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Sensex 16,811 

(Prices as on October 23, 2009) 

Trading Data 

Market Cap. (Rs bn) 60.6 

Shares o/s (m) 223.0 

Free Float 56.0% 

3M Avg. Daily Vol (‘000) 418.3 

3M Avg. Daily Value (Rs m) 101.0 

 

Major Shareholders 

Promoters 44.0% 

Foreign 11.7% 

Domestic Inst. 17.5% 

Public & Others 26.8% 

 

Stock Performance 

(%) 1M 6M 12M 

Absolute (1.3) 120.4 165.5 

Relative (2.0) 72.0 72.3 

 

Price Performance (RIC: BFRG.BO, BB: BHFC IN) 
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Source: Bloomberg

Bharat Forge 
Outlook improving in standalone entity 

 Sequential recovery in topline: Bharat Forge (BFL) reported a sharp 36.7% YoY 
de-growth in its topline to Rs4.3bn, on account of a 22.2% YoY decline in the 
domestic revenues at Rs2.9bn. The company also witnessed a slowdown in their 
exports; exports declined by a 56.3% YoY at Rs1.5bn. However, the silver lining 
was that the domestic revenues grew by 30.0% and overall revenues grew by 
19.2% on a sequential basis. The improvement on the domestic business can be 
attributed to the consistent MoM improvement in the production schedules of the 
commercial vehicle (CV) manufacturers. On a sequential basis, the margins 
improved by 310bps to 24.0%, mainly on account of a pick up in volumes and 
lower raw material cost. The company reported a forex loss of Rs30m in the 
current quarter compared to a loss of Rs875m in Q2FY09. Due to lower forex loss 
this quarter, the reported PBT was higher by 138% YoY. Adjusted for the 
exceptional item (forex), the company reported 69.8% YoY decline in the 
adjusted PAT at Rs298m.On a sequential basis, the Adj. PAT grew by 88% because 
of better operating leverage. 

 Capacity utilization set to improve with signs of recovery in the CV segment: 
In Q1FY10, BFL produced around 22,000 MT which improved in Q2FY10. The 
company expects improvement in subsequent quarters due to a pick up in the CV 
segment. Currently, the capacity utilization for the standalone business stands at 
30%. With CV players reporting a consistent MoM improvement in the volume 
numbers, the capacity utilization could reach 50% in FY11E. 

 Outlook & Valuation: With signs of recovery visible, one can ‘Accumulate’ the 
stock on dips as the restructuring of the subsidiaries will soon be completed and 
operating leverage will be visible in FY11E. At the peak of the cycle, BFL has 
traded at a 20x to 30x 1 Yr fwd PE multiple (at a premium to its peers) on 
account of its sheer size and diversified revenue mix. Assigning a multiple of 25x 
on FY11E EPS of Rs12.5, we arrive at a target price of Rs312 on the stock, an 
upside of 14.7% from the current levels. 
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Key financials (Y/e March) FY08 FY09 FY10E FY11E 

Revenue (Rs m) 46,523   47,740   35,249   46,973 
     Growth (%) 11.3  2.6  (26.2) 33.3 
EBITDA (Rs m) 7,045   5,565   4,227   7,795 
Reported PAT (Rs m) 3,014   583   140   2,998 
Adjusted PAT (Rs m) 2,803   1,918   619   2,998 
EPS (Rs) 11.7   8.0   2.6   12.5 
     Growth (%) (3.5) (31.6) (67.7) 384.6 
Net DPS (Rs) 3.5   1.0   1.0   1.0 

Source: Company Data; PL Research 

Profitability & valuation FY08 FY09 FY10E FY11E 

EBITDA margin (%) 15.1   11.7   12.0   16.6 
RoE (%) 19.2 11.6 3.7 16.4 
RoCE (%) 11.1   7.2   3.6   9.4 
EV / sales (x) 1.5   1.6   2.3   1.7 
EV / EBITDA (x) 10.1  14.0  19.0  10.3 
PE (x) 23.3  34.1  105.7  21.8 
P / BV (x) 3.7 3.7 3.6 3.1 
Net dividend yield (%) 1.3  0.4  0.4  0.4 

Source: Company Data; PL Research 

Surjit Arora 
SurjitArora@PLIndia.com 
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Q2FY10 Result Overview (Standalone) (Rs m) 

Y/e March Q2FY10 Q2FY09 YoY gr. (%) Q1FY10 H1FY10 H1FY09 YoY gr. (%) 

Net Sales  4,276   6,756  (36.7)  3,586   7,862   13,129  (40.1) 

Expenditure        

Net Raw material  1,885   3,210  (41.3)  1,626   3,512   6,174  (43.1) 

 as % of net sales 44.1 47.5  45.3 44.7 47.0  

Personnel Cost  357   383  (6.8)  359   716   766  (6.5) 

 as % of net sales 8.3 5.7  10.0 9.1 5.8  

Mfgr. Expenses  673   1,101  (38.8)  553   1,226   2,124  (42.3) 

 as % of net sales 15.7 16.3  15.4 15.6 16.2  

Other Expenses  336   485  (30.6)  299   636   929  (31.6) 

 as % of net sales 7.9 7.2  8.3 8.1 7.1  

Total Expenditure  3,252   5,178  (37.2)  2,838   6,089   9,992  (39.1) 

EBITDA  1,024   1,577  (35.1)  749   1,773   3,137  (43.5) 

 EBITDA margin (%) 24.0 23.3  20.9 22.6 23.9  

Depreciation  408   389  5.0  384   792   766  3.4 

EBIT  616   1,188  (48.2)  365   981   2,371  (58.6) 

Net interest  246   236  4.2  254   499   431  15.8 

PBT  400   180  122.4  15   415   595  (30.2) 

Total tax 132  67  95.8 5   137   216  (36.6) 

 Total Tax rate % 33 37  33.6 33 36  

Adj. Profit after tax  298   988  (69.8)  158   457   1,947  (76.5) 

Extraordinary Expenses  30   875    149   179   1,568   

Reported Profit  268   113  138.3  10   278   378  (26.5) 
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Key takeaways from management interaction  

 New non-auto facilities operating at 20% utilization: The facilities at 
the Baramati plant and the open die forge facility in Pune have 
commenced operations. These plants have an annual forging capacity of 
125,000 tpa and will cater mainly to the sectors such as windmills, 
crankshafts for marine engines and forged components for oil & gas 
sector. The non-auto segment enjoys an EBITDA margin of 25%+ 

 Fund raising of upto US$150m on cards to fund investments in non-
auto segment: BFL have entered into  JVs with Alstom, Areva and NTPC 
to cater to the requirements of heavy forgings in the power as well as 
the power equipment sector. The details of the investments would be 
finalized in the next few months. However, the company has indicated 
that the investments can be higher which would compel them to raise 
upto US$150m through equity/equity-linked instruments, resulting in an 
equity dilution of ~10-12%. 
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Prabhudas Lilladher Pvt. Ltd. 
3rd Floor, Sadhana House, 570, P. B. Marg, Worli, Mumbai-400 018, India 
Tel: (91 22) 6632 2222 Fax: (91 22) 6632 2209 
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PL’s Recommendation Nomenclature 

BUY  : Over 15% Outperformance to Sensex over 12-months Accumulate : Outperformance to Sensex over 12-months 

Reduce : Underperformance to Sensex over 12-months Sell : Over 15% underperformance to Sensex over 12-months 

Trading Buy : Over 10% absolute upside in 1-month Trading Sell : Over 10% absolute decline in 1-month 

Not Rated (NR) : No specific call on the stock Under Review (UR) : Rating likely to change shortly 

This document has been prepared by the Research Division of Prabhudas Lilladher Pvt. Ltd. Mumbai, India (PL) and is meant for use by the recipient 

only as information and is not for circulation.  This document is not to be reported or copied or made available to others without prior permission of 

PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.   

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently 

verified the accuracy or completeness of the same. Neither PL nor any of its affiliates, its directors or its employees accept any responsibility of 

whatsoever nature for the information, statements and opinion given, made available or expressed herein or for any omission therein.  

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go 

down as well. The suitability or otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice 

should be sought from an independent expert/advisor.  

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act 

as principal or engage in transactions of securities of companies referred to in this report and they may have used the research material prior to 

publication.  

We may from time to time solicit or perform investment banking or other services for any company mentioned in this document.  

For Clients / Recipients in United States of America:  

All materials are furnished courtesy of Direct Access Partners LLC ("DAP") and produced by Prabhudas Lilladher Pvt. Ltd. ("PLI"). This is material is for 

informational purposes only and provided to Qualified and Accredited Investors. You are under no obligation to DAP or PLI for the information 

provided herein unless agreed to by all of the parties, Additionally you are prohibited from using the information for any reason or purpose outside 

its intended use. Any questions should be directed to Gerard Visci at DAP at 212.850.8888. 


