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Ramkrishna Forgings Ltd
Sustainable growth prospects

Auto Ancillary Sharekhan code: RKFORGE
Reco/View: Buy o CMP: Rs. 266 Price Target: Rs. 329 N
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Summary

+ Post registering stable gross margin on g-o-q basis the management has guided to sustain EBIDTA margin at
22% levels led by improvement in product mix and 15-20% growth in exports in FY24E.

¢ Scheduled capex of Rs 400-450 cr over FY23E&24E to achieve a revenue potential of Rs 5,000 cr on peak
capacity utilization

+  We maintain our Buy rating on Ramakrishna Forgings Limited (RKFL) with a revised PT of Rs.329, led by strong
revenue growth, improving margin profile, and attractive valuations.

+ The stock trades at attractive valuations of 9.7x P/E multiple and 5.3x EV/EBITDA multiple on FY2025E,
respectively.

RK Forgings reported 24.1% y-o-y growth in revenue, led by 13.1% y-o-y growth in volumes and 9.6% y-o-y growth
in ASPs. The company performed better in the export market compared to the domestic market. While export
revenue grew by 25.6% y-o-y, domestic revenue grew by 22.3% y-o-y. Despite a 5% q-o-q decline in ASPS, the
gross margin remains stable on g-o-q basis - led by a better product mix. During the quarter export revenue mix
has improved to 43.4% compared to 42.1% in Q2FY23. With stable gross margin on a g-o-q basis the EBIDTA
margin contracted by mere 20 bps g-o0-q to 22.1. During the quarter, the forex gain stood at Rs 11 cr. Further, the
management has guided to sustain the EBIDTA margin at around 22%. RKFL observes healthy demand across
the geographies and looking for a 15-20% growth in exports in FY24E led by new client addition, new product
launches and entry into new geographies. RKFL has scheduled a capex of Rs 400-450 cr over FY23E&24E.
The company has announced an additional capacity expansion of 30% (V56,000 MT) to take its total installed
capacity to 2,43,100 MT by Q2FY2024E to cater to demand from its new clients and business verticals. The
management has guided for a revenue potential of Rs 5,000 cr at peak capacity utilization of new capacities as
the company is investing in manufacturing new generation products. We retain our Buy rating on the stock with
a revised price target (PT) of Rs. 329.

Key positives

* In Q3FY23 the Export volume grew faster than domestic volumes, given that export volumes grew by 8% g-o-q
(vs 2% growth in domestic volumes) and contributed 37.6% to the total volumes (v/s 36.2% in Q2FY23).

+ Despite passing on RM cost reduction benefit in export markets (reflected in 5% g-o-q decline in blended ASPs),
the gross margin stood flat (at 51.7%) on a g-o-q basis.

+ RKFL received new contracts of Rs. 366 crores from 3 contracts during Q3FY2023 from various geographies and
business verticals. Out of the three contracts, one contract pertains to EV project.

¢ This was the consecutive 4th quarter when RKFL reported EBIDTA margin above 22%. Further, the management
has guided to sustain the EBIDTA margin at around 22% level.

Key negatives

¢ Blended ASPs declined by 5.0% g-o-q and effective tax rate stood at 35%. The management has guided that the
effective tax rate would remain at 32% in Fy23.

Management Commentary
¢+ Management remains positive on new order inflows and expects to maintain the growth momentum.

+ RKFL is looking for a 15-20% export growth in FY24 led by new client addition, entry into new geographies and
new product launches.

+ The company expects to sustain its EBITDA margin at current levels of 22%, led by an increased share of value-
added products and moving towards machining and assembling, which are high-margin businesses.

+ Management is positive on its foray into new segments such as oil and gas, electric vehicles, and railways to
drive growth going forward.

+  With commissioning on new capacities (V56,000 MT), the peak revenue potential would reach to Rs 5,000 cr

Revision in estimates — We have increased our revenue estimates by 5-6% for FY24E and FY25E to consider benefit of
capex program and execution of the orderbook. We have gradually improved EBITDA margins above 22%, driven by
product mix and operating leverage. Given the capex program, we have increased depreciation and interest charges.

Our Call

Valuation — Maintain Buy with a revised PT of Rs. 329: RKFL has scheduled a capex of Rs 400-450 cr over FY23E
&FY24E and guided for a potential revenue of Rs 5,000 cr on peak capacity utilization and aiming to sustain EBIDTA
margin at 22%. Along with RKFL is endeavouring to increase the non-auto revenue mix to 30% (currently 19%) and
3-3.5% (currently 2%) revenue contribution from EV segment. The management is optimistic on its export business
and guided for a 15-20% growth in export revenue in FY24. With robust plans for organic growth driven by healthy
response from export markets, RKFL has been strategically building up inorganic growth prospects. RKFL has
acquired 51% stake in TSUYO to expand its EV product portfolio and its bid has been accepted to turn around JMT
Auto. We expect RKFL to gain market share internationally, given its ability to provide an attractive value proposition
to its customers. The stock is available at attractive valuation multiples of P/E of 9.7x and EV/EBITDA of 5.3x on its
FY2025E. We reiterate our Buy rating on the stock with a revised price target (PT) of Rs. 329.

Key Risks

RKFL is exposed to the cyclicality inherent in the CV and steel industries. Moreover, geographically diversified
businesses pose forex fluctuation risks. RKFL is well hedged to cover forex movement in any direction from -5% to
+5%. If the chip shortage situation further aggravates, this may impact our estimates adversely.

Valuation (Consolidated) Rs cr
| Particulars | __FY2021| _FY2022| FY2023E| FY2024E _FY2025E]
Revenues 1,288 2,281 2,939 3,468 4,051
Growth (%) 15.9 771 28.8 18.0 16.8
EBIDTA 230 526 649 776 910
OPM (%) 17.8 23.0 221 22.4 225
Net Profit 28 207 239 329 438
Growth (%) 190.3 638.7 15.7 378 32.9
EPS 1.8 12.9 15.0 20.6 274
P/E 151.9 20.6 17.8 12.9 97
P/BV 4.8 3.9 33 27 21
EV/EBIDTA 20.8 9.1 7.4 6.2 5.3
ROE (%) 3.2 21.0 20.2 230 246
ROCE (%) 47 13.2 131 15.0 171

Source: Company; Sharekhan estimates
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Key highlights of the Q3FY2023 conference call

¢ Optimistic on domestic CV segment: The management is optimistic about the growth prospects of the domestic CV
segment and assumes that the CV segment will continue to maintain its growth trajectory in the near term.

+ New order won: The company has received 3 new orders of cumulatively worth of Rs 366 cr. Out of these three new
orders one pertains to the EV project.

¢ Exports to grow by 15-20 % in FY24: The management assumes that it will maintain its export growth in the North
American market and is confident about better growth prospects in the European market. Backed by new orders,
new customers and new geographies, the management has guided for a 15-20% growth in exports in FY24E.

¢ Scheduled Rs 400 -450 cr Capex: With new orders in hand and to improve content per vehicle RKFL has scheduled
a capex of Rs 400-450 cr over FY23E and FY24E. It has earmarked Rs 250 cr for capex in FY23E and Rs 150-200
cr for capex in FY24E.

* New capacities to drive the profitability further: The management is targeting to add additional capacity of 56kMT
by the end of Q2FY2024. With this new capacity the total capacity would reach at 241k MT, and its revenue potential
would reach to Rs 5,000 cr on peak capacity utilization compared to its reported revenue of Rs 2,281 crin FY2022.
The management has guided that the new capacities would deliver better EBIDTA margins due to the addition of
next-generation cold and hot forging contents for export markets.

¢ EV opportunity: RKFL is continuing to look to expand its EV portfolio and targeting for a 3- 3.5% revenue contribution
from the EV segment in the medium term. Currently EV segment is contributing ¥2% to its standalone topline. The
company has acquired 51% stake in TSUYO and likely to infuse Rs 80 cr in acquired business over the period.

¢+ JMT auto - new avenue of growth: NCLT has approved the RKFL’s bidding for turnaround of JMT auto at a cost of Rs
125 cr. Out of Rs 125 cr, RKFL would have to pay Rs 70 cr upfront and rest of the amount in next 4 years. Though the
acquisition timeline is still uncertain the management has guided for an investment of Rs 70 cr in JMT and looking
for a peak revenue potential of Rs 450-500 cr in JMT’s business compared to JMT’s peak revenue of Rs 370 cr.

Other highlights:
¢ Railway segment is expected to do well in Q4FY23.
¢ The company has partially passed on the benefit of correction in RM cost to the customers in export market.

¢ Current debt stood at Rs 1,286 cr and is likely to reduce debt further by Rs 50 cr in Q4FY23.

¢ The company is aspiring for an auto; non-auto revenue mix of 70;30 compared to the current mix of 81:19.
¢ The effective tax rate in FY2023 would be 32%

Q3FY2023 results (Standalone) Rs cr
Particulars Q3FY23 ‘ Q3FY22 Y-0-Y % Q2FY23

Revenues 752.3 6061 241 762.5 (1.3)
Total operating expenses 586.0 465.8 25.8 592.5 (1)
EBITDA 166.3 140.2 18.6 1701 (2.2)
Depreciation 48.9 451 8.5 496 (1.4)
Interest 29.6 26.3 127 27.8 6.4
Other income 0.8 17 (51.8) 0.6 36.0
PBT 88.6 70.5 25.6 93.2 (5.0)
Tax 31.0 25.4 21.9 29.3 5.9
Reported PAT 576 451 276 63.9 (9.9)
Adjusted PAT 576 451 276 63.9 (9.9)
Adjusted EPS 3.6 2.8 276 4.0 (9.9)

Source: Company; Sharekhan Research

Key Ratios (Standalone) Rs cr
Particulars | Q3FY23| Q3FY22| Y-0Y % | Q2FY23| Q-0-Q %
Gross margin (%) 517 53.8 (210) 517 (10)
EBIDTA margin (%) 221 231 (100) 223 (20)
EBIT margin (%) 15.6 157 (10) 15.8 (20)
Net profit margin (%) 77 74 20 8.4 (70)
Effective tax rate (%) 35.0 36.0 (100) 31.4 360

Source: Company; Sharekhan Research
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Outlook and Valuation

B Sector Outlook — Strong underline demand for CV in India and North America, While Europe is expected to
recover

We see strong underlying demand for CV domestically. We expect strong improvement in M&HCV sales to
continue, driven by rise in e-commerce, agriculture, infrastructure, and mining activities post normalisation of
COVID-19. Global demand for trucks is buoyant, though order book in the few months was impacted, led by chips
shortage issue. While demand remains stronger for both medium-duty and heavy-duty vehicles, the industry’s
ability to tackle that backlog has been affected by a series of issues such as chip shortage, steel output, and
plastic resin availability. Most of the global OEMs and auto component suppliers maintain a positive outlook for
the CV industry.

B Company Outlook — Beneficiary of strong demand and margin improvement

We expect RKFL to benefit from the CV upcycle across geographies, led by improved prospects for CVs in India
and globally. Global OEMs and tier-1 suppliers maintain a positive outlook for the CV segment. RKFL is committed
to growing its business profitably and de-risk its business model through diversifying into new geographies and
sectors and widening its product portfolio. Counterparty risks are low due to the established business position
of RKFL's customers from domestic and export markets and the criticality of the components manufactured. We
expect RKFL to be a beneficiary of improving demand. The company’s focus on increasing the share of value-
added and critical components will help improve realisations and EBITDA margins.

B Valuation — Maintain Buy with a revised PT of Rs. 329

RKFL has scheduled a capex of Rs 400-450 cr over FY23E&FY24E and guided for a potential revenue of Rs 5,000
cr on peak capacity utilization and aiming to sustain EBIDTA margin at 22%. Along with RKFL is endeavouring
to increase non-auto revenue mix to 30% (currently 19%) and 3-3.5% (currently 2%) revenue contribution from EV
segment. The management is optimistic on its export business and guided for a 15-20% growth in export revenue
in FY24. With robust plans for organic growth driven by healthy response from export markets, RKFL has been
strategically building up inorganic growth prospects. RKFL has acquired 51% stake in TSUYO to expand its EV
product portfolio and its bid has been accepted to turnaround JMT Auto. We expect RKFL to gain market share
internationally, given its ability to provide an attractive value proposition to its customers. The stock is available
at attractive valuation multiples of P/E of 9.7x and EV/EBITDA of 5.3x on its FY2025E. We reiterate our Buy rating
on the stock with a revised price target (PT) of Rs. 329.
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Peer Comparison

CMP P/E (x) | EV/EBITDA (x) | RoCE (%)

Rs/Share| FY22| FY23E| FY24E| FY22| FY23E| FY24E| FY22| FY23E| FY24E
Ramkrishna Forgings Limited 266 206 17.8 12.9 91 7.4 6.2 13.2 131 15.0
Bharat Forge Limited 861 372 466 266 224 237 162 2.0 6.8 15
GNA Axles 705 171 128 106 9.2 73 6.0 174 203 210

Source: Company, Sharekhan estimates
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About company

RKFL, headquartered in Kolkata, is one of the leading forging companies in India catering to requirements of
OEMs and tier-1 auto-component suppliers worldwide. RKFL, incorporated in 1981, commenced operations in
1984, primarily as a forging manufacturer for the Indian Railways. The company started manufacturing from
two facilities located in and around Jamshedpur and another small unit near Kolkata. The company has
now scaled up its capacity to V1,887,100 MTPA. The company has five facilities, of which four are located in
Jamshedpur and one in Liluah. RKFLs existing forging facility comprises a hammer forge and up-setter forge
with a total capacity of 46,000 MTPA and a ring-rolling unit with a capacity of 24,000 MTPA. In addition,
the company has four press lines having a cumulative capacity of “80,000 MTPA. The company has a
marquee global customer base of 17 OEMs, including Tata Motors, Ashok Leyland, VE Commercials, and Tier-
1 companies.

Investment theme

RKFL is a proxy play for CV upcycle in India and internationally. We are expecting the CV upcycle in India
to coincide with that in North America and Europe. This point of conjunction would be highly beneficial for
a company such as RKFL, which has a strong domestic and export revenue mix of 55:45, operating in niche
markets. Moreover, the timing becomes impeccable, as global automakers and Tier-1 suppliers are scouting
for alternative sourcing hubs outside China. The Indian government is offering various incentives such as
the PLI scheme, Make-in-India, and Atmanirbhar Bharat mission, which will provide a strong platform for
automobile suppliers such as RKFL. We believe RKFL has a strong credential global footprint and is serving
leading OEMs, not only in the automotive segment but also in other sectors. We expect RKFL to gain market
share internationally, as it has completed its major capex.

Key Risks
* RKFL is exposed to the cyclicality inherent in CV and steel industries. Moreover, geographically diversified

businesses pose forex fluctuation risks. RKFL is well hedged to cover forex movement in any direction from
-5% to +5%.

+ RKFLs export sales are highly working capital intensive because of the large receivable cycle, particularly
for export sales.

Additional Data

Key management personnel

Mahabir Prasad Jalan Chairman

Naresh Jalan Managing Director & CEO
L K Khetan Chief Financial Officer
Rajesh Mundhra Company Affairs

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Riddhi Portfolio 237
2 Eastern Credit Capital 13.5
3 Ramkrishna Rail And Infrastructure Private Limited 41
4 Massachusetts Institute Of Technology 3.8
5 Aditya Birla Sun Life 2.9
6 Old bridge capital Mgmt 2.6
7 Bhansali Akash 2.5
8 Blue Daimond Properties Pvt Ltd 2.4
9 Baillie Gifford & co 2.4
10 Pacific Horizon Investment 2.4

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
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Negative

Right Quality
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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 significant increase 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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to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may receive
this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

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 and SHAREKHAN further certifies that neither he or his
relatives or Sharekhan associates 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.

Compliance Officer: Ms. Binkle Oza; Tel: 022-61150000; email id: complianceofficer@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com.

Registered Office: Sharekhan Limited, The Ruby, 18th Floor, 29 Senapati Bapat Marg, Dadar (West), Mumbai — 400 028,
Maharashtra, INDIA, Tel: 022 - 67502000/ Fax: 022 - 24327343. Sharekhan Ltd.: SEBI Regn. Nos.: BSE / NSE / MSEI (CASH / F&O/
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Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.
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