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Ba I krishna | nd ustries Ltd Strong growth but short term challenges remains
CMP Target Potential Upside Market Cap (INR Mn) Recommendation Sector

INR 2,155  INR 2,357 9.4% INR 4,16,599 ACCUMULATE Auto ancillary

Result Highlights of Q1FY23:

+ Balkrishna Industries (BIL) reported revenue of INR 26,194 Mn in QiFY23. This is a growth of 45.3% YoY and 10.3% QoQ.

* EBITDA was INR 4,440 Mn, which declined by 13.1% YoY and 11.7% QoQ. EBITDA margin was at 16.9%, which is a sharp decline of
1,140 bps YoY and 424 bps QoQ.

* PAT was at INR 3,070 Mn, declining by 7.1% YoY and 18.1% QoQ. NPM for the quarter was 11.7%, a contraction of 662 bps YoY and
407 bps QoQ.

MARKET DATA KEY FINANCIALS
Shares outs (Mn) 193

Revenue 48,112 57,832 82,951 | 1,01,234 | 1,09,130
Mit Cap (INR Mn) 416,599 EBITDA 12,713 18,104 | 20,088 | 22,676 | 27,501
52 Wk H/L (INR) 2,724,691 PAT 9597 | 1,775 | 14,354 | 15,044 | 18,229
Volume Avg (3m K) 336 EPS (INR) 49.6 60.9 74.2 77.8 94.3
Face Value (INR) 5 EBITDA Margin (%) 26.4% 31.3% 24.2% 22.4% 25.2%

NPM (% 19.9% 20.4% 17.3% 14.9% 16.7%
Bloomberg Code BILIN (%) 2: 3 2

Source: Company, KRChoksey Research

Strong volume growth in QiFY23, while BIL to see some short-term challenges going
ahead: BIL reported revenue of INR 26,194 Mn in Q1FY23, which is a growth of 45.3% YoY
SHARE PRICE PERFORMANCE and 10.3% QoQ. Sales volume for the quarter was at 83,153 MT, which is a growth of 21.2%
YoY and 7.8% QoQ. The segmental revenue share of Agriculture/ OTR/ Others was 64.0%/
32.8%/ 3.2% respectively for the quarter. On geographical basis, revenue share of Europe/

400 Americas/ India/ RoW was 49.7%/ 19.6%/ 21.2%| 9.6% respectively. BIL has retained its FY23E
350 volume target of 3,20,000 MT to 3,30,000 MT. While the management is confident that
300 end-user demand is intact, there may be short-term challenges. Europe faces some
250 challenges due to weather patterns, and distributors cutting back on inventory.
200 Distributors are holding off on orders as their stock is 20.0% higher YoY, shipping times
150 have gone down, and they are also expecting some price correction as inflation has

100 w started to cool off. Performance in the USA is expected to be good despite macro issues.
50 Inflation impacted margins in Q1FY23, while relief to come with a lag: EBITDA for the
2 2 & & &~ & W quarter was INR 4,440 Mn, which declined by 13.1% YoY and 11.7% QoQ. EBITDA margin was
%" § :to @ %D § :%D at 16.9%, which is a sharp decline of 1,140 bps YoY and 424 bps QoQ. High raw material
costs, logistics cost, power costs and brand building investments impacted the margins
BIL —— SENSEX negatively in the quarter. Employee costs increased QoQ due to incremental cost of the
newly commissioned plant and impact of incentives. Relief from raw material cost inflation
is expected to be seen by Q4FY23 while logistics costs are expected to normalize by end of
Q3FY23/ early Q4FY23. As a result, while Q2FY23 will still see some margin pressure,
improvement is expected in H2FY23. BIL has taken about 5.0% price increase in Q1FY23.
Further price hikes in Q2FY23 are difficult due to the challenging environment. In the long

term, management targets EBITDA margins in the range of 28.0% to 30.0%

MARKET INFO Capex on track: The 50,000 MT brownfield tire plant commissioned at Bhuj in Q4FY22 will
SENSEX 58,865 see complete ramp up in H2FY23. The annual tire production capacity will reach 3,60,000
MT by end of FY23. In Q3FY23, BIL will commission carbon black plant with 55,000 MT
NIFTY 17,525 annual capacity, along with the captive power plant. BIL will commission the advanced

carbon black project of 30,000 MT in Q4FY23. The Modernization, Automation, and
Technology Upgradation capex is on track and is expected to be complete by end of

H1FY23.
SHARE HOLDING PATTERN (%)
Particulars Jun-22 Mar-22 Dec-21
Promoters 58.3 58.3 58.3
Flls 14.3 141 15.1
Dlls 1.2 1.7 11.6
Others 16.2 15.9 15.0 Revenue CAGR between FY22  EBITDA CAGR between FY22
Total 100 100 100 and FY24E and FY24E
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Key Concall Highlights: (1) In Q1FY23, raw material costs increased to 46.6% of sales vs. 42.8% in Q1FY22 and 45.3% in Q4FY22. Input
costs have moderated from Q1FY23 levels. However, relief can only be expected in Q4FY23 as the benefit comes with a lag due to
inventory and transit times. (2) Q1FY23 margins were impacted by high logistics costs. Logistics costs as % of sales were 14.2% for the
quarter vs. 7.1% in Q1FY22 and 13.8% in Q4FY22. (3) Of the total export contract, 50.0% is based on CIF while 50.0% on FOB. While
higher freight costs are passed on for FOB contracts, BIL has been able to partially pass on the costs for about 50% of CIF contracts.
BIL expects relief from high logistics costs towards the end of Q3FY23. (4) BIL continues to see sustainable demand for tires despite
the short term challenges. Q2FY23 is expected to have sluggish demand due to macro challenges and heatwave in Europe and
inflation in USA. (5) Revenue from Carbon Black plant is expected to be INR 1,000 Mn for FY23E with margins as per industry
average. (6) The other income loss in Q1FY23 was due to MTM loss on investments in equity mutual funds and debt. (7) BIL has
incurred a total capex of INR 13,220 Mn on the ongoing capex program of INR 19,000 Mn. Capex for FY23E is expected to be INR
9,000 Mn. (8) BIL is also looking into another brownfield/ greenfield project as capacity needs to be expanded further. (9) The EUR
hedge rate was INR 85 for the quarter, with the forward hedge rate at same level for FY23E. BIL does not expect to see any major
impact of currency fluctuation. (10) The Board of Directors have declared an interim dividend of INR 4.0 per equity share of INR 2.0
each.

Valuation and view

BIL reported strong volume growth in Q1FY23. The company is expecting end-user demand to sustain despite short term macro
challenges in Europe and USA. With new capex coming on stream in FY23E and further capex plan under discussion, the company is
building capability to meet the demand. BIL is confident of performing better than competition on the back of focus on customer
servicing. We value the stock at 25.0x on FY24E EPS of INR 94.3 to arrive at a TP of INR 2,357 per share (previous price target was
INR 2,290 per share), implying an upside potential of 9.4% from the CMP. Accordingly, we maintain our “ACCUMULATE”
recommendation on the shares of Balkrishna Industries.

Revenue growth accelerates in Q1FY23 Traction in volume growth continues
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KEY FINANCIALS
Particulars (INR Mn) QiFY23 Q4FY22 QiFY22 Q-0-Q Y-0-Y
Revenue from Operations 26,194 23,742 18,029 10.3% 45.3%
Total Expenditure 21,755 18,711 12,917 16.3% 68.4%
Cost of Raw Materials 13,779 11,230 8,630 22.7% 59.7%
Purchase of Stock 233 224 172 4.1% 35.3%
Changes in Inventories -1,501 -470 -1,080 219.7% 39.0%
Employee Cost 1,188 1,071 1,054 10.9% 12.7%
Other Expenses 8,055 6,656 4,141 21.0% 94.5%
EBITDA 4,440 5,031 5,112 -11.7% -13.1%
EBITDA Margin (%) 16.9% 21.2% 28.4% -424 bps -1,140 bps
Depreciation 1,293 1,195 1,068 8.1% 21.0%
EBIT 3,147 3,836 4,043 -17.9% -22.2%
Other Income 1,057 1,094 822 -3.3% 28.6%
Finance Cost 30 26 25 15.7% 18.0%
PBT 4,175 4,904 4,840 -14.9% -13.8%
Tax 1,105 1,155 1,535 -4.3% -28.0%
PAT 3,070 3,748 3,306 -18.1% -71%
PPAT Margin (%) 1.7% 15.8% 18.3% -407 bps -662 bps
EPS 15.9 19.4 17.1 -18.1% -7.4%
Source: Company, KRChoksey Research
Income Statement (INR Mn) FY20 FY21 FY22 FY23E FY24E
Revenue 48,112 57,832 82,951 1,01,234 1,09,130
Cost of sales 21,388 23,110 37,778 46,972 49,327
Gross profit 26,725 34,722 45,173 54,261 59,803
Employee cost 3,286 3,709 4,301 4,758 5,020
Other operating expenses 10,726 12,909 20,785 26,827 27,282
EBITDA 12,713 18,104 20,088 22,676 27,501
Depreciation 3,736 4,163 4,554 5,517 6,293
EBIT 8,976 13,941 15,534 17,159 21,207
Finance costs 89 114 92 231 181
Other income 2,508 1,722 4,379 3,847 4,147
PBT 11,395 15,549 19,822 20,775 25,173
Income tax expense 1,799 3,774 5,468 5,731 6,944
Net profit 9,597 1,775 14,354 15,044 18,229
EPS (INR) 49.6 60.9 74.2 77.8 94.3
Cash Flow Statement (INR Mn) FY20 FY21 FY22 FY23E FY24E
Net Cash Generated From Operations 11,731 13,390 9,080 17,919 23,930
Net Cash Flow from/(used in) Investing Activities -6,778 11,734 -18,975 -9,027 15,134
Net Cash Flow from Financing Activities -4,947 -1,581 9,804 -8,812 -7,501
Net Inc/Dec in cash equivalents 7 76 -91 81 1,294
Opening Balance 462 468 549 461 543
Closing Balance Cash and Cash Equivalents 468 549 459 543 1,837

Source: Company, KRChoksey Research
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Exhibit 3: Balance Sheet

Property, Plant and Equipment
Capital Work-in-Progress
Investment Property
Intangible Assets
Investments

Other Financial Assets
Income tax Assets (Net)
Other Non-Current Assets
Total non current assets
Inventories

Investments

Trade Receivables

Cash and Cash Equivalents
Other Bank Balances
Loans

Other Financial Assets
Other Current Assets
Total current assets
Total Assets

Equity share capital

Other equity
Total equity

Borrowings

Other Financial Liabilities
Provisions

Deferred Tax Liabilities (Net)
Other Non-Current Liabilities
Total non current liabilities
Borrowings

Trade Payables

Other financial liabilities
Other current liabilities
Provisions

Total current liabilities
Total liabilities and Equity

Profitability
Return on Assets

Return on Capital
Return on Equity
Margin Trend
EBITDA

EBIT

Net Profit
Liquidity
Current Ratio
Debtor Days
Creditors Days
EV/EBITDA

P/E

P/B

Source: Company, KRChoksey Research
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32,195
5,866
857
13
7,114
130
898
1,767
48,839
6,156
3,511
5,899
468
223
45
142
2,771
19,215
68,054
387
49,696
50,083
18

257
1,783
342
2,400
9,288
3,837
1,642
762
42
15,571
68,053

14.4%
16.7%
19.2%

26.4%
18.7%
19.9%

1.2

45

66
34.7%
43.4X
8.3x
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32,830
8,555
864
8
10,256
148
699
3,484
56,844
9,397
3,920
7,536
549
231
43
347

2,797
24,820

81,663
387
59,612
59,998
15
0
275
2,035
326
2,650
9,989
6,550
746
1,678
51
19,014
81,663

15.7%
18.2%
19.6%

31.3%
24.1%
20.4%

1.3

48

97
24.4X
35.4X
6.9x

39,391
12,584
793

9
12,122

829
58
5,062
70,847
16,721
6,845
10,962
459
58
35
651
3,211
38,942
1,09,789
387
68,944
69,330
5,010
4
271
2,509
308
8,103
20,275
8,299
1,204
2,540
39
32,356
1,09,789

15.0%
17.4%
20.7%

24.2%
18.7%
17.3%

1.2
48
75
22.0X
29.0X
6.0x

42,873
12,584
793
9
12,148
829
61
5’063
74,360
19,129
7,086
13,341
543
58
35
684
3,037
43,913
1,218,273
387
80,895
81,281
3,923
5
271
2,509
308
7,016
15,876
10,256
1,265
2,540
39

29,975
1,18,273

13.2%
15.4%
18.5%

22.4%
17.0%
14.9%

1.5
48
75
19.5xX
27.7X
5.1
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50,767
12,584
793
9
13,096
829
64
5,316
83,457
18,053
7,639
14,342
1,837
58
35
718
3,274
45,956
1,29,413
387
95,644
96,031
3,163
5
271
2,509
308
6,256
12,797
10,423
1,328
2,540
39
27,127
1,29,413

14.7%
17.1%
19.0%

25.2%
19.4%
16.7%

1.7

48

75
16.0Xx
22.9X
4.3x
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09-Aug 2022 2,155 2,357 ACCUMULATE Buy More than 15%
16-May 2022 2,045 2,290 ACCUMULATE Accumulate 5% - 15%
16-Feb-2022 2,003 2,290 ACCUMULATE Hold 0-5%
15-Nov-2021 2,362 2,700 ACCUMULATE
Reduce -5%—0

10-Aug-2021 2,319 2,700 BUY

Sell Less than - 5%
30-Jun-2021 2,243 2,455 ACCUMULATE
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