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I Price Band Rs.808-850 Founded in 1979, Happy Forgings Limited is the fourth largest

O Bidding Date 19-21 December €ngineering led manufacturer of complex and safety-critical, heavy

Z ) . g IM, Axis, Equirus, forged, and high precision machined components in India in terms of

Book Running Lead Manager Motilal Oswal =~ forgings capacity. With over 40 years of experience in manufacturing and

O Registrar Link Intime India Pvt Ltd  SUPPlying quality and complex components, the Ludhiana-based

i company caters to domestic and global original equipment

D— Sector Auto ancillary manufacturers (OEMs) manufacturing commercial vehicles, farm
I

Minimum Retail Application- Detail At Cut off Price equipment, off highway and industrial equipment and machinery for oil

and gas, power generation, railways and wind turbine industries.

Number of Shares 17
Minimum Application Money 14450  Objects and Details of the Issue:
Payment Mode ASBA  Total issue size is Rs. 1009 Cr comprising of Rs. 400 Cr from Fresh Issue

Consolidated Financials (Rs Cr) and Rs. 609 Cr from Offer For Sale.

Net Proceeds from the Fresh Issue shall be utilized towards:

Total Income 860 1197 e Purchase of equipment, plant and machinery worth Rs. 187 Cr.
EBITDA 231 341 e  Prepayment of outstanding borrowings worth Rs. 153 Cr.
Adj PAT 192 280

Investment Rationale:
Valuations (H1FY24 Annualis.) Upper Band

e Global forging and machining market is expected to grow at a CAGR

Market Cap (Rs Cr) 8007 of 5% each by FY29E.

Adj EPS 25.3 e Long-standing relationship with customers across industries.

PE 336 e Strong and consistent financial performance.

EV/ EBITDA 21.2 Valuation and Recommendation:-

Enterprise Value (Rs Cr) 8266 Happy Forgings has differentiated itself by (i) focusing on developing

Post Issue Shareholding Pattern heavier, high precision, critical and value added products; (ii) for multiple

end-use industries, which typically have extremely closed tolerances.

Promoters 78.6
This has translated to the company commanding substantially higher
Public 214 . . , .
margins and return ratios compared to peers. The company’s valuation
Offer structure for different categories at 38.4x FY23 P/E appears attractive compared to peers and thus we
QIB (Including Mutual Fund) 50% recommend to Subscribe to the IPO.
Non-Institutional 15% Financials (Rs Cr) FY21 FY23 HlFY.24
. Annualised
Retail 35%
Net Revenues 585 860 1197 1346
Post Issue Equity (Rs Cr) 18.84 Growth 5% 47% 39% 12%
Issue Size (Rs Cr) 1009 Adj. EBIDTA 159 231 341 390
Face Value (Rs) 2 Adj. EBITDA Margins 27.1% 26.8% 28.5% 29.0%
Adj. PAT 86 142 209 239
Jehan Bhadha ) N . N 5
Research Analyst Growth 8% 65% 47% 14%
(+91 22 6273 8174) Adj. EPS (Diluted) 9.2 15.1 22.2 25.3
jehankersi.bhadha@nirmalbang.com ROCE 16% 19% 24% 24%
. EV/Sales 13.9x 9.6x 6.9x 6.1x
Archi Jain
. EV/EBITDA 51.2x 35.7x 24.1x 21.2x
Research Associate
(+91 22 6273 8149) P/E 92.6x 56.3x 38.4x 33.6x
archi.jain@nirmalbang.com Source: NBRR
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Company Background

Happy Forgings commenced its operations in 1979 primarily as a forging company; they have since evolved into a manufacturer
specializing in value added machined products. With over 40 years of experience of manufacturing and supplying quality and
complex components, they are well established within the automotive as well as non-automotive industries. In terms of forging
capacity as of FY23, they were the fourth largest engineering led manufacturer of complex and safety critical, heavy forged and
high precision machined components in India. Further, they have emerged as a leading player in the domestic crankshaft
manufacturing industry with the second largest production capacity for commercial vehicle and high horse-power industrial
crankshafts. The company focuses on developing heavier high precision critical and value added products for multiple end-use
industries, which typically have extremely closed tolerances. Happy Forgings is among the few companies in India with the
capability to manufacture and supply high precision safety critical components to leading OEMs including manufacturers of
commercial vehicles, farm equipment, off highway and industrial equipment and machinery for oil and gas, power generation,
railways and wind turbine industries.
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The following table sets forth below the revenue from sale of products to automotive and non-automotive sectors for the
periods indicated:
(in Rs Cr)
H12024 FY2023 FY2022 FY2021
Particulars

Amount Percentage Amount Percentage Amount Percentage Amount Percentage

Auto 247 40% 466 44% 336 43% 205 37%
Non Auto 364 60% 601 56% 450 57% 342 63%
Total 611 100% 1067 100% 786 100% 548 100%
Source: RHP
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Investment Rationale

Global forging and machining market is expected to grow at a CAGR of ~5% each by FY29E

The global forging and machining markets are estimated to be valued at approximately USD 71.9 billion and USD 52.5 billion,
respectively, in 2023 and are expected to grow at a CAGR of 5.1% and 5.2% to reach USD 97.0 billion and USD 71.2 billion,
respectively, by 2029. The global crankshaft market for automotive, farm tractors, off-high vehicles and industrial and others, is
estimated to be valued at approximately Rs. 34.5 billion in 2023 and is expected to grow at a CAGR of 5.3% to reach Rs. 47.1
billion by 2029. The crankshaft market in India for automotive, farm tractors, off-high vehicles and industrial and others is
estimated to be valued at approximately Rs. 5.18 billion in FY24 and is expected to grow at a CAGR of 8.3%, by value, between
FY24 and FY29. The demand for advanced crankshafts with high strength and fatigue resistance is increasing due to the growing
demand for high-performance vehicles. The company’s engineering capabilities coupled with machining capabilities and
advanced technologies that they deploy as part of their manufacturing operations has positioned them to capitalize on the
opportunities presented by the growing market.

Long-standing relationship with customers across industries

The company is supplier to each of the top five Indian OEMs, by market share, in the MHCV industry and four of the top five
Indian OEMs in the farm equipment industry by market share, in FY23. Their long-standing relationships with its customers has
positioned them as a trusted supplier for several Indian and global OEMs. Some of its customers are AAM India Manufacturing,
Ashok Leyland, Bonfiglioli Transmissions, Dana India, IBCC, International Tractors, JCB India, Liebherr CMCtec, Mahindra &
Mahindra, Meritor HVS AB, Meritor Heavy Vehicle Systems Cameri SPA, SML ISUZU, Swaraj Engines, Same Deutz Fahr, Tata
Cummins, Watson & Chalin and Yanmar Engine Manufacturing.

Growing Revenue From Stable Customer Base Revenue Mix
811
624
442
192
37 69 36 20 65 7
2021 2022 2023
B Below5yr m5-10yr Over 10 yr m Domestic " Exports
Source: Company Source: Company
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Strong and consistent financial performance

Robust product portfolio and continuous product development by streamlining operational activities has enabled the company
to grow at a fast pace.

Revenue Growth

IPO NOTE
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Key Concern - Business is dependent on the performance of certain industries particularly commercial vehicles,
farm equipment and off-highway vehicles. Any adverse changes in the conditions affecting these industries can
adversely impact the company

In the automotive sector, the company primarily caters to domestic and global original equipment manufacturers which
manufacture commercial vehicles. In the non-automotive sector, they cater to manufacturers of farm equipment, offhighway
vehicles and industrial equipment and machinery for oil and gas, power generation, railways and wind turbine industries. The
company is exposed to fluctuations in the performance of these industries. The company’s sales are directly dependent on the
production level of these industries domestically and globally, and are affected by inventory levels of manufacturers operating
in these industries.

Valuation and Recommendation

Happy Forgings has differentiated itself by (i) focusing on developing heavier, high precision, critical and value added products;
(i) for multiple end-use industries, which typically have extremely closed tolerances. This has translated to the company
commanding substantially higher margins and return ratios compared to peers. The company’s valuation at 38.4x FY23 P/E
appears attractive compared to peers and thus we recommend to Subscribe to the IPO.

Listed Comparable Peers

FY23 Figures MM Craftsm?n Ramkr.ishna Bharat .
Forgings Automation Forgings Average Forgings
Revenue 1,462 3,183 3,193 12,910 5,187 1,197
CAGR (FY20-23) 24% 29% 38% 17% 27% 29%
EBITDA Margin 18.7% 21.5% 21.7% 13.5% 18.8% 28.5%
Asset Turns (x) 1.0 1.2 1.2 0.9 1.1 1.0
ROE 21% 20% 21% 7% 17% 21%
ROCE 15% 21% 19% 8% 15% 24%
EV/Sales 1.9 4.0 4.8 4.8 3.9 6.9
EV/EBITDA 9.9 18.6 22.0 35.6 21.5 24.1
P/E 17.4 45.3 49.0 105.5 54.3 38.4

Source: NBRR
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P&L (Rs. Cr) FY21 FY22 FY23  H1FY24 H1FY24 Ann.
Net Revenue 585 860 1197 673 1346

% Growth 5%  47%  39%  12% 12%
Raw Materials 252 388 551 295 590

% of Revenues 43.0% 45.2% 46.1% 43.8% g 43.8%
Employee Cost 49 69 88 54 108

% of Revenues 8.4% 8.0% 7.3% 8.1% g 8.1%
Other expenses 126 172 217 128 257

% of Revenues 21.5% 20.0% 18.1%  19.1% 19.1%
EBITDA 159 231 341 195 390

EBITDA Margin 27.1% 26.8% 28.5%  29.0% 29.0%
Depreciation 36 38 54 32 63

Other Income 6 6 6 3 6

Interest 12 7 12 7 14

PBT 117 192 280 159 ’ 319

Tax 31 50 71 40 80

Tax rate 26% 26% 25% 25% 25%
PAT 86 142 209 119 239

% Growth 8% 65% 47% 2% 14%
EPS (Post Issue) 9.2 15.1 22.2 12.7 253

Return Ratios FY21 FY22 FY23  H1FY24 H1FY24 Ann.
ROE (%) 13% 18% 21% 22% 22%
ROCE (%) 16% 19% 24% 24% 24%
Turnover Ratios FY21 FY22 FY23 H1FY24 H1FY24 Ann.
Debtors Days 103 94 94 88 -

Inventory Days 76 78 52 60 -
Creditor Days 24 19 15 16 -
Asset Turnover (x 0.7 0.8 1.0 1.0 -

Valuation Ratios FY21 FY22 FY23  H1FY24 H1FY24 Ann.
Price/Earnings (x 92.6 56.3 38.4 - 33.6
EV/EBITDA (x) 51.2 35.7 24.1 - 21.2
EV/Sales (x) 13.9 9.6 6.9 - 6.1
Price/BV (x) 2.6 2.2 1.7 - 1.5

Balance Sheet (Rs. Cr)
Share Capital

Reserve & Surplus
Networth

Total Loans & Lease Liab.
Other non-curr liab.
Trade payable

Other Current Liab

Total Current Liab.

Total Equity & Liab.
Fixed Assets

Inventory

Other non Curr. assets
Cash

Bank Balance

Debtors

Other Current assets
Total Assets

Cash Flow (Rs. Cr)

PBT

Provisions & Others

Op. profit before WC
Changein WC

Less: Tax

CF from operations
Addition to assets

Term deposit with banks,
Interest Received

CF from Investing
Dividend & Lease Rentals
Proceeds from borrowing
Interest Paid

CF from Financing

Net Change in cash

Cash at beginning

Cash atend

Happy Forgings Ltd

19" December, 2023

FY21 FY22 FY23 H1FY24
9 18 18 18
636 770 970 1,085
645 788 988 1,103
153 240 219 259
20 23 23 26
38 44 48 58
20 35 49 43
58 79 96 101
876 1,130 1,326 1,490
455 669 753 800
122 184 170 221
84 35 83 113
3 0 0 1
25 1 0 1
166 222 308 323
22 17 11 31
876 1,130 1,326 1,490

FY21 FY22 FY23  H1FY24

117 192 280 159
49 40 71 38
166 232 351 197
(82)  (109) (78) (76)
34 43 64 40
50 80 209 80
(92)  (191)  (175)  (101)
29 23 2 (0)
4 2 0 0
(59) (166) (172)  (101)
- - - (12)
35 89 (25) 40
(25) (7) (12) (8)
10 83 (37) 21
1 (3) (0)
3 0 0
0 0 1

Source: Company Data, NBRR
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Disclosure:

Research Reports that are published by Nirmal Bang Securities Private Limited (hereinafter referred to as “NBSPL”) are for
private circulation only. NBSPL is a registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having
Registration no. INHO00001766. NBSPL is also a registered Stock Broker with National Stock Exchange of India Limited,
BSE Limited, Metropolitan Stock Exchange of India Limited, Multi Commodity Exchange of India Limited and , National
Commodity and Derivative Exchange Limited in Capital Market , Equity and Commodities derivatives segments and Currency
Derivatives Segment .

NBSPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at
times, have different or contrary views on stocks and markets.

NBSPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing /
dealing in securities Market since last 20 years. NBSPL, its associates or analyst or his relatives do not hold any financial
interest (Except Investment) in the subject company. NBSPL or its associates or Analyst do not have any conflict or material
conflict of interest at the time of publication of the research report with the subject company. NBSPL or its associates or
Analyst or his relatives may or may 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.

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

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

The Research Report is for the personal information of the authorized recipient and does not construe to be any investment,
legal or taxation advice. NBSPL is not soliciting any action based upon it. Nothing in the research report 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
the research report, we did not take into account the investment objectives, financial situation and particular needs of the reader.

The research report has been prepared for the general use of the clients of NBSPL 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 the research report in any way. Though disseminated to all the customers simultaneously, not all
customers may receive the research report at the same time. NBSPL will not treat recipients as customers by virtue of their
receiving the research report. The research 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 NBSPL & 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. NBSPL 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 the research report.
NBSPL 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, fithess for a particular
purpose, and non-infringement. The recipients of the research report should rely on their own investigations.

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

Before making an investment decision on the basis of research report, 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. International investors are reminded of the additional risks inherent in international
investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect
the value of the investment. Opinions expressed are subject to change without any notice. Neither the company nor the director
or the employees of NBSPL accept any liability whatsoever for any direct, indirect, consequential or other loss arising from any
use of the research report and/or further communication in relation to the research report. Here it may be noted that neither
NBSPL, nor its directors, employees, agents 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 the research report.

Copyright of this document vests exclusively with NBSPL.

Our reports are also available on our website www.nirmalbang.com

Registration granted by SEBI and certification from NISM in no way guarantee performance of NBSPL or provide any assurance
of returns to investors.
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