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GNA Axles Ltd

Q1 results beat expectation, valuation attractive

Automobiles Sharekhan code: GNA
Reco/View: Buy o CMP: Rs. 667 Price Target: Rs. 800 N
N Upgrade € Maintain ' Downgrade
Summary

+ We maintain our Buy rating on GNA Axles Limited (GNA) with a revised PT of Rs.800, led by
a positive CV and farm sector outlook and an attractive valuation.

* QIFY23results exceeded expectations on higher sales, leading to upbeat revenue, EBITDA,
and PAT by 20.1%, 23.6% and 39.3% respectively.

¢ GNA'’s growth prospects remain positive, led by strong momentum in CV and farm sector
sales in India and globally.

¢ The stock is trading below its historical average multiples at P/E of 10x and EV/EBITDA of
5.7x of its FY2024E estimates.

GNA Axles Limited’s (GNA’s) Q1FY23 results exceeded expectations on higher sales, leading
to upbeat revenue, EBITDA and PAT by 20.1%, 23.6% and 39.3% respectively. Net revenues
were up 24.9% q-o-q to Rs375 crore, led by increased domestic and export sales. The EBITDA
margin expanded 30bps g-o-q to 13.5%, driven by cost reductions and positive operating
leverage, despite significant inflation in raw material costs. As a result, EBITDA and PAT
grew by 27.8% q-o-q and 49.2% q-o-q to Rs50.5 crore and Rs27 crore respectively in Q1FY23.
We maintain our positive stance on the company and expect revenues and profitability to
normalize gradually going forward, driven by the improvement in US and Europe truck sales.
The company has an exposure to domestic tractors and CV markets, which are expected to
remain buoyant going forward. We expect GNA to grow at a faster pace than the industry,
given the company’s focus on increasing business with the existing clients and the acquisition
of new clients. The stock is trading below its historical average multiples at P/E of 10x and EV/
EBITDA of 5.7x its FY2024E estimates.

Key positives

* QIFY23 results exceeded expectations on higher sales, leading to upbeat revenue, EBITDA
and PAT by 20.1%, 23.6% and 39.3% respectively.

+ EBITDA margin expanded 30bps g-0-q to 13.5%, driven by cost reductions and positive
operating leverage, despite significant inflation in raw material costs.

Key negatives

+ The company’s revenue was impacted by muted performance of class 8 truck sales in Q1FY23,
led by supply constraints, and muted growth in the domestic tractor segment (due to a high
base).

Our Call

Valuation - Maintain Buy with a revised PT of Rs800: GNA is expected to witness strong
traction from domestic and global original equipment manufacturers (OEMs), driven by
a recovery in US’s and Europe’s CV market and India’s tractor market. The outlook remains
positive with recovery expected from FY2023E and FY2024E, driven by the normalisation of
economic activities. Operating profit margin (OPM) would expand due to operating leverage
and cost-control measures. The stock is available at attractive valuations at 10x P/E and 5.7x
EV/EBITDA its FY2024E estimates.

Key Risks

GNA'’s revenue is heavily dependent on the US and European markets, so any material change
in these markets can impact its revenue and profitability. Moreover, any rise in the COVID
pandemic either domestically or/and globally may restrict movement and adversely impact our
earnings estimates.

Valuation (consolidated) Rscr
Net Sales 890 1,270 1,443 1,594
Growth (%) @9 428 136 10.4
EBIDTA 144 181 221 255
OPM (%) 16.2 14.2 15.3 16.0
Recurring PAT 71 89 18 143
Growth (%) 339 257 33.3 21.0
EPS (Rs) 329 41.3 551 66.7
PE (x) 20.3 161 121 10.0
P/BV (x) 2.8 2.4 21 1.8
EV/EBIDTA (x) 10.9 8.8 6.9 57
ROE (%) 13.9 151 171 17.5
ROCE (%) 15.3 17.4 20.3 21.0

Source: Company; Sharekhan estimates
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Strong performance in Q1FY23: GNA Axles Limited (GNA) posted "broadly in-line performance in Q4FY2022.
Net sales declined 3.1% y-o-y and -0.3% g-o-q to Rs 300.5 crore, led by weak class 3-8 truck sales (led by
supply constraints) and muted growth in the tractor segment. The EBITDA margin expanded 40 bps g-o-q
to 13.2% in Q4, led by cost reductions partially offset by rising in raw material costs. The rise in raw material
prices led to a decline of 30bps g-o-g and 170 bps y-o-y in gross margins to 34.7% in Q4. The EBITDA declined
20.1% y-o-y and 20.5% g-o-q to Rs38.5 crore. The company reported a PAT of Rs18.1 crore in Q4FY22, which
is a decline of 34.4% y-o-y and an increase of 8.6% g-o-q.

Management expectations: The management has met its target to grow more than 35% in revenues during
FY22, though the margins declined by 200 bps in FY22 to 14.2%. The company is currently operating at 75-
80% capacity utilisation and does not plan any major Capex in the medium term. The company will prefer to
increase capacity by ¥10% through debottlenecking.

SUV segment to provide incremental growth opportunity: GNA’s foray into the SUV segment would act as
an incremental growth driver going forward. GNA would supply SUV axle shafts to its existing CV customers
(in export markets) who are already in the SUV business. Entry into the SUV segment would not only provide
an additional growth avenue but will also de-risk its business model by reducing the cyclicality of the CV
segment. Further, the company plans to move into the domestic SUV segment in the second phase.

Maintain positive view on the company: We maintain our positive stance on the company and expect
revenues and profitability to normalise from Q2FY23 onwards, driven by improvement in US and Europe
truck sales. The company has exposure to domestic tractors and CV markets, which are expected to remain
buoyant going forward. We have fine-tuned our earnings estimate to build the impact of near-term supply
challenges in the global CV market. We expect the GNA to grow at a faster pace than the industry, given the

company’s focus on increasing business with the existing clients and the acquisition of new clients. GNA’s
earnings are likely to post a robust 27% CAGR from FY2022-FY2024E, driven by an 12% revenue CAGR and
a 180bps improvement in EBITDA margin at 16% in FY24E.

Stock Update

Results (Consolidated) Rs cr
Particulars QIFY23| QIFY22| %Yoy | Q4FY22

Revenues 375.2 329.0 141 3005 24.9
Total Expenses 324.6 274.5 18.3 260.9 24.4
EBIDTA 50.5 54.5 (7.2) 396 27.8
Depreciation 15 1.8 (2.6) 127 (8.8)
Interest 3.0 31 (4.8) 2.4 23.8
Other Income 0.4 0.5 (24.5) 0.0 NA
PBT 36.4 40.0 (9.0) 245 48.5
Tax 9.4 10.6 (10.9) 6.4 46.6
Adjusted PAT 270 29.5 (8.3) 18.1 49.2
EPS 12.6 137 (8.3) 8.4 49.2

Source: Company Data; Sharekhan Research

Key Ratios (Consolidated)

Particulars | QIFY23| QIFY22| YoY (bps) | Q4FY22| QoQ (bps)
Gross margin (%) 31.2 345 (340) 347 (350)
EBIDTA margin (%) 13.5 16.6 (310) 13.2 30
EBIT margin (%) 10.4 13.0 (260) 9.0 140
Net profit margin (%) 72 9.0 (180) 6.0 120
Effective tax rate (%) 25.8 26.4 (60) 261 (30)
Source: Company Data; Sharekhan Research
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Outlook and Valuation

B Sector View — Buoyant demand for CV and farm sector

We see strong underlying demand for CVs domestically. We expect the recovery inthe CV segmentin FY2023E
and FY2023E, driven by improved economic activities, a low-interest rate regime, and better financing
availability. We expect a strong improvement in M&HCV sales to continue, driven by the rise in e-commerce,
agriculture, infrastructure, and mining activities. Global demand for trucks is expected to recover, aided by
increasing traction in class 8 truck order books. Most global OEMs and auto component suppliers maintain
a positive outlook for the CV industry. Moreover, domestic tractor markets are expected to remain buoyant
because of higher farm income, good Rabi harvesting, and the expectation of a strong monsoon this year.

B Company Outlook — Positive

We expect GNA to benefit from the CV upcycle across geographies — India, North America, and Europe, led
by improved prospects of CV globally. Global OEMs and tier-1 suppliers maintain a positive outlook for the CV
segment. GNA has been gaining market share in exports due to its comparatively low-cost advantage. The
company has been winning higher business from clients, driven by establishing product reliability and quality.
Moreover, a foray into SUVs provides an incremental growth opportunity for GNA. The company would supply to
existing export CV customers who also manufacture SUVs. The company has strong long-term revenue visibility,
given its strong relationships with OEMs, both in India and globally. We expect GNA’s earnings are likely to
post a robust 27% CAGR from FY2022-FY2024E, driven by an 12% revenue CAGR and a 180bps improvement in
EBITDA margin at 16% in FY24E.

B Valuation — Maintain Buy with a revised PT of Rs.800

GNA is expected to witness strong traction from domestic and global original equipment manufacturers (OEMs),
driven by a recovery in US’s and Europe’s CV market and India’s tractor market. The outlook remains positive with
recovery expected from FY2023E and FY2024E, driven by the normalisation of economic activities. Operating
profit margin (OPM) would expand due to operating leverage and cost-control measures. The stock is available
at attractive valuations at 10x P/E and 5.7x EV/EBITDA its FY2024E estimates.

One-year forward P/E (x) band

20.0
16.0 /\/\/ \
7 = S
8.0
4.0
~ o] o] (o)} a o o i - o~ o
- — i — - N N o o o o
oo & o Ee) oo ES) o0 o a0 a a0
> (7] = (7] 3 [) >3 [ = [T} >
< w < CH << L << w < w <
e Fwd PE (x) Trough P/E (x) Avg P/E (x)

Source: Sharekhan Research

Peer Comparison

P/E (x) EV/EBITDA (x) RoCE (%)
Particulars
FY22 ‘ FY23E ‘ FY24E ‘ FY22 ‘ FY23E FY24E ‘ FY22 ‘ FY23E ‘ FY24E
GNA Axles 667 161 121 10.0 8.8 6.9 57 17.4 20.3 21.0
Gabriel India 145 23.3 15.6 12.0 13.2 9.0 6.8 16.8 22.0 25.0
Greaves Cotton 176 NA 54.3 28.8 141.5 226 13.6 - - 5.3

Source: Company Data; Sharekhan Research
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About company

GNA is one of the leading manufacturers of rear axle shafts, spindles, and splined shafts. GNA has a large
variety of axle shafts ranging from 1.5kg to 65kg and the capacity to produce up to 165kg, producing about 2
million axle shafts annually. Rear-axle shafts account for 82.7% of revenue, while spindles and drive shafts
account for 11.6% and 5.7% of revenue, respectively. The company primarily caters to the requirements of CVs
and tractor segments in the domestic and export markets. CV domestic sales constitute 5% of the company’s
total sales, while CV exports constitute 50% of sales. Similarly, tractor domestic sales constitute 40%, while
tractor exports account for 6% of the company’s sales.

Investment theme

GNA is witnessing demand improvement in both domestic as well as export markets. In the domestic market,
tractor demand has recovered strongly with double-digit growth reported in FY2021. Increased Kharif sowing
and good monsoons have resulted in higher income for farmers. In export markets, truck demand is improving
in both key markets of the US and Europe. With the normalization of economic activities, we expect revenue
to grow in strong double digits in FY2023. Moreover, GNA is expected to continue gaining market share
in exports, driven by product quality, low-cost advantage, and financial distress of competitive players in
export markets. Foray into the SUV business would also drive exports. Return ratios are expected to improve
significantly, driven by demand improvement, minimal Capex, and reduction in debt. Hence, we reiterate our
Buy rating on GNA.

Key Risks

¢ GNA’s revenue is heavily dependent on US and European markets, so any material change in these
markets can impact its revenue and profitability.

+ |f GNA is unable to pass on rising steel prices to its OEMs, it can impact its profitability.

Additional Data

Key management personnel

Mr Gursaran Singh Executive Chairman

Mr. Jasvinder Singh Executive Vice Chairman
Mr Ranbir Singh CEO & Whole time Director
Mr Maninder Singh Additional Director

Mr Rakesh Kumar Gupta Chief Financial Officer

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Jasvinder Singh Seehra 15.3
2 Ranbir Singh 14.9
3 Gurdeep Singh 14.6
4 Maninder Singh 1.4
5 Gursaran Singh 81
6 HDFC Asset Management Co 6.1
7 Sundaram Mutual Fund 2.0
8 IDFC Emerging Business 1.5
9 Kuwin Seehra 1.0
10 Keerat Seehra 1.0

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Understanding the Sharekhan 3R Matrix

Right Sector
Positive

Neutral

Negative

Right Quality

Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significantincrease in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

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 SHAREKHAN 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.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of
the company at the end of the month immediately preceding the date of publication of the research report nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part
of the analyst’'s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this
document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.
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