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Type of Issue Rs. Mn
Fresh Issue 4,000
Offer for Sale 6,086
Total Issue Size 10,086
Post-Issue Market cap* 80 bn
Lot size 17 shares

*At Upper Price Band

Issue Break-Up

Reservation for % of Issue
QlB 50%
NII 15%
Retail 35%
Total 100%

Indicative Offer Timeline Indicative Date
Bid/Offer Opening Date 19th Dec 2023
Bid/Offer Closing Date 21th Dec 2023
22nd Dec 2023

Basis of allotment
26th Dec 2023

27th Dec 2023

Credit of shares to Demat
Listing of shares

Use of Proceeds
Purchase of PPE
Prepayment of debt

Rs 1.7bn
Rs 1.5bn

Manager JM Financial, Equirius, Motilal Oswal

Registrar Link Intime

Saral Seth
VP—Institutional Equities
sarals@indsec.co.in

+91 22 61146139

Price Band Recommend

Happy Forgings Ltd.

IPO Meet Note

Rs. 808-850 SUBSCRIBE

Leading player in machined forged components.. SUBSCRIBE

Company Overview: Happy Forgings is the fourth largest manufacturer of forged and high precision machined
components in India as of FY23 in terms of forgings capacity (Source: Ricardo Report).

The company through its vertically integrated operations, is engaged in engineering, process design, testing,
manufacturing, and supply of a variety of components that are both margin accretive and value-additive.

It primarily caters to domestic and global OEMs manufacturing CVs, while in the non-auto sector, it caters to farm
equipment, OHV and manufacturers of industrial equipment and machinery for O&G, power generation, railways
and wind turbine industries.

The company manufactures a wide range of heavy forged and machined products which include crankshafts, front
axle beams, steering knuckles, differential cases, transmission parts, pinion shafts, suspension products and valve
bodies across industries for a diversified base of customers.

The company has emerged as a leading player in the domestic crankshaft manufacturing industry with the second
largest production capacity for CV and high horse-power industrial crankshafts in India (Source: Ricardo Report). Its
focus on producing margin accretive value-added products has led to our transition from being a forging led busi-
ness to a machined components manufacturer. Segment mix stands as follows: Auto - 43.6%; Non-Auto - 56.4%.

Some of its key customers include AAM India, Ashok Leyland, Bonfiglioli Transmissions, Dana India, IBCC Industries,
International Tractors, JCB India, Liebherr CMCtec India, M&M, Meritor HVS AB, Meritor Heavy Vehicle Systems
Cameri SPA, SML ISUZU, Swaraj Engines, Same Deutz Fahr India, Tata Cummins, Watson & Chalin India (Hendrickson
India Commercial Vehicle Systems) and Yanmar Engine Manufacturing India. The company also serves customers in
Brazil, Italy, Japan, Spain, Sweden, Thailand, Turkey, UK and the US.

Valuation and View: On post-issue basis, the IPO is priced at 38.4x/33.6x FY23/FY24E EPS which is ~30% discount
to the industry average (Bharat Forge and RK Forge). Happy has grown its revenue/EBITDA/PAT at a CAGR of
43%/47%/55% led by improved CV cycle, higher utilizations and better scale. Company has one of the leading ca-
pacities in CV/Industrial Forging components catering to diversified OEMs and exports as well. Moreover, EV agnos-
tic platforms launched by the company insulates it from sharp increase in EV penetration. Thus, due to its attrac-
tive valuations and profitable margin profile, we assign a SUBSCRIBE rating to the IPO.

DECEMBER 20, 2023

Indsec Research is also available on www.indsec.com and Bloomberg RESP_ISFL <GO>, Thomson Reuters, Factset and Bluematrix
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Happy Forgings

Happy’s key financial summary

Financial summary (Rs. mn) Fy21 FY22
Net sales 5,850
Gross profit 3,334
Gross margin (%) 57.0%
Staff cost 490
Other expenses 1,256
Adj. EBITDA 1,587
Adj. EBITDA margin (%) 27.1%
Dep 358
EBIT 1,230
EBIT margin (%) 21.0%
Fin. Costs 118
Other income 59
PBT 1,171
PBT margin (%) 20.0%
Tax 306
JV Profit/minorities

Cons PAT 864
Cons PAT margin (%) 14.8%
Key Risks:

8,600
4,717
54.8%
687
1,721
2,309
26.8%
377
1,931
22.5%
72

61
1,920
22.3%
498

1,423
16.5%

11,965
6,455
53.9%
878
2,168
3,409
28.5%
542
2,868
24.0%
125
57
2,800
23.4%
713

2,087
17.4%
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6,729
3,779
56.2%
542
1,285
1,952
29.0%
317
1,636
24.3%
71

28
1,593
23.7%
400

1,193
17.7%

Pre-issue and post-issue holding structure

Shareholding pattern
Promoter

Public
Total

Selling shareholders

Name

Paritosh Kumar (HUF)

India business excellence
Fund-lll

Total

Pre-issue Post-issue*
Holding (%) Holding (%)

88.2% 78.6%
11.8% 21.4%
100.0% 100.0%

No. of Amt

shares (mn)  (Rs bn)

4.9 41.8
2.2 19.0
7.1 60.8

e Customer concentration risk: Company derives ~15%/~34%/~47% of its sales from top customer/top three customers/top five customers re-

spectively.

e Dependent on CV cycle: Happy Forgings derives ~44%/37% of its revenue from CV/Farm Equipments. Any slowdown in CV/Farm Equipment

could impact its revenue.

e  Product risk: Company derives ~45% of its revenue from Crankshaft. Any product led risk could impact the revenue of Happy

Source: RHP
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Happy Forgings
Happy process wise revenue mix (%)

Happy segment wise revenue mix (%)
Segment FY23 FY22 FY21 Segment FY23 FY22 FY21

Automotive 43.7% 42.7% 37.5% Forged products 21.3% 24.6% 27.1%

Non-Automotive 56.4% 57.3% 62.5% Machined products 78.7% 75.4% 72.9%
Total 100.0% 100.0% | 100.0% 100.0% 100.0% | 100.0%

Happy end-user wise revenue mix (%) Happy segment wise number of customers (In Nos.)

Segment FY23 FY22 Fy21 Segment FY23 FY22 FY21

cv 43.7% 42.7% 37.5% cv 14 13 10

Farm Equipment 36.8% 40.5% 43.9% Farm Equipment 24 21 21

OHV 15.9% 14.8% 16.6% OHV 4 4 5
Industrial 3.7% 2.0% 2.0% Industrial 24 19 19
Total 66 57 55
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Happy Forgings

Happy Forgings product portfolio
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Happy Forgings

Strengths:

Fourth largest engineering led manufacturer of complex and safety critical, heavy forged and high precision mahined components in India

Integrated manufacturing operations coupled with in-house product and process design capabilities resulting in a diverse product portfolio with
continuous value addition

Diversified business model, well placed to take advantage of potential alternative engine technologies

Long-standing relationship with customers across industries

Track record of consistently building capabilities and infrastructure, with focus on capital Efficiency

Experienced Promoters and senior management team

Track record of healthy financial performance

Happy Forgings revenue from customers (%)

Customer FY23 FY22 FY21
Customer A 16.5% 12.0% 12.5%
Customer B 4.8% 5.1% 7.4%
Customer C 0.4% 0.0% 0.0%
Customer D 1.3% 1.2% 0.8%
Customer E 0.3% 0.0% 0.0%

Shafts

Crown Wheel

Ring Gear

Product basket

Crankshaft Differential case Planetary Carrier

Front Axle Beam

Source: RHP
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Happy Forgings

Happy Forgings annual installed capacity, annual average available capacity, actual production and capacity utilisation (%)

FY23 FY22 Fy21
. Actual e e Avg in- Actual e . Avg Actual e e
- Avg installed . Utilisation stalled . Utilisation | installed . Utilisation
Facility . production . production . production
capacity (MT) (MT) (%) capacity (MT) (%) capacity (MT) (%)
(MT) (MT)
Kanganwal Facility | 14,000 11,397 81.4% 14,000 10,284 73.5% 14,000 10,230 73.1%
Kanganwal Facility Il 53,000 36,421 68.7% 53,000 34,049 64.2% 53,000 30,221 57.0%
Dugri Facility 40,000 11,369 28.4% 40,000 10,183 25.5% - - -

Total 107,000 59,187 55.3% 107,000 54,516 50.9% 67,000 40,451 60.4%

Happy Forgings segment wise customers:

Automotive
Commercial Ashok Leyland Limited, VE Commercial Vehicles Limited, Meritor HVS AB, Meritor Heavy Vehicle Systems Cameri SPA, AAM India
Vehicles Manufacturing Corporation Private Limited, SML ISUZU Limited and Mahindra & Mahindra Limited

Non-Automotive

Farm equipment

Escorts Kubota Limited, International Tractors Limited, Yanmar Engine
Manufacturing India Private Limited, Same Deutz Fahr India Private Limited
and Swaraj Engines Limited

Off-highway  |Watson & Chalin India Private Limited (Hendrickson India Commercial Vehicle Systems), JCB India Limited and Dana India
Tata Cummins Private Limited, Bonfiglioli Transmissions Private Limited,
Industrial IBCC Industries (India) Private Limited, Liebherr CMCtec India Private
Limited and IGW India Technologies Private Limited
Source: RHP Page 6




Industry outlook

Eicher
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INDSEC Rating Distribution

BUY : Expected total return of over 15% within the next 12-18 months.

HOLD : Expected total return between 0% to 15% within the next 12-18 months.
SELL : Expected total return is negative within the next 12-18 months.
NEUTRAL: No investment opinion, stock under review.

Note: Considering the current pandemic situation, the duration for the price target may vary depending on how the macro scenario plays out. Therefore, the duration which has been mentioned as a period of 12-18
months for upside/downside target may be higher for certain companies.

DISCLOSURE

DISCLOSURE
BUSINESS ACTIVITIES:

Indsec Securities and Finance Limited (ISFL) is a corporate member of BSE (Equity, WDM segment), of NSEIL (Equity, WDM, Futures & Options and Currency Derivative segments) and has also secured membership of the MSEI Exchange (Currency
Derivative Segment) vide registration No. INZ000236731. ISFL is an AMFI Registered Mutual Fund Advisor (MRMFA) vide Registration Number 9194. ISFL is also a Depository Participant of the National Securities Depository Limited (NSDL) and a
SEBI registered Portfolio Manager. With this setup ISFL is in a position to offer all types of services in the securities industry.

Since inception company’s focus has been on research. In view of its research capabilities ISFL focused mainly on institutional business and is today empaneled with most of the local financial institutions, insurance companies, banks and mutual
funds. ISFL has grown from being a medium size broking outfit to become one of the largest capitalized Indian broking company offering the complete range of broking services.

ISFL was incorporated on 28th July 1993 and doesn’t have any associates/ subsidiaries. ISFL is a registered Portfolio Manager under SEBI (Portfolio Managers) Regulations, 1993 vide registration No. INPO00001892.
DISCIPLINARY HISTORY:

(] No material penalties / directions have been issued by the SEBI under the securities laws, SEBI Act or Rules or Regulations made there under
®  No penalties have been imposed for any economic offence by any authority.
(] No material deficiencies in the systems and operations of the Company have been observed by any regulatory agency.

®  There are no pending material litigations or legal proceedings, findings of inspections or investigations for which action has been taken or initiated by any regulatory authority against the Company or its Directors, principal officers or em-
ployees or any person directly or indirectly connected with the Company.

DECLARATION:

(] ISFL/Research Analysts or their associates or their relatives do not have any financial interest in the subject company (ies);

. ISFL/Research Analysts or their associates or their relatives do not have actual or beneficial ownership of 1 % or more in the subject company (ies);

(] Directors may have actual or beneficial ownership of 1 % or more in the subject company (ies);

(] ISFL/Research Analysts or their associates or their relatives do not have any material conflict of interest in the subject company(ies) at the time of publication of this document;

(] ISFL has not received any compensation from the subject company (ies) in the past twelve months;

(] ISFL has not managed or co-managed public offering of securities for the subject company (ies) in the past twelve months;

(] ISFL has not received any compensation for investment banking or merchant banking or brokerage services or any other service from the subject company (ies) in the past twelve months;
(] ISFL has not received any compensation or other benefits from the subject company (ies) or third party in connection with this document;

(] None of the research analysts have served as an officer, director or employee of the subject company (ies);

(] ISFL has not been engaged in the market making activity for the subject company (ies);
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DISCLOSURE

GENERAL TERMS AND CONDITION/ DISCLAIMERS:

This document has been issued by ISFL and is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of security.

This document has been prepared and issued on the basis of publicly available information, internally developed data and other sources believed to be reliable. However, we do not guarantee its accuracy and the information may be incomplete
and condensed. Note however that, we have taken meticulous care to ensure that the facts stated are accurate and opinions given are fair and reasonable, neither the analyst nor any other employee of our company is in any way responsible for
its contents. The Company’s research department has received assistance from the subject company (ies) referred to in this document including, but not limited to, discussions with management of the subject company (ies). All opinions, projec-
tions and estimates constitute the judgment of the author as of the date of this document and these, including any other information contained in this document, are subject to change without notice. Prices and availability of financial instru-
ments also are subject to change without notice. While we would endeavor to update the information herein on reasonable basis, we are under no obligation to update or keep the information current. Also, there may be regulatory, compli-
ance, or other reasons that may prevent us from doing so.

Securities recommended in this document are subject to investment risks, including the possible loss of the principal amount invested. Any decision to purchase/sale securities mentioned in this document must take into account existing public
information on such security or any registered prospectus. The appropriateness of a particular investment, decision or strategy will depend on an investor's individual circumstances and objectives. The securities, instruments, or strategies dis-
cussed in this document may not be suitable for all investors, and certain investors may not be eligible to purchase or participate in some or all of them. 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).

This document 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 the company to any registration or licensing requirement within such jurisdiction. Further, this document is not directed or intended for distribution to the US taxpayers covered under
US Foreign Account Tax Compliance Act (FATCA) provisions. 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

This is just a suggestion and the company will not be responsible for any profit or loss arising out of the decision taken by the reader of this document. Any comments or statements made herein are those of the analyst and do not necessarily
reflect those of the company. No matter contained in this document may be reproduced or copied without the consent of the company. Any unauthorized use, duplication, redistribution or disclosure is prohibited by law and will result in prose-

cution. The information contained in this document is intended solely for the recipient and may not be further distributed by the recipient. The Company accepts no liability whatsoever for the actions of third parties.

The research analyst(s) of this document certifies that all of the views expressed in this document accurately reflect their personal views about those issuer(s) or securities. Analyst’s holding in the stocks mentioned in the Report:-NIL
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