and supply side constraints impacted business throughout the
year. PAT grew by 22% yoy to X14.1 bn.

Volume growth remains buoyant across geographies, segments and channels.

Volumes during the quarter expanded by 13% yoy and 10% qoq to 77,119 MT. This growth
mainly came from the agriculture and mining sectors as offtake increased and BKT continued
to inch up their market share (5% now globally). During the full year, the company reported
volumes of 288,795 MT, which was a growth of 27%. This growth came despite Covid-19
remaining strong across the globe. Contribution from Europe grew to 54% from 51% a year
ago, while India (17.6% of FY22 volumes) reduced a bit on the back of two Covid waves in
the year. However, in absolute terms India also has grown. Americas (17.3% of volumes)
and ROW markets (11.2% of volumes) are equally going strong despite the war between
Russia and Ukraine. As far as the verticals are concerned, agriculture remained the highest
contributor at 66%, up from 63% a year ago. The company is gung-ho about the prospects
for agriculture, construction and mining segments in India considering the good monsoons,
mining proliferation and infrastructure development in the country. We believe the strong
growth which was seen in FY22 should continue in the ensuing years with the supply
constraints easing and volume profile remaining intact. Also the company has become very
aggressive in their marketing endeavors as they have tied up with various sporting events
across geographies. Replacement demand (69% of volumes in FY22) is also getting stronger

as OEMs face supply issues, thus helping margins.

Key Financials FY 21 FY 22 FY 23E FY 24E
Total sales (X bn) 57.6 82.7 104.5 125.2
EBITDA margins (%) 31.0% 23.9% 25.5% 27.1%
PAT margins (%) 20.1% 17.1% 17.5% 18.6%
EPS (%) 59.9 73.1 94.7 120.9
P/E (x) 35.7 29.2 226 17.7
P/BV (x) 6.9 6.0 5.0 4.2
EV/EBITDA (x) 36.4 37.6 31.6 33.1
ROE (%) 19.2% 20.4% 22.3% 23.7%
ROC (%) 22.0% 19.8% 24.1% 27.3%
Dividend yield (%) 0.6% 1.4% 1.3% 1.7%
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Rating BUY
Current Market Price () 2,135
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Total Market Cap (X bn) : 413
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1 Yr Avg. Dly Traded Volume (in lakh) 4
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Shareholding Pattern

(%) Mar-22 Dec-21 Sep-21 Jun-21
Promoter 58.29 58.29 58.30 58.30
FPIs 14.05 15.07 15.42 15.18
MFs 11.64 11.48 12.54 14.09
Insurance 5.38 5.05 3.94 3.37
Others 10.64 10.11 9.80 9.06

Source: BSE

Price Performance
(%) iM 3M 6M 1YR
BKT 1.9% 6.4% -8.1% 2.5%

Nifty 50 -9.3% -8.5%
* To date / current date : May 17, 2022
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Capacity expansion remains the key for future growth

The company is on track to expand its capacity and taking it up to 360K MT from 285K MT
currently, by the end of FY23. The company has continued with its old Waluj plant which
produces 25K MT and new Waluj plant which commissioned in September 2021 is now adding
30k MT . The capex program of 19 bn (out of which 10 bn is spent in FY22) shall add 50k MT
at Bhuj brownfield plant. This exhaustive capacity expansion plan should lead the company
to be poised for next leg of growth in the OHT sector especially in the developing markets of
India and ROW. The company also stands a good chance to further expand in the European and
American markets as well with their strategic pricing (10-15% lower than the leaders) initiative.
Therefore we believe that as the ramp up completes by end of FY23, we may witness a strong
volume growth in all of its verticals and geographies. Management has given a volume target of
330K-340K MT for FY23E, while we expect volumes to grow at 17%/12% in FY 23E/24E.

Quarterly Financial Snapshot

YE Mar (X mn) Q4 FY22 Q3 FY22 % qoq Q4 FY21 % yoy
Net sales 23,738 20,300 16.9% 17,459 36.0%
RM cost 11,028 9,659 14.2% 7,213 52.9%
Employee cost 899 967 -7.1% 883 1.8%
Other expenses 6,817 5,240 30.1% 3,945 72.8%
EBITDA 4,994 4,434 12.6% 5,418 -7.8%
EBITDA Margins % 21.0% 21.8% (80 bps) 31.0% (1000 bps)
Other income 1,077 1,116 -3.5% 584 84.4%
Depreciation 1,167 1,145 1.9% 1,034 12.8%
Interest 21 18 19.6% 23 -7.0%
PBT 4,883 4,387 11.3% 4,945 -1.2%
Tax 1,147 1,101 4.1% 1,223 -6.2%
Adj PAT 3,736 3,286 13.7% 3,722 0.4%
Adj PAT Margins% 15.7% 16.2% (50 bps) 21.3% (560 bps)
Exceptional items - N/A N/A
Reported PAT 3,736 3,286 13.7% 3,722 0.4%

Source: Company, LKP Research

Margin growth should follow volume growth

As we expect capacity build up in the current year, we also believe operating leverage to come
into play. Demand is robust across the globe which is not an issue at this point in time or in near
future. Additionally we believe supply constraints to ease out by H2 FY23. Therefore margins
should see an expansion by then. The company has taken 2-3% price hikes in Q4, while further
3-4% hike shall be taken in June, which should take care of the rising RM costs. The captive
Carbon Black plant is yielding 8-10% cost savings in RM costs, while the captive power plant
of 20MW at Bhuj should save the power costs as well. Higher replacement business should

further add to margin growth. Management has given a long term margin target of 28-30%.
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Outlook and Valuation

BKT reported good set of numbers especially at the topline. Volume expansion was seen across
all the geographies, verticals and channels. Realizations grew on price hikes taken and good
product mix. Going forward, India is expected to join the bandwagon with good monsoons
and pick up in the farm sector. As the supply constraints settle down, we expect volumes to
rise further supported by capacity expansion at its various plants. Higher dependence on
Replacement segment should keep the demand buoyant as OEMs are facing supply issues. It
will help margins as well. Price hikes taken and to be taken, should further assist margins as RM
costs are on rise. Captive Carbon black and Power plants should help saving costs. Capex outlay
of X11 bn (X9 bn for capex expansion and X2 bn for maintenance capex) for FY23 is not very high
and is quite manageable with rich cash reserves. Despite this expense, the management doled
out rich dividends of X28/share this year which gives comfort to the investors. With raised debt
this year for capex expansion, the leverage ratio is still comfortable at 0.28x which we believe to
reduce going forward with strong operations. Higher capex outlay in FY22 led to negative FCF,
but we believe that the bulk of the capex is behind us, so in FY23, with stronger demand and
business, we expect FCF to come back in the green. We therefore value BKT at 21x on FY24E
earnings as compared to 17.7x current PE. We maintain a BUY rating on the stock with a target
of X2,539.

Volume Profile - FY22

Segmental sales Channel sales

Geographical sales

M Agriculture mOTR Others M Replacement ®OEM m Others M Europe W Americas India mROW

Source: Company, LKP Research
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Income Statement

(X mn)

Total Revenues
Raw Material Cost
Employee Cost
Other Exp

EBITDA

EBITDA Margin(%)
Depreciation

EBIT

EBIT Margin(%)
Other Income
Interest

PBT

PBT Margin(%)
Tax

Adjusted PAT
APAT Margins (%)
Exceptional items
PAT

PAT Margins (%)

Key Ratios

YE Mar

Per Share Data (Rs)
Adj. EPS

CEPS

BVPS

DPS

Growth Ratios(%)
Total revenues
EBITDA

EBIT

PAT

Valuation Ratios (X)
PE

P/CEPS

P/BV

EV/Sales

EV/EBITDA
Operating Ratios (Days)

Inventory days
Recievable Days
Payables day

Net Debt/Equity (x)
Profitability Ratios (%)
ROCE

ROE

Dividend payout ratio (%)

Dividend yield(%)

LKP Research

FY 21
57,579
23,028

3,259
13,436
17,856

31.0%

4,062

13,794
24.0%
1,615
98
15,310
26.6%

3,756

11,554

20.1%
0
11,554
20.1%

FY 21

59.9
80.9
311.3
12.0

20.4%
42.9%
56.5%
22.3%

35.7
26.4
6.9
7.1
36.4

57.6
46.3
40.2
0.15

22.0%
19.2%
20.0%

0.6%

FY 22
82,667
37,785

3,804
21,322
19,755

23.9%

4,438

15,317
18.5%
4,306

79

19,545
23.6%

5,437

14,108

17.1%
0
14,108
17.1%

FY 22

73.1
96.1
358.8
29.0

43.6%
10.6%
11.0%
22.1%

29.2
22.2
6.0
5.0
37.6

72.4
48.5
35.7
0.28

19.8%
20.4%
39.7%

1.4%

FY 23E
1,04,462
47,008
5,223
25,593
26,638
25.5%
5,140
21,497
20.6%
4,000
120
25,377
24.3%
7,106
18,272
17.5%
0
18,272
17.5%

FY 23E

94.7
121.3
425.1

28.4

26.4%
34.8%
40.3%
29.5%

22.6
17.6
5.0
4.0
31.6

64.0
49.0
37.0
0.24

24.1%
22.3%
30.0%

1.3%
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FY 24E
1,25,187
55,082
6,134
30,045
33,926
27.1%
5,368
28,557
22.8%
4,000
150
32,407
25.9%
9,074
23,333
18.6%
0
23,333
18.6%

FY 24E

120.9
148.7
509.7

36.3

19.8%
27.4%
32.8%
27.7%

17.7
14.4
4.2
33
33.1

66.0
50.0
38.0
0.21

27.3%
23.7%
30.0%

1.7%

Balance Sheet

(X mn)
Equity and Liabilities

Equity Share Capital

Reserves & Surplus

Total Networth

Total debt

Deferred tax assets/liabilities
Other curent liabilities

Total non-current liab & provs
Current Liabilities

Trade payables

Short term provs+ borrowings
Other current liabilities

Total current liab and provs
Total Equity & Liabilities
Assets

Net block

Capital WIP

Other non current assets

Total fixed assets

Cash and cash equivalents(i)
Inventories

Trade receivables

Other current assets

Total current Assets

Total Assets

Cash Flow

(X mn)

PBT

Depreciation

Interest

Chng in working capital

Tax paid

Other operating activities
Cash flow from operations (a)
Capital expenditure

Chng in investments

Other investing activities
Cash flow from investing (b)
Free cash flow (a+b)
Inc/dec in borrowings
Dividend paid (incl. tax)
Interest paid

Other financing activities
Cash flow from financing (c)
Net chng in cash (a+b+c)

Closing cash & cash equivalents

FY 21

387
59,686
60,072

13
2,035
574
2,622

6,335
8,978
2,394
17,706
80,400

32,471
8,555
15,490
56,516
543
9,093
7,301
3,028
23,886
80,400

FY 21
15,310
4,062
98
-307
-3,488
-1,480
17,118
-9,083
-2,891
388
-11,585
5,533
480
-2,316
-98

-8
-1,942
103
341

FY 22

387
68,859
69,246

5,008
2,509

552
8,069

8,075
19,463
3,718
31,256
1,08,570

39,064
12,584
18,894
70,542
353
16,394
10,977
3,460
38,029
1,08,570

FY 22
19,545
4,438
79

-198
-4,572
-2,352
13,385
-15,802
-3,516
423
-18,887
-5,503
15,710
-5,603
-77

-1
10,028
-47

293

FY 23E

387
81,649
82,036

4,008
2,509

552
7,069

10,589
19,963
3,718
34,270
1,23,374

38,924
17,584
22,894
79,402
926
18,317
14,024
3,660
43,972
1,23,374

FY 23E
25,377
5,140
120

-7,106
120
27,640
-10,000
-3,800

-13,800
13,840
-500
-5,482
-120

-6,102
633
926

FY 24E

387
97,983
98,369

3,008
2,509

552
6,069

13,033
20,463
3,718
37,213
1,41,652

38,556
22,584
27,894
89,033
1,727
22,637
17,149
3,860
52,618
1,41,652

FY 24E
32,407
5,368
150

-9,074
150
32,324
-10,000
-4,800

-14,800
17,524
-500
-7,000
-150

-7,650
800
1,727
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DISCLAIMERS AND DISCLOSURES

LKP Sec. Itd. (CIN-L67120MH1994PLC080039, www. Lkpsec.com) and its affiliates are a full-fledged, brokerage and financing group. LKP was established in 1992 and
is one of India's leading brokerage and distribution house. LKP is a corporate trading member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of
India Limited(NSE), MCX Stock Exchange Limited (MCX-SX).LKP along with its subsidiaries offers the most comprehensive avenues for investments and is engaged in the
businesses including stock broking (Institutional and retail), merchant banking, commodity broking, depository participant, insurance broking and services rendered in
connection with distribution of primary market issues and financial products like mutual funds etc.

LKP hereby declares that it has not defaulted with any stock exchange nor its activities were suspended by any stock exchange with whom it is registered in last five years.
However, SEBI and Stock Exchanges have conducted the routine inspection and based on their observations have issued advice letters or levied minor penalty on LKP for
certain operational deviations in ordinary/routine course of business. LKP has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities;
nor has its certificate of registration been cancelled by SEBI at any point of time.

LKP offers research services to clients. The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the
subject company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations
or views expressed in this report.

Other disclosures by LKP and its Research Analyst under SEBI (Research Analyst) Regulations, 2014 with reference to the subject company(s) covered in this report-:
Research Analyst or his/her relative’s financial interest in the subject company. (NO)
LKP or its associates may have financial interest in the subject company.

LKP or its associates and Research Analyst or his/her relative’s does not have any material conflict of interest in the subject company. The research Analyst or research entity
(LKP) has not been engaged in market making activity for the subject company.

LKP or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of
publication of Research Report.

Research Analyst or his/her relatives have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding
the date of publication of Research Report: (NO)

LKP or its associates may have received any compensation including for investment banking or merchant banking or brokerage services from the subject company in the
past 12 months.

LKP or its associates may have received compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
company in the past 12 months.

LKP or its associates may have received any compensation or other benefits from the Subject Company or third party in connection with the research report.

Subject Company may have been client of LKP or its associates during twelve months preceding the date of distribution of the research report and LKP may have co-
managed public offering of securities for the subject company in the past twelve months.

Research Analyst has served as officer, director or employee of the subject company: (NO)

LKP and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. Our salespeople, 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, and our proprietary trading and investing businesses may make investment decisions that may be inconsistent with the recommendations expressed herein.

In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest including but not
limited to those stated herein. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material
is provided herein. This report is not directed to, 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 or regulation or which would subject LKP or its group
companies to any registration or licensing requirement within such jurisdiction. Specifically, this document does not constitute an offer to or solicitation to any U.S. person
for the purchase or sale of any financial instrument or as an official confirmation of any transaction to any U.S. person.

Unless otherwise stated, this message should not be construed as official confirmation of any transaction. No part of this document may be distributed in Canada or used
by private customers in United Kingdom.

All trademarks, service marks and logos used in this report are trademarks or registered trademarks of LKP or its Group Companies. 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 Indian Securities Market. In so far as this report includes current or historic information, it is believed to be
reliable, although its accuracy and completeness cannot be guaranteed.

All material presented in this report, unless specifically indicated otherwise, is under copyright to LKP. None of the material, nor its content, nor any copy of it, may be
altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of LKP.

LKP Securities Ltd, 13th Floor, Raheja Center, Free Press Road, Nariman Point, Mumbai-400 021.

Tel -91-22 - 66351234. Email: research@Ikpsec.com, web: www.lkpsec.com




