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About the Company:

L.G. Balakrishnan & Bros Ltd is a major manufacturer of chains, sprockets and metal formed parts for
automotive applications. The company’s manufacturing is divided in 2 business segments -
transmission, metal forming and others. Presently, the company has 23 manufacturing facilities
located across India in Coimbatore, Karur, Mysore, Bangalore, Pune, Gurugram, Chennai,
Uttarakhand, Alwar. It stands as the premier manufacturer of automotive chains under the popular
brand name 'ROLON'and also caters to export, after market and spares segments.

Investment Rationale:

1) Superior Position in the two-wheeler chain segment & Long Established Relationship with
reputed OEM's- LGB is the no.1 OEM supplier for Two wheelers, Passenger Vehicle (PV) and
Commercial Vehicle (CV) with more than 50% market share in the automobile chain segment. The
company has two business segments — Transmission and Metal forming products. It has diversified
customer base and long standing relationship with the OEM’s.

2) Product Diversification: LGB plans to diversify its products by entering into industrial chains
segment and the company is setting up a new plant in Nagpur to manufacture industrial chains,
conveyor chains, auto components and assemblies. The plant is expected to be commissioned by
early FY2024. This would also help LGB to capture further opportunity in its export segment.

3) Disciplined Capital Expenditure - The company has major plans to do capital expenditure of Rs
200 crore in FY2023, Rs 150 crore in FY2024, and Rs 125 crore in FY2025 which aims at product
diversification by entering into the industrial chain segment, value added products in the automobile
segment and debottlenecking of old plants. With earmarked CAPEX of Rs 475 crore in next 3 years we
believe that the company will be able to generate additional revenue of Rs 800-850 crore after the
coming years. The capex is likely to be funded through internal accruals as company is net debt free
and this will help company to grow organically in terms of both value and volume in next 3-5 years.

4) Significant presence in the replacement segment — LGB has around 50% of the market share in
the replacement segment. The margins of the company have increased from 10% in FY2019to 18.5%
in FY2022 even during the weak automobile demand from the last 3 years in the automobile industry
as the contribution from replacement segment in the total revenue has increased from 25% in FY2019
to 35% in FY2022 which reduces their dependence on the OEMs and improves the profitability of the
company.

5) Backward Integration - LGB was declared as a successful bidder of the corporate insolvency
process of RSAL Steel Private Limited. This acquisition would help LGB to reduce their cost as steel is
the major raw material required by the company and in turn maintain and expand their profitability
margins.

6) Adoption of renewable energy to reduce cost- LGB has been investing in the windmills and solar
power plants. Further, there are more proposals to setup solar system in other manufacturing units.
This will help the company to reduce the power & fuel cost and improve the operating margin of the
company.

We initiate coverage in LGB with buy rating at the current levels. We believe that LGB should benefit
from the revival in the automobile industry due to its dominant market position and diversified product
offering. Based on our assessment, the company is trading at 7x of FY24E EPS and given the growth
levers in the export markets and capex lined up for next 2-3 years, we believe the company is ripe for
re-rating and the stock can deliver a 25% CAGR for the next 3 years.

The information contained in this report is obtained from reliable sources and is directed at investors. In no circumstancesshould it be considered as an offer to sell/buy or, a solicitation of any offer to, buy or sell the securities or

commodities mentioned in this report. No representation is made that the transactions undertaken based on the information contained in this report will be profitable, or that they will not result in losses. Mehta Groups and/or its

representatives will not be liable for the recipients’ investment decision based on this report.
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INVESTMENT RATIONALE

1) Superior Position in the two-wheeler chain segment & Long Established Relationship with reputed OEM's-
LGB is the no.1 OEM supplier of drive chains for Two wheelers, Passenger Vehicle (PV) and Commercial Vehicle
(CV) with more than 50% market share. The company has two business segments — Transmission and Metal
forming products.

REVENUE (in Cr) FY19 FY20 FY21 FY22 FY23E
Transmission 1,247 1,188 1,302 1,670 1,904
Metal Forming 441 354 307 432 512

Source: Capital Line, Msearch
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We expect topline growth of 15% in FY23 on the back of strong demand, upcoming festive season and normal
monsoon.

The company has been catering to all major original equipment manufacturers (OEMSs) in the domestic two-wheeler
(2W) markers such as Bajaj Auto, TVS Motors, Yamaha, Royal Enfield & Honda. The company has diversified
customer base and long withstanding relationship with all the OEM's which helps them to mitigate the risk and
dependency onsome OEM's.
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2) Product Diversification: LGB currently caters to automobile industry mainly to two wheeler industry.

SPROCKET

FINE BLANKING PRECISION MAKING AUTOMOTIVE BELTS

Source: Company’s Website

LGB plans to diversify its products by re-entering into industrial chains with ending of a non-compete clause with an
erstwhile JV partner and the company is setting up a new plant in Nagpur to manufacture Industrial Chains, Conveyor
Chains, auto components and assemblies. The plant is expected to be commissioned by Q1 of FY2024. This helps
company to reduce their dependency on performance of automobile industry and improve their profitability margins.

3) Disciplined Capital Expenditure led to higher profitability - The company has done capex of Rs. 225 crores in
FY2022 and it has plans to do capex of Rs 200 crore in FY2023, Rs 150 crore in FY2024, and Rs 125 crore in
FY2025 primarily for capacity enhancement through additions and debottlenecking, product diversification. The
capex is likely to be funded through internal accruals as company is net debt free and this will help company to
grow organically in terms of both value and volume in next 3-5 years. With earmarked CAPEX of Rs 475 crore in
next 3 years and average asset turnover ratio of 1.75, we believe the company will be able to generate additional
revenue of Rs 800-850 crore after the FY2024.

4) Significant presence in the replacement segment- Company has around 50% of the market share in the
replacement segment. The company has derived 51% of their total revenue from OEM segment, 37% from the
replacement segment & 12% from the exports. Company's revenue from the replacement segment has increased
from 25% in FY2020 to 35% in FY2022 which reduces their dependence on the OEMs.



i
REWARDING RELATIONSHIPS.

REVENUE BREAKUP (FY22) REPLACEMENT SEGMENT
CONTRIEUTIONIN TOTAL REVENUE

WOEM WREPLACEMENT mEXPORT (in %a)

ap
35
30
25

20

FY20 FY2l Fyi2 FY23E

Source: Capital Line, Msearch

In last 3 years, Domestic sales of two-wheeler have gone down but still company was able to perform better because
of the replacement segment. Margins on the replacement segment are also high as compared to OEM sales. The
company has a market share of 50% in the replacement segment and this helps company to reduce their dependence
on OEM’s and improve profit margins.

5) Backward Integration in Production Process - LGB has been declared as a successful applicant of the
corporate insolvency process of RSAL Steel Private Limited. The input required by LG Balakrishnan is the ultimate
output of the RSAL Steel Private Limited. This will help the company to reduce their raw material cost and
eventually improve the EBITA margins and overall profitability of the company.

6) Adoption of renewable energy to reduce cost - LGB has installed 22 number of windmills with a total rated
capacity of 7.16 MW and the total number of units of energy generated from these windmills was around 96.58
lakh units. LGB has installed Roof Top Solar system at one of Coimbatore plant with capacity of 1.45 MW and
Gudalur plant with capacity of 0.8 MW & Jalna plant with capacity of 0.83 MW and it has installed 3 number of ON
GRID ground mounted solar power plants for a rated capacity of 100 KW each. This will help company to reduce
power cost and increase profitability of the company.
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RISK

1) Commodity Inflation: The commodity prices have been in northward movement in last few months due to
geopolitical situations which affects the operating profits of the company and also the company has moderate
pricing power with OEMs due to the competition and passing on the increased cost becomes a challenge and
adds on to the risk. LGB's primary raw material is Steel, the prices of steel are currently consolidating after the
government increased the export duty to 15% which will benefit the company in terms of profitability in next

quarter.

2) Reliance on Two-wheeler industry: Company’s 80% of the total revenue comes by catering 2w industry and this
industry hasn’t done well in last 3 years. However, the company’s established presence, low client concentration
and sizeable portion of revenues from the replacement segment mitigate the risk to an extent.

3) Foreign Currency Risk — The company earns 10-12% of their total revenue from exports. Any adverse

Power & Fuel Cost (Rs Cr)

e Power & FuelCost s of net sales
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fluctuations in the currencies would affect the revenues and ultimately the profits of the company.
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Rs. in Crores

Particulars FY20 FY21 FY22 FY23E FY24E
Net Revenues 1,543 1,609 2,103 2,397 2,757
Growth (%) -8% 4% 31% 14% 15%
Operating Expense -1,357 -1,356 -1,714 -1,936 -2,227
EBITDA 186 253 389 461 530
Growth (%) -10.1% 36% 54% 18% 15%
EBITDA Margin 12.07% | 15.72% 18.51% 19.23% 19.23%
Depreciation -79 -83 -83 -84 -88
OtherIncome 4 7 12 14 17
EBIT 111 177 318 391 459
Interest Expense -15 -10 -8 -9 -11
Exceptional ltem 19 14 23 - -
PBT 115 180 332 382 448
Tax -25 -47 -86 -85 -99
PAT 90 133 247 297 349
PAT Margin 5.84 8.26 11.72 12.38 12.66
Share of Associates/Minority Int 2 1 0 1 0
Adjusted PAT 92.13 133.84 246.54 297.90 349.04
Growth (%) -8.0% 45% 84% 21% 17%
EPS 29.34 42.62 78.51 94.87 111.16

Source: Company, Capital Line, Msearch
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BALANCE SHEET

Rs. in Crores

Particulars FY20 FY21 FY22 FY23E FY24E
SOURCES OF FUNDS:

Share Capital 31 31 31 31 31
Reserves Total 675 848 1101 1275 1554
Total Shareholder Funds 706 879 1132 1306 1585
Minority Interest 4 2 2 3 2
Total Debt 92 59 90 102 114
Net Deferred Taxes 12 14 13 14 14
Total Sources of Fund 814 954 1238 1425 1715
APPLICATION OF FUNDS :

Net Block 584 552 508 602 655
Capital Work in Progress 9 6 15 15 15
Investments 41 87 104 260 503
Other Non-Current Assets 21 24 28 33 38
Total Non-Current Assets 634 646 655 877 1173
Inventories 290 301 436 450 502
Sundry Debtors 175 247 294 342 399
Cash and Bank 5 146 287 230 163
Other Current Assets 28 17 37 36 43
Total Current Assets 497 711 1053 1058 1107
Less : Current Liabilities and Provisions

Creditors 247 351 275 432 495
Other Current Liabilities & Provisions 70 52 196 78 70
Total Current Liabilities 317 403 471 510 565
Net Current Assets 180 308 582 548 542
Total Application of Funds 814 954 1238 1425 1715

Source: Company, Capital Line, Msearch



i
REWARDING RELATIONSHIPS

CASH FLOW STATEMENT

(Rs Cr) FY20 FY21 FY22 FY23E FY24E
Operating Cash Flow (a) 203 211 202 336 357
Investing Cash Flow (b) -55 -121 -182 -200 -150
Financing Cash Flow (c) -153 -33 -22 -55 -65
Net Cash Flow (a+b+c) -5 57 -2 81 142

Source: Company, Capital Line, Msearch

FY20 FY21 FY22 FY23E FY24E
Growth Ratios
Revenue (%) -8.6 4.3 30.6 14.0 15.0
EBITDA (%) -10.1 37.0 53.8 18.4 15.0
Net Profit (%) -15.9 60.0 85.9 20.8 17.2
EPS(%) -15.9 60.0 85.9 20.8 17.2
Margins
EBITDA Margin (%) 12.1 15.8 18.5 19.2 19.2
EBIT Margin (%) 7.2 11.0 15.1 16.3 16.7
PAT Margin (%) 5.8 8.3 11.7 12.4 12.7
{1 Return
ROCE (%) 10.3 15.0 22.5 27.4 26.8
ROE (%) 11.6 16.1 24.0 22.7 22.0
Other Ratios
Interest Coverage 6.8 16.2 38.0 43.4 41.7
Debt-Equity 0.2 0.1 0.1 0.1 0.1
Current Ratio 1.7 1.6 1.9 2.1 2.0
WC Ratios
Debtor Days 46.8 47.8 46.9 49.0 49.0
Inventory Days 80.3 79.6 78.5 69.0 64.0
Creditors Days 68.0 68.3 57.0 54.0 62.0
Cash Conversion Cycle 59.1 59.1 68.4 76.3 51.0

Source: Company, Capital Line, Msearch
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DISCLOSURES DISCLAIMER:

This Report is published by Mehta Equities Limited (hereinafter referred to as “MEL") for registered client circulation only. MEL is a registered
Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INHO0000552. MEL is a registered broker with the
Securities & Exchange Board of India (SEBI) and registered with National Stock Exchange of India Limited and BSE Limited in cash and
derivatives segments, Multi Commaodity Exchange of India (MCX), National Commodity & Derivatives Exchange Ltd. (NCDEX) for its stock broking
activities & is Depository participant with Central Depository Services Limited (CDSL), is registered with SEBI for providing PMS services and
distribute third party PMS product and also member of Association of Mutual Funds of India (AMFI) for distribution of financial products.

MEL a “Research Entity” under SEBI (Research Analyst) Regulations 2014 has independent research teams working with a Chinese wall rule with
other business divisions of MEL as mentioned above.

MEL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in securities Market.
MEL, its associates or Research analyst or his relatives do not hold any financial interest in the subject company. MEL or its associates or Research
analysts do not have any conflict or material conflict of interest at the time of publication of the research report with the subject company. MEL or
its associates or Research Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject company at the end of the month
immediately preceding the date of publication of this research report.

MEL or its associates or Research analyst has not received any compensation / managed or co-managed public offering of securities of the
company covered by Research analyst during the past twelve months. MEL or its associates have not received any compensation or other
benefits from the company covered by Research analyst or third party in connection with the research report. Research Analyst has not served as
an officer, director or employee of Subject Company and MEL / Research analyst has not been engaged in market making activity of the subject
company.

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you.
MEL is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or
to engage in or refrain from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives,
financial situation and particular needs of the reader. This research has been prepared for the general use of the clients of MEL and must not be
copied, either in whole or in part, or distributed or redistributed to any other person in any form. If you are not the intended recipient, you must
not use or disclose the information in this research in any way. Though disseminated to all the customers simultaneously, not all customers may
receive this report at the same time. MEL will not treat recipients as customers by virtue of their receiving this report. This report is not directed or
intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication,
availability or use would be contrary to law, regulation or which would subject MEL & its group companies to registration or licensing
requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is
accurate, complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or
opinions in it. MEL or any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person
from any inadvertent error in the information contained in this report. MEL or any of its affiliates or employees do not provide, at any time, any
express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of
merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This information is subject to change without any prior notice. MEL reserves its absolute discretion and right to make or refrain from making
modifications and alterations to this statement from time to time. Nevertheless, MEL is committed to providing independent and transparent
recommendations to its clients, and would be happy to provide information in response to specific client queries.
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DISCLOSURES DISCLAIMER (Contd):

The information/document contained herein has been prepared by Mehta Equities Ltd and is intended for use only by the person or entity to
which it is addressed to. This information/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 information/document is subject to changes without prior notice. Kindly
note that this information/document is based on technical analysis by studying charts, patterns, trends of a stock's price movement and trading
volume of the stock and as such, may not match with any company’s fundamentals. This information/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 information/report at the same time. MEL will not treat recipients
as customers by virtue of their receiving this information/report.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser,
whether the advice is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in
securities trading. The price of securities can and does fluctuate, and an individual security may even become valueless. Opinions expressed are
subject to change without any notice. Neither the company nor the director or the employees of MEL accept any liability whatsoever for any
direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it
may be noted that neither MEL, nor its directors, employees, or representatives shall be liable for any damages whether direct or indirect,
incidental, special or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information
contained in this report.

Analyst Certification: Research Analyst the author of this report, hereby certify that the views expressed in this research report accurately
reflects my personal views about the subject securities, issuers, products, sectors or industries. It is also certified that no part of the
compensation of the Research analyst was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views in this
research. The Research analyst is principally be responsible for the preparation of this research report and has taken reasonable care to achieve
and maintain independence and objectivity in making any recommendations.

Msearch’s Recommendation (Absolute Performance) Buy: > 20% within the next 12 Months
Accumulate: 5% to 20% within the next 12 Months Sell : < -20% within the next 12 Months

MEHTA EQUITIES LTD
BSE: - Membership Clearing No. 122 - SEBI Regn. No. INZ000175334, NSE: - Membership Clearing No. 13512-
SEBI Regn. No. INZ000175334, NSE FO SEBI Regn. No. INZ000175334, CIN No: U65990MH1994PLC078478
MSETI: - Membership Clearing No. 51800 - SEBI Regn. No. INZ000175334 SEBI registered RA Reg No INH000000552
Mehta Equities Limited, 903, 9th Floor, Lodha Supremus, Dr.E.Moses Road, Worli Naka, Worli, Mumbai 400 018, India
Tel: +91 22 6150 7101, Fax: +91 22 6150 7102
Email: info@mehtagroup.in, Website: www.mehtagroup.in

The information contained in this report is obtained from reliable sources and is directed at investors. In no circumstancesshould it be considered as an offer to sell/buy or, a solicitation of any offer to, buy or sell the securities or

commodities mentioned in this report. No representation is made that the transactions undertaken based on the information contained in this report will be profitable, or that they will not result in losses. Mehta Groups and/or its
representatives will not be liable for the recipients’ investment decision based on this report.
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