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SUBSCRIBE at the Upper Price Band of INR 330

Harsha Engineers International Ltd

éHARSHA

Sector tailwinds and diversified revenue sources to propel growth

Incorporated in 2010, Harsha Engineers International Ltd (HEIL) is one of the largest
manufacturers of precision bearing cages - With a market share of 50-60% in India
and 6-7% globally. The company supplies its products to customers in over 25
countries covering five continents i.e., North America, Europe, Asia, South America
and Africa. The business comprises two segments:

e Engineering business, under which the company manufactures bearing
cages, complex and specialized precision stamped components, welded
assemblies and brass castings and cages & bronze bushings.

e Solar EPC business, under which the company provide complete
comprehensive turnkey solutions to all solar photovoltaic requirements
and provides operations and maintenance services in the solar sector.

HEIL has 5 manufacturing facilities for engineering business with 2 manufacturing
facilities at Changodar and one at Moraiya, Gujarat and one manufacturing unit
each in Changshu, China and Ghimbav Brasov in Romania.

Over FY20-22, HEIL's revenue/ EBITDA/ PAT grew at a CAGR of 22.1%/ 46.9%/
104.9% to INR 1,322 cr/ INR 169 cr/ INR 92 cr, respectively, while, EBITDA and PAT
margins improved by 395bps (to 12.8%) and 448bps (to 7.0%), respectively. Return
ratios too improved by 1173bps to 17.6% and 966bps to 15.6% respectively.

HEIL’s proposed issue size is INR 755 cr out of which INR 455 cr is the fresh issue and
INR 300 cr is OFS. The proposed fresh issue will be utilized for
e The repayment of INR 270 cr of debt in FY23
o The capex requirements of INR 78 cr towards the purchase of machinery
(INR 50 crin FY23 and INR 28 cr in FY24)
e Infrastructure repairs and renovation cost of INR 7 cr for the existing
production facilities
e The general corporate purpose of INR 100 cr

In the OFS, the promoters are selling 8,990,908 shares, which will reduce the
promoter stake from 99.7% (pre-issue) to 74.6% (post-issue).

Key Financial Data (INR Cr, unless specified)

Industry Capital Goods

Listing BSE & NSE
Open Date 14 Sep 2022
Close Date 16" Sep 2022
Price Band INR 314-330
Face Value INR 10
Market Lot 45 shares
Minimum Lot 1 Lot

Offer for Sale 40%
Fresh Issue 60%
Issue Size (Amt) INR 755 cr
Issue Size (Shares) 22,886,595
QIB Share (%) <50%
Non-Inst Share (%) 215%
Retail Share (%) 2 35%
Pre issue sh (nos) 77,248,410
Post issue sh (nos) 91,044,105
Post issue M Cap 3,005

Shareholding (%) :,;3 P;;i):
Promoter 99.7 74.6
Institution 0.3 16.5
Public 0.0 8.9
TOTAL 100 100

Revenue EBITDA PAT EB(I;/I;I))A F(’;‘)I’ Ad(j:)PS
FY21 873.8 117.8 45.5 13.5 5.2 5.0 46.9 10.6
FY22 1,321.5 169.0 91.9 12.8 7.0 10.1 57.3 17.6
FY23E 1,589.4 210.4 124.6 13.2 7.8 13.7 120.9 11.3
FY24E 1,859.3 256.4 170.3 13.8 9.2 18.7 139.6 13.4
FY25E 2,125.2 312.5 211.9 14.7 10.0 233 162.4 14.3

P/BV  EV/EBITDA
(X) (X)
116 662 7.0 28.0
156 327 5.8 19.8
173 241 2.7 13.8
189 177 24 11.2
215 142 2.0 8.8
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We are expecting HEIL’s revenue/ EBITDA/ PAT to grow at a CAGR of 17.2%/ 22.7%/ 32.1%
to INR 2,125 cr/ INR 313 cr/ INR 212 cr respectively over FY22-25E, while EBITDA and PAT
margins are expected to improve by 191bps (to 14.7%) and 301bps (to 10.0%) respectively
over the same period. Subsequently, RolC is expected to improve by 586bps to 21.5% by
FY25.

At the IPO price of INR 330 (upper price band), HEIL is valued at FY25 P/E of 14.2X.
Considering the growth opportunities in the bearing sector due to sector tailwinds and
strong fundamentals of HEIL, we recommend a SUBSCRIBE rating with a price target of INR
406, which represents an upside of 23% over the IPO price in 18 months.

Our Bull and Bear Case Scenarios

We have prepared a Bull and Bear case scenario based on HEIL FY25 revenues and PAT margins.

e Bull Case: We have assumed FY25 revenues of INR 2,400 cr (FY22-25 CAGR of 22.0%)
and PAT margin of 10%, which will result in a Bull Case price target of INR 461 per share
(an upside of 39.7% from IPO price).

e Bear Case: We have assumed FY25 revenues of INR 1,800 cr (FY22-25 CAGR of 10.9%)
and PAT margin of 8.0%, which will result in a Bear Case price target of INR 277 per
share (a downside of 16.1% from IPO price).

Bull & Bear Case Scenario

FY25 revenue of INR 2,400 cr (FY22- - Bull Case Price
. B —
25 CAGR of 22.0%) and PAT margin INR 461 per share
of 10.0%
FY25 revenue of INR 2,125 cr (FY22- Target Price
. —
25 CAGR of 17.2%) and PAT margin INR 406 per share
of 10.0%
BSE IPO Price
«——
i , INR 330 per share
FY25 revenue of INR 1,800 cr (FY22- Bear Case Price
25 CAGR of 10.9%) and PAT margin <+“—
of 8.0% R g R INR 277 per share
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Valuation and Comparable Metric of Domestic Peers
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Domestic Peers (Fig in INR cr, unless specified)

Harsha Engineers International Ltd 3,005 3300 05 327 241 176 58 27 24 197 138 112 176 113 134 156 173 189 13215 15894 18593 128 132 138 70 78 92
SKF India Ltd 24,201 4,895.2 13 612 448 367 128 104 87 435 340 267 210 233 237 332 413 455 13,6659 44048 51126 152 161 177 108 123 129
Schauffler India Ltd 56,262 3,599.5 30 661 555 49.0 132 115 99 426 358 326 200 207 202 393 437 440 69583 80693 87488 189 194 196 122 126 131
Timken India Ltd 25277 3,360.5 17 713 574 472 153 123 100 495 381 319 197 214 212 271 317 340 22032 27357 32094 232 242 26 148 161 167
Rolex Rings Ltd 5383 19765 07 408 288 233 99 73 56 244 193 164 22 255 240 271 283 271 1017.0 12679 14733 225 227 229 130 148 157
NRB Bearings Ltd 1644  169.7 06 224 175 142 28 25 22 127 104 88 124 142 153 135 233 246 9432 10372 11510 155 154 162 78 91 100
Menon Bearings Ltd 633 1130 09 258 218 181 57 49 42 182 166 142 219 224 232 1363 150 172 1954 2150 2360 219 214 225 126 135 148
Timken Co Ltd (USA) 5,027 68.5 14 120 109 1104 21 18 16 76 70 66 173 168 158 178 183 180 44306 14,6105 47032 186 189 191 95 100 103
SKF Ltd (Sweeden) 7,044 15.4 10 105 96 88 15 14 13 64 57 50 148 148 146 168 182 196 87759 89310 9,201 153 159 166 77 82 88
Schaeffler AG (Germany) 3,534 53 02 61 49 42 10 09 08 29 28 25 160 179 184 170 183 192 151337 161528 16,6265 128 135 143 38 45 50
Alfa Laval AB(Sweeden) 11,725 28.3 16 23 190 179 36 33 30 140 120 113 162 173 168 178 204 213 46718 51917 53783 191 198 198 113 119 121
Avic Heavy Machinery Co Ltd (China) 6,657 45 05 356 262 192 44 37 31 218 166 116 123 141 163 183 205 235 16432 21146 27284 182 186 207 114 120 127
China Heavy Industries Ltd (China) 3,089 0.5 89 1076 978 89 16 14 13 252 21 194 15 15 15 23 25 28 39447 43392 47731 50 50 50 07 07 07

Source: Ventura Research & Bloomberg
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One of the lowest valuations in the industry
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Financial Analysis & Projections

FY20-22 Performance: Better product mix and recovery in the global economy aided
the financial performance

During FY20-22, the revenue grew at a CAGR of 22.1% to INR 1,322 cr, which was primarily
driven by a 9.8% CAGR in sales volume to 678 mn pieces in FY22 and 12.3% CAGR growth in
average realization due to better product mix and regular price hikes.

EBITDA and PAT grew at a CAGR of 46.9% to INR 169 cr and 104.9% to INR 92 cr respectively,
while EBITDA and PAT margins improved by 395bps (to 12.8%) and 448bps (to 7.0%),
respectively. Return ratios too improved by 1173bps to 17.6% and 966bps to 15.6%
respectively.

FY22-25E Performance: Strong sector outlook is expected to drive financial
performance

Over the period of FY22-25E, the revenues are expected to grow at a CAGR of 17.2% to INR
2,125 cr due to significant demand for bearings from heavy industries, locomotives, autos and
windmill segments.

EBITDA and PAT are expected to grow at a CAGR of 22.7% to INR 313 cr and 32.1% to INR 212
cr respectively. EBITDA and PAT margins are also expected to improve by 191bps to 14.7% and
301bps to 10.0% respectively. Subsequently, RolC is expected to improve by 586bps to 21.5%
by FY25.

HEIL’s revenue, cost and EBITDA analysis

FY22 - Revenue, Cost & EBITDA (INR Cr) FY25 - Revenue, Cost & EBITDA (INR Cr)
1,400 - 2,500 -
1,200 2 000 2,125
1,000 -
800 1,500 -
600 - 740 1,000 -
400 158 169 -1,195 - 312
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Source: Company Reports
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HEIL’ Financial Summary

Figin INR Cr (unless specified) FY22 FY23E FY24E FY25E FY26E FY27E FY28E FY29E

Revenue from operations 885.9 8738 | 13215 1,589.4 1,859.3 2,1252 § 2,367.7 2,631.3 2,860.2 3,087.6 3,3134 3,562.5
YoY Growth (%) (1.4) : 512 20.3 17.0 143 1 114 11.1 8.7 7.9 7.3 7.5
Raw Material Cost 458.1 4147 1 7397 917.5 1,054.7 1,194.9 : 1,325.3 1,466.3 1,586.7 1,705.1 1,821.6 1,956.7
RM Cost to Sales (%) 51.7 475 1 560 57.7 56.7 5.2 560 55.7 55.5 55.2 55.0 54.9
Employee Cost 149.0 146.4 : 158.0 190.5 2233 2545 1 2882 320.2 357.5 394.5 4314 467.4
Employee Cost to Sales (%) 16.8 168 | 120 12.0 12,0 1220 1 122 122 12,5 12.8 13.0 13.1
Other Expenses 200.4 1949 1 2547 271.0 324.9 3633 : 395.7 441.0 471.7 503.2 534.1 564.9
Other Expenses to Sales (%) 22.6 22.3 : 193 17.1 17.5 171 | 167 16.8 16.5 16.3 16.1 15.9
EBITDA 783 1178 | 169.0 2104 256.4 3125 1 3585 403.8 4444 484.8 526.3 573.5
EBITDA Margin (%) 8.8 135 1 128 132 13.8 14.7 : 15.1 153 155 15.7 15.9 16.1
EBIT 43.1 836 1 1337 172.1 213.9 266.2 g 3089 350.6 388.1 4258 464.7 509.2
EBIT Margin (%) 4.9 9.6 : 10.1 10.8 11,5 125 1 130 133 13.6 13.8 14.0 143
Interest 32.8 300 1 246 216 117 35 : 0.0 0.0 0.0 0.0 0.0 0.0
Interest cost to Sales (%) 37 34 b 19 14 0.6 02 0.0 0.0 0.0 0.0 0.0 0.0
Net Profit 219 45.4 : 91.9 124.6 1703 2119 1 2465 285.2 318.1 348.7 382.1 419.9
Net Margin (%) 2.5 52 1 7.0 7.8 9.2 10.0 : 104 10.8 111 113 115 11.8
|
Adjusted EPS 24 5.0 : 10.1 13.7 18.7 233 : 27.1 313 349 383 419 46.1
P/E(X) 137.2 662 | 327 24.1 17.7 142 1 122 10.5 9.4 8.6 7.9 7.2
Adjusted BVPS 744 854 1 1044 2203 2543 295.9 : 343.2 396.8 453.5 5113 570.2 629.0
P/BV (X) 44 3.9 : 32 15 13 11§ 10 0.8 0.7 0.6 0.6 0.5
Enterprise Value 3,354.7 33002 | 3,339.1 2,899.8 2,864.0 2,7652 1 2,662.7 2,554.9 2,386.1 2,225.5 2,062.3 1,889.1
EV/EBITDA (X) 42.8 28.0 : 19.8 138 112 8.8 : 7.4 6.3 5.4 4.6 39 33
|
Net Worth 372.0 427.2 : 521.9 1,101.4 1,271.7 1,4794 1 1,716.0 1,984.1 2,267.3 2,556.7 2,850.8 3,144.8
Return on Equity (%) 5.9 106 1 176 11.3 134 143 V144 144 14.0 136 134 134
Capital Employed 784.1 7757 1 9003 1,3343 1,370.4 1,479.4 : 1,716.1 1,984.2 2,267.3 2,556.7 2,850.8 3,144.8
Return on Capital Employed (%) 38 8.1 : 10.8 9.6 11.7 135 1 135 132 12.8 12.5 122 12.1
Invested Capital 7203 7211 | 8546 994.9 1,129.5 1,238.3 I 1372.4 1,532.7 1,647.1 1,775.8 1,906.8 2,027.5
Return on Invested Capital (%) 6.0 1126 1 156 17.3 18.9 215 : 22.5 22.9 23.6 24.0 244 251
Return on Incremental IC (%) 12.0 51735 : 375 274 31.1 481 | 319 26.0 328 29.3 29.6 36.9
I I
Cash Flow from Operations 1129 1212 1 365 93.9 143.9 207.8 : 216.6 229.2 311.2 330.5 367.2 418.8
Cash Flow from Investing (64.6) (20.0) I (51.8) (89.6) (98.3) (105.6) § (110.8) (123.7) (143.4) (126.3) (158.9) (128.8)
Cash Flow from Financing (38.3) (92.4) : 3.7 287.8 (145.8) (106.4) 1 (9.9 (17.1) (35.0) (59.3) (87.9) (126.0)
Net Cash Flow 10.1 88 1 (11.6) 292.1 (100.3) (4.2) I 959 88.4 132.7 145.0 120.4 164.1
Free Cash Flow (282.4) 513 1 (35.7) (19.4) 9.0 48.6 : 89.3 116.5 172.6 186.4 2133 257.0
FCF to Revenue (%) (31.9) 5.9 : (2.7) (1.2) 0.5 23 1 3.8 44 6.0 6.0 6.4 7.2
FCF to EBITDA (%) (360.6) 436 | (211) (9.2) 35 156 b 29 28.9 388 385 40.5 44.8
FCF to Net Profit (%) (1,289.0) 1129 1 (388) (15.6) 53 22.9 : 36.2 40.8 54.3 535 55.8 61.2
FCF to Net Worth (%) (75.9) 12.0 : (6.8) (1.8) 0.7 33 1 52 5.9 7.6 7.3 7.5 82
CFO to EBITDA (%) 144.2 1029 g 216 44.6 56.1 66.5 : 60.4 56.8 70.0 68.2 69.8 73.0
|
Total Debt 4121 348.5 : 378.5 232.8 98.7 0.0 : 0.0 0.0 0.0 0.0 0.0 0.0
Net Debt 348.4 239 | 3328  (1065)  (1423)  (2411) | (3436)  (4514)  (6202)  (780.8)  (944.0) (1,117.2)
Net Debt to Equity (X) 0.9 0.7 1 0.6 (0.1) (0.1) (0.2) : (0.2) (0.2) (0.3) (0.3) (0.3) (0.4)
Net Debt to EBITDA (X) 44 25 : 2.0 (0.5) (0.6) (0.8) I (1.0) (1.1) (1.4) (1.6) (1.8) (1.9)
ol

Source: Company Reports
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HEIL Story in Charts

(HARSHA

Catering to multiple industries to ensure
healthy revenue growth

EEEN Revenue ===YoY Growth (%)

Better product mix to drive profitability

I EBITDA m Net Profit
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Debt free balance sheet and limited near term Working capital to remain stable at current
capex to enhance cash flow levels
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CFO to EBITDA (%) FCF to Net Profit (%) Receivable Days Net Working to Sales (%)
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(100) - FY FY21 '\ \FY22 EV23E~ FY24E FY2SE 10 . | 30
Lo - 20
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Source: Company Reports
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Company Overview

Incorporated in 2010, Harsha Engineers International Ltd (HEIL) is one of the largest
manufacturers of precision bearing cages - With a market share of 50-60% in India and 6-7%
globally. The company supplies its products to customers in over 25 countries covering five
continentsi.e., North America, Europe, Asia, South America and Africa. The business comprises
two segments:

e Engineering business, under which the company manufactures bearing cages (in brass,
steel and polyamide materials), complex and specialized precision stamped
components, welded assemblies and brass castings and cages & bronze bushings.

e Solar EPC business, under which the company provide complete comprehensive
turnkey solutions to all solar photovoltaic requirements and provides operations and
maintenance services in the solar sector.

HEIL’s business verticals

Harsha Engineers
International Ltd

Engineering Solar EPC
(FY22 revenue share: 93.7%) (FY22 revenue share: 6.3%)

Source: Company Reports

HEIL has four strategically located manufacturing facilities spread across three countries in
India, China, and Romania. The aggregate installed capacity across these manufacturing
facilities was 4,596 metric tonnes per annum for castings and 1,098 mn pieces per annum for
bearing cages.

¢ India facilities — 1 manufacturing facility at Changodar and 1 at Moraiya, Gujarat.

e Overseas facilities — 1 manufacturing unit each in Changshu, China and 1 in Ghimbav
Brasov in Romania

Additionally, to meet the just-in-time requirements of its customers, HEIL has entered
arrangements to stock inventory in warehouses in over 20 locations across the world.

10|Page (12'" Sep 2022) For any further query, please email us on research@ventural.com
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HEIL’s manufacturing capacities

Aggregate installed capacity

b 1,097.87 Mn pieces
hi i Annual capacity for Bearing Cages
. As at March 31, 2022

4 production units for engineering business spread across 3 countries

7Chiar;g;da;7Unit Moraiya Unit 61.74%

s 39,631 5q. m. 50,162 sq. m Capacity Utilization
S0 IS0 o For Fiscal 2022
1,086.52 Mn pieces 1,692 =
Installed capacity for bearing cages Employees™
India 4,596 MT
Annual capacity for castings*

\ o M 1,
\al 11.20 Mn panen ((:;} As at March 31, 2022

; “ | Installed capacity for 63.35%

| bearing cages . A
Capacity Utilization
o ——
China Unit 204
na unr
China 296155. m Employees @ .
>100 CNC machines
4596 MT capability to machine from 50 mm to
Installed capacity castings 1,200 mm
h 0.15 Mn pieces
Installed capacity for bearing @
cages = >175 presses
Brasov, Unit p
. 10235 sq. m 233 With capacities ranging from 4T-
Romania Employees 1000T

Source: Company Reports

With the current capacity utilization at 60%, HEIL doesn’t require any significant capex in the
near term. Repayment of INR 277 cr of debt through the IPO fresh issue will make the balance
sheet and cash flow healthy for the expenditure on any future capex after 2-3 years.

HEIL’s production volumes and capacity utilization

Bearing cage prod. & capacity utilization Casting prod. & capacity utilization
I Bearing Cages Production (mn pieces) N Casting (MT) = Capacity Utilization (%)
== Capacity Utilization (%) 3,500 - MT 9% r 65
800 - mn pieces % r 63 3,000 -
700 - 61 - 60
L 2,500 A
600 39
500 - - 57 2,000 - 53
400 >3
L 53 1,500 1 L 50
300 -
- 51 1,000 -
200+ - 49 - 45
100 - L 47 500 -
FY20 Fy21 FY22 FY20 Fy21 FY22

Source: Company Reports
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HEIL has 3 wholly owned subsidiaries, one in China - Harsha Precision Bearing Components
(China) Co. Ltd, one in the US - HASPL Americas Corporation, one in the Netherlands - Harsha
Engineers B.V., and a subsidiary in Romania - Harsha Engineers Europe SRL. The company also
has a 50% interest, as a partner, in Clenmax Harsha Solar LLP and a 26% equity interest in
Sunstream Green Energy One Pvt Ltd (formerly known as Eirene Naval Systems Pvt Ltd).

HEIL’s subsidiaries and joint ventures

Harsha Engineers
International Ltd

Wholy Owned

Subsidiaries Joint Ventures

HASPL

Americas Corp
(USA)

Harsha Clenmax Sunstream
Precision Ha_rsha Harsha Harsha Solar Green Energy

Bearing Englneers Engineers BV LLP One Pvt Ltd
Components
ety HEIL) HEIL)

Europe SRL

Terenie] (Netherlands) (50% stake of (26% stake of

Source: Company Reports

Products — Bearing cages, Bronze Bushes for sliding bearing, Specialty
components and Solar EPC

HEIL manufactures bearing cages, semi-finished brass castings, speciality stamping
components and bronze castings and bushings

Bearing Cages

The bearing cage category comprises roller cages and ball-bearing cages. The cages offer high
rigidity, strength and high heat resistant operating conditions. HEIL manufactures precision
bearing cages that form one of the 5 components of a bearing; other such components are,
the inner ring, outer ring and rolling elements like rollers or balls and cages. Bearing cages are
primarily utilized to:

e separate the rolling elements, reducing the frictional heat generated in the bearing;
e keep the rolling elements evenly spaced, optimizing load distribution on the bearing;
e guide the rolling elements in the unloaded zone of the bearing; and

e retain the rolling elements of separable bearings when one bearing ring is removed
during mounting or dismounting.

12|Page (12'" Sep 2022) For any further query, please email us on research@ventural.com
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HEIL caters to the bespoke needs of their customers, by customizing the type of base material,
as well as the design to be applied for the bearing cages. Such customization is generally
dependent upon the operating conditions under which the bearings will be generally utilized
by their customers.

While bearing cages can be manufactured using various materials, HEIL primarily manufactures
bearing cages out of brass, steel and polyamide, which represent the most common types of
base materials used in the bearing cages market. Their dedicated product development and
innovation centre and tool production facilities are at Changodar Plant. Over the past 5 years,
the product development and innovation centre has developed more than 7,500 types of
products for different bearing cage and stamping divisions.

Steel Cages

HEIL offers various grades of steel cages as per the requirements of its customers. Owing to its
lightweight nature, frictionless wear and high strength, such steel cages are widely in demand.
The size of the steel cages ranges up to 1,000 mm and HEIL manufactures more than 3,700
types of steel cages. Steel bearing cages can be used at operating temperatures of up to 300
°C (570 °F).

Brass Cages

HEIL produces more than 3500 types of brass cages. The size of the brass cages ranges up to
2000 mm and foundry castings up to 2000 mm. Brass cages are generally manufactured from
semi-finished brass castings which may be cast in-house and then machined into bearing cages
or stamped from brass strips or turned out of brass tubes. Brass bearing cages can be used at
temperatures of up to 250 °C (480 °F).

Polyamide Cages

HEIL offers injection moulded polyamide cages. The features of such cages include being
corrosion resistant and light in weight owing to the presence of high polymers materials. HEIL
manufactures more than 80 types of polyamide cages with sizes ranging up to 300 mm
including thrust ball bearings, cylindrical roller thrust bearings, linear ball bearings, water
pump bearings and other special types of bearings.

Bearing cages are made in different designs depending on their operating conditions.

e Cylindrical roller bearing cages - Designed for radial load carrying capability, which
demands high stiffness and high accuracy. Primarily used in industrial machines,
pumps, compressors, OEMs and traction motors for railways.

e Spherical Roller Bearing Cages - Designed for carrying a radial load and combined load
applications which allows tolerance for misalignment in operation. Primarily used in
crushers, railways, steel mills, thermal turbines and windmills.
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o Deep Grove Bearing Cages - Designed for high speed and high running accuracy with
low friction and noiseless operation. Primarily used in agricultural machines,
automotive parts, chemical machinery, utilities and white appliances.

e Angular Contact Ball Bearing Cages - Designed for carrying axial and combined loads
with high running accuracy. Primarily used in agricultural machines, chemical
machinery, general industries and utilities.

e Thrust Roller Cages - Designed for carrying axial loads which demand high running
accuracy and bearing arrangements. Primarily used in blowout preventers, extruders,
gearboxes, offshore drilling and oil rigs.

e Taper Roller Cages - Designed for combined axial and radial load applications with
demand high accuracy. Primarily used in engine applications.

Bronze Bushes for Sliding bearing

HEIL has diversified in producing bronze bushes for sliding bearing. These bushes are
predominantly used in the gearboxes for Wind turning in Planetary Axels. Within bronze, HEIL
is developing competencies for multiple bronze alloys namely Aluminium and Tin Bronze.
These Bushes require high precision machining and assurance of all mechanical, chemical,
dimensional and cleanliness properties because of the criticality of the application. HEIL
manufactures semi-finished brass castings for their customers who, in turn, carry out processes
for converting such semi-finished brass castings into a bearing cage. The majority of such semi-
finished brass castings are manufactured by their Step-down Subsidiary in Romania.

Speciality Components

HEIL plans on capitalizing on the existing niche low volume high value products in the stamping
and special component segment and continues to gradually scale up its business over the next
3 to 5 years. They plan to continue manufacturing specialized parts/components and supplying
them to auto component assembly manufacturers. Currently, they provide comprehensive
metal stamping solutions ranging from simple to complex designs and geometries. Precision
stamping components generally have the following applications:

e Automotive applications — HEIL offers their customers high-quality precision parts for
2-wheeler and 4W applications as well as complete assembled modular units. They
also manufacture steering, column parts, engine drive, transmission/gear drive parts,
clutch components, gear shifters assembly parts, wheel covers, structural
reinforcements, chassis parts and axle parts.

¢ Industrial applications — HEIL is a metal insert supplier for different metal and sealing
applications that are primarily used as dust covers, bearing covers, slingers, flingers
and seal inserts; One specific example is the metal inset used in railway bearing seal
application.

e Electrical and appliance applications — HEIL offers high-quality stamping products for
the electrical and appliance industry. One specific example is AC compressor Head and
base cover welded assembly supplied to a leading appliance compressor

14|Page (12'" Sep 2022) For any further query, please email us on research@ventural.com



AV 4

VENTURA

Kyon ki bhaiya, sabse bada rupaiya.

éHARSHA

manufacturer. Further, they have the capability of electrical switch gear,
demonstrating a unique ability to streamline the production of even the smallest, most
complex electronic stampings, while ensuring complete accuracy and cost efficiency.

Positive diversification in Solar EPC space

HEIL is also an EPC service provider in the solar photovoltaic industry and also provides
operations and maintenance services in the solar sector. They have over 10 years of operating
history in the solar EPC business. They have an in-house design, engineering, procurement,
project management and O&M team which has a combined experience of installing at least
500 MW and more than 60 MW commissioning experience in the rooftop segment as of 31
Mar 2022.

HEIL’s competitive strengths

Comprehensive solution provider offering a diversified suite of precision engineering
products across geographies and end-user industries

Within their diversified product portfolio, HEIL manufactures bearing cages (including
cylindrical roller cages, spherical roller cages, deep grove cages, angular contact cages, thrust
roller cages and taper roller cages), complex and specialised precision stamped components,
welded assemblies and brass castings and bushings. Since their incorporation, they have
manufactured more than 7,500 types of products in the automotive and industrial segments.
They manufacture bearing cages in brass, steel and polyamide which represents 6.5% of the
global organized outsourced bearing (brass, steel & polyamide) cages market in CY21.

They have recently expanded their product portfolio to introduce sand-casting; value-added
stamping components, bronze bushings etc. to cater to more end-user industries such as wind,
mining and shipping sectors. Their products find application across automotive, aviation and
aerospace, construction, mining, agriculture, electricals and electronics, and renewables
sectors.

Long-standing relationships with leading clientele

HEIL has established a strong relationship with its customers who are leading global bearing
manufacturers in the automotive, railways, aviation & aerospace, construction, mining,
agriculture, electrical and electronics, and renewables sectors. The bearing cages market
globally is concentrated among a few global bearing manufacturers with Top-6 global bearing
manufacturers contributing 54% of the market share in FY22.

As of 31 Mar 2022, HEIL supplies to each of the Top-6 global bearing manufacturers. Their
Top-10 customers contributed 44.70%, 48.24%, and 47.79% of their total revenue from
operations for FY22, FY21 and FY20, respectively. The average age of their relationship with
their Top-5 customer groups spans more than a decade.
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Their key customer groups are also key global bearing manufacturers who have been their
customers for over a decade. Their customer-centric approach and continuous effort on
transparent dealings have allowed them to enter into long-term framework agreements with
leading key global bearing manufacturers. They have partnered with certain of their key
customer groups in the product development process, enabling their products to meet the
exact specifications provided by the customers.

Strategically located domestic and international production facilities and
warehouses

The company’s presence in the present locations helps them overcome significant entry
barriers in comparison with their competitors, allowing them to penetrate these markets more
efficiently and become a local supplier to leading key global bearing players. Their presence in
these strategic locations helps them penetrate global markets more efficiently and, in a cost-
effective, manner. It also gives them the ability to cater to the needs of their customers from
multiple locations, at times designing products at one location while manufacturing them at
another. Their dual-shore capabilities, which is their ability to carry out design, engineering
and manufacturing of products at different locations allow them to service customer
requirements from alternate locations, giving the customer the benefit of regular supply and
cost-competitive manufacturing operations.

HEIL’s manufacturing and business locations

® Head Office
Plants
® Rep. Office

Warehouses

Sweden

Poland
Germany —— | Belgium
France Romania
USA Spain
~ ’ Italy
Austria China
.
Mexico India
Malaysia

Brazil

=a| Warehouses in more than 20 locations worldwide

Source: Company Reports
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Additionally, they have entered arrangements to stock inventory in warehouses in over 20
locations across the world. Its multinational presence has also allowed them to diversify its
revenue geographically and enhanced its reputation which results in higher orders from India.

For any further query, please email us on research@ventural.com



"Vl VENTURA éHARSHA

Kyon ki bhaiya, sabse bada rupaiya.

Expertise in Tooling, design development and automation

HEIL has full-service capabilities across the product cycle including product design and
development, material sourcing, designing and manufacture of complex tooling components,
and testing and measurement infrastructure, all under one roof for meeting the requirement
of their global customers. They employ machining as well as stamping processes in their
manufacturing process.

HEIL currently manufactures a wide range of precision automotive and industrial components
with sizes up to 2,000 mm in diameter. They have comprehensive tooling, testing and
measurement infrastructure and independent tool designing capabilities at both their units in
India as well as their production unit in Romania which has allowed them to successfully
diversify their products portfolio and improve their current processes in a different types of
bearing cages.

A bearing cage is an important component within a bearing and requires the highest lead time
for development and technical and tooling expertise, for its manufacture when compared to
other components of a bearing. Given the critical function of a bearing cage, and the resultant
quality requirements, global bearing companies have steadily increased outsourcing
manufacture of bearing cages and the business from these bearing companies has gotten
concentrated to a few bearing cage manufacturers including HEIL.

Consistent track record of growth and financial performance

The company’s focus on operational and functional excellence has contributed to its track
record of healthy financial performance. Their strong financial performance reflects the
efficacy of the manufacturing and supply-chain management protocols that they have
implemented while their steady operating cash flows enable them to meet the present and
future needs of their customers and develop new value-added products.
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Management Team

Key Person Designation Details

He holds a bachelor’s degree in Mechanical Engineering from Lukhdhirji Engineering

. Chairman & Whole College, Morbi. He was awarded the AMA Atlas Dycechem “Outstanding Entrepreneur
Mr Rajendra Shah . . ” - ;
Time Director of the Year Award 2001” by the Ahmedabad Management Association. Currently, he is
looking after overall management of the company, particularly all financial matters.
He holds a bachelor’s degree in Mechanical Engineering from Lukhdhirji Engineering
. . . College, Morbi. He served at Tata Chemicals and thereafter joined HEIL. Currently, he is
Mr Harish Rangwala Managing Director

looking after overall management of the company along with Renewable energy
division.

He holds a bachelor’s degree in Mechanical Engineering from University of Pune. He
CEO & Whole Time further holds a Master of Science degree in Engineering Management from University
Director of Southern California. In 2005, he was appointed as a senior staff analyst at United
Service - a division of United Airlines.

Mr Vishal Rangwala

i He holds a bachelor’s degree in Mechanical Engineering from Nirma Institute of
. COO & Whole Time ) )
Mr Pilak Shah Director Technology. He further holds a master’s degree in Integrated Manufacturing Systems
Engineering from North Carolina State University

She holds the bachelor’s degree in Mechanical Engineering from L.D. Engineering
College and has completed Master of Technology in Mechanical Engineering with
specialization in Design Engineering. She has extensive knowledge and technical skills in
Designing Software’s, Design Failure Mode and Effect Analysis (DFMEA), Automotive
Engineering, Lean Manufacturing, Geometric Dimensioning and Tolerancing (GD&T),
Sheet Metal, Total Productive Maintenance (TPM) etc

Mrs Hetal Ukani Whole Time Director

He holds a bachelor and master’s degree in Commerce from the H.L. Commerce
College, Gujarat University and R.J. Tibrewal Commerce College, Gujarat University

Mr Maulik Jasani CFO respectively. He is also a member of the ICAI, ICSI and the Institute of Cost Accountants
of India. He has over 17 years (including three years of articleship) of experience in
accounting and finance.

Source: Company Reports

Key Risks & Concerns

e The company earns ~70% of its revenues from export and its business depends on the
demand from global companies for a significant portion of its revenue. Any downturn
in the global market could adversely affect business performance. The company deals
in various global currencies, which is a very volatile instrument.

e HEIL depend on a limited number of customer groups for a significant portion of its
business. The loss of any of its major customer groups due to any adverse development
or significant reduction in business from a major customer group may adversely affect
the business.

e An increase in low-cost manufacturing activities in Vietnam, Thailand, Indonesia,
Malaysia and the Philippines could create competition in HEIL’s export market.
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Issue Structure and Offer Details

The proposed issue size of HEIL’s IPO is INR 755 cr (INR 455 cr fresh issue and INR 300 cr OFS)
and the price band for the issue is in the range of INR 314-330 and the bid lot is 45 shares and
multiples thereof.

Issue Structure

Investor Category Allocation No. of shares offered
QiB Not more than 50% 1,14,01,470
Non Institutional Investors Not less than 15% 34,20,450
Retail Investors Not less than 35% 79,81,065
Employees NA 83,610

Number of shares based on a higher price band of INR 330

Source: Company Reports

Details of the selling shareholders

Promoters selling shares Amount offered No. of shares
Mr Harish Rangwala Upto INR75.0cr Upto 2,272,725 shares
Mr Rajendra Shah Upto INR66.8 cr Upto 2,022,725 shares
Mr Pilak Shah Upto INR 16.5 cr Upto 499,998 shares
Mrs Charusheela Rangwala Upto INR75.0cr Upto 2,272,725 shares
Mrs Nirmala Shah Upto INR66.8 cr Upto 2,022,725 shares

The amount is based on a higher price band of INR 330

Source: Company Reports
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HEIL’ Financial Summary and Analysis

Fig in INR Cr (unless specified) FY21 FY22E FY23E FY24E FY25E [ Fig in INR Cr (unless specified) Fy21 FY22E FY23E FY24E FY25E
Income Statement Per share data & Yields
Revenue 8738 13215 11,5894 18593  2,125.2 Adjusted EPS (INR) 5.0 10.1 13.7 18.7 233
YoY Growth (%) -1.4 51.2 20.3 17.0 14.3  Adjusted Cash EPS (INR) 8.7 14.0 17.9 234 28.3
Raw Material Cost 414.7 739.7 917.5 1,054.7 1,194.9 Adjusted BVPS (INR) 46.9 57.3 120.9 139.6 162.4
RM Cost to Sales (%) 47.5 56.0 57.7 56.7 56.2  Adjusted CFO per share (INR) 13.3 4.0 10.3 15.8 22.8
Employee Cost 146.4 158.0 190.5 2233 254.5 CFO Yield (%) 4.0 1.2 3.1 4.8 6.9
Employee Cost to Sales (%) 16.8 12.0 12.0 12.0 12.0  Adjusted FCF per share (INR) 5.6 -39 2.1 1.0 53
Other Expenses 194.9 254.7 271.0 3249 363.3  FCF Yield (%) 1.7 -1.2 0.6 0.3 1.6
Other Exp to Sales (%) 22.3 19.3 17.1 17.5 17.1
EBITDA 117.8 169.0 2104 256.4 312.5 Solvency Ratio (X)
Margin (%) 13.5 12.8 13.2 13.8 14.7  Total Debt to Equity 0.8 0.7 0.2 0.1 0.0
YoY Growth (%) 50.3 43.5 24.5 21.9 21.9  Net Debt to Equity 0.7 0.6 0.1 -0.1 0.2
Depreciation & Amortization 34.1 354 38.3 42.5 46.3  Net Debt to EBITDA 2.5 2.0 -0.5 -0.6 -0.8
EBIT 83.6 133.7 1721 2139 266.2
Margin (%) 9.6 10.1 10.8 11.5 12.5  Return Ratios (%)
YoY Growth (%) 94.2 59.8 28.8 24.3 24.4  Return on Equity 10.6 17.6 113 134 143
Other Income 7.1 17.5 16.0 25.4 20.5 Return on Capital Employed 8.1 10.8 9.6 11.7 13,5
Finance Cost 30.0 24.6 216 11.7 3.5 Return on Invested Capital 11.6 15.6 17.3 18.9 215
Interest Coverage (X) 2.8 5.4 8.0 18.3 76.4
Exceptional Item 0.0 0.0 0.0 0.0 0.0 Working Capital Ratios
PBT 60.7 126.6 166.5 227.6 283.2  Payable Days (Nos) 49 50 50 50 50
Margin (%) 7.0 9.6 10.5 12.2 13.3  Inventory Days (Nos) 112 104 104 104 104
YoY Growth (%) 92.2 108.5 315 36.7 24.4  Receivable Days (Nos) 89 78 78 78 78
Tax Expense 15.3 34.7 419 57.3 71.3  Net Working Capital Days (Nos) 152 131 131 131 131
Tax Rate (%) 25.2 274 25.2 25.2 25.2  Net Working Capital to Sales (%) 41.7 36.0 36.0 36.0 36.0
PAT 455 91.9 124.6 1703 2119
Margin (%) 5.2 7.0 7.8 9.2 10.0  Valuation (X)
YoY Growth (%) 107.3 102.3 355 36.7 244 PJE 66.2 32.7 24.1 17.7 14.2
Min Int/Sh of Assoc -0.0 0.0 0.0 0.0 0.0 P/BV 7.0 5.8 2.7 24 2.0
Net Profit 454 91.9 124.6 1703 2119 EV/EBITDA 28.0 19.8 13.8 11.2 8.8
Margin (%) 52 7.0 7.8 9.2 10.0  EV/Sales 3.8 2.5 1.8 1.5 13
YoY Growth (%) 107.4 102.3 8515 36.7 24.4

Cash Flow Statement
Balance Sheet PBT 60.7 126.6 166.5 227.6 283.2
Share Capital 50.0 77.2 91.1 91.1 91.1 Adjustments 81.3 62.4 65.7 70.8 91.7
Total Reserves 377.2 4446  1,010.3 1,180.6  1,388.3 Change in Working Capital -5.6 -121.4 -96.4 -97.2 -95.7
Shareholders Fund 427.2 5219 1,1014 1,271.7 1,4794 Less: Tax Paid -15.3 311 -41.9 -57.3 713
Long Term Borrowings 101.5 137.8 57.8 27.8 0.0 Cash Flow from Operations 121.2 36.5 93.9 143.9 207.8
Deferred Tax Assets / Liabilities 2.0 4.0 4.0 5.9 5.9 Net Capital Expenditure -39.8 -46.7 -90.0 -96.3 -101.1
Other Long Term Liabilities 9.7 7.7 9.3 10.8 12.4  Change in Investments 19.8 5.1 0.4 -2.0 -4.5
Long Term Trade Payables 0.0 0.0 0.0 0.0 0.0 Cash Flow from Investing -20.0 -51.8 -89.6 -98.3 -105.6
Long Term Provisions 9.5 11.1 13.3 15.6 17.8  Change in Borrowings -62.4 283 -145.6 -134.1 -98.7
Total Liabilities 549.9 6824  1,185.8 11,3320 1,515.6 Less: Finance Cost -30.0 -24.6 -21.6 -11.7 3.5
Net Block 342.4 355.7 407.4 461.2 516.1 Proceeds from Equity 0.0 0.0 455.0 0.0 0.0
Capital Work in Progress 33 2.1 0.0 0.0 0.0 Buyback of Shares 0.0 0.0 0.0 0.0 0.0
Intangible assets under developm 0.0 0.0 0.0 0.0 0.0 Dividend Paid 0.0 0.0 0.0 0.0 4.2
Non Current Investments 0.0 0.7 0.8 0.9 1.1  Cash flow from Financing 924 3.7 287.8 -145.8 -106.4
Long Term Loans & Advances 12.3 11.1 13.3 16.0 18.3  Net Cash Flow 8.8 -11.6 292.1 -100.3 -4.2
Other Non Current Assets 6.0 8.6 10.4 12.2 13.9  Forex Effect 0.0 0.0 0.0 0.0 0.0
Net Current Assets 185.9 304.2 753.9 841.6 966.2 Opening Balance of Cash 243 33.1 21.4 3135 213.2
Total Assets 549.9 6824 11858 13320 1515.6 Closing Balance of Cash 33.1 21.4 3135 213.2 209.1

Source: Ventura Research

20| Page (12'" Sep 2022)

For any further query, please email us on research@ventural.com



\Vd VENTURA HARSHA

Kyon ki bhaiya, sabse bada rupaiya.

Disclosures and Disclaimer

Ventura Securities Limited (VSL) is a SEBI registered intermediary offering broking, depository and portfolio management services to clients. VSL is member of BSE, NSE
and MCX-SX. VSL is a depository participant of NSDL. VSL states that no disciplinary action whatsoever has been taken by SEBI against it in last five years except
administrative warning issued in connection with technical and venial lapses observed while inspection of books of accounts and records. Ventura Commaodities Limited,
Ventura Guaranty Limited, Ventura Insurance Brokers Limited and Ventura Allied Services Private Limited are associates of VSL. Research Analyst (RA) involved in the
preparation of this research report and VSL disclose that neither RA nor VSL nor its associates (i) have any financial interest in the company which is the subject matter
of this research report (ii) holds ownership of one percent or more in the securities of subject company (iii) have any material conflict of interest at the time of
publication of this research report (iv) have received any compensation from the subject company in the past twelve months (v) have managed or co-managed public
offering of securities for the subject company in past twelve months (vi) have received any compensation for investment banking merchant banking or brokerage
services from the subject company in the past twelve months (vii) have received any compensation for product or services from the subject company in the past twelve
months (viii) have received any compensation or other benefits from the subject company or third party in connection with the research report. RA involved in the
preparation of this research report discloses that he / she has not served as an officer, director or employee of the subject company. RA involved in the preparation of
this research report and VSL discloses that they have not been engaged in the market making activity for the subject company. Our sales people, dealers, traders and
other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed
herein. We may have earlier issued or may issue in future reports on the companies covered herein with recommendations/ information inconsistent or different those
made in this report. In reviewing this document, you should be aware that any or all of the foregoing, among other things, may give rise to or potential conflicts of
interest. We may rely on information barriers, such as "Chinese Walls" to control the flow of information contained in one or more areas within us, or other areas, units,
groups or affiliates of VSL. This report is for information purposes only and this document/material should not be construed as an offer to sell or the solicitation of an
offer to buy, purchase or subscribe to any securities, and neither this document nor anything contained herein shall form the basis of or be relied upon in connection
with any contract or commitment whatsoever. This document does not solicit any action based on the material contained herein. It is for the general information of the
clients / prospective clients of VSL. VSL will not treat recipients as clients by virtue of their receiving this report. It does not constitute a personal recommendation or
take into account the particular investment objectives, financial situations, or needs of clients / prospective clients. Similarly, this document does not have regard to
the specific investment objectives, financial situation/circumstances and the particular needs of any specific person who may receive this document. The securities
discussed in this report may not be suitable for all investors. The appropriateness of a particular investment or strategy will depend on an investor's individual
circumstances and objectives. Persons who may receive this document should consider and independently evaluate whether it is suitable for his/ her/their particular
circumstances and, if necessary, seek professional/financial advice. And such person shall be responsible for conducting his/her/their own investigation and analysis of
the information contained or referred to in this document and of evaluating the merits and risks involved in the securities forming the subject matter of this document.
The projections and forecasts described in this report were based upon a number of estimates and assumptions and are inherently subject to significant uncertainties
and contingencies. Projections and forecasts are necessarily speculative in nature, and it can be expected that one or more of the estimates on which the projections
and forecasts were based will not materialize or will vary significantly from actual results, and such variances will likely increase over time. All projections and forecasts
described in this report have been prepared solely by the authors of this report independently of the Company. These projections and forecasts were not prepared with
a view toward compliance with published guidelines or generally accepted accounting principles. No independent accountants have expressed an opinion or any other
form of assurance on these projections or forecasts. You should not regard the inclusion of the projections and forecasts described herein as a representation or
warranty by VSL, its associates, the authors of this report or any other person that these projections or forecasts or their underlying assumptions will be achieved. For
these reasons, you should only consider the projections and forecasts described in this report after carefully evaluating all of the information in this report, including
the assumptions underlying such projections and forecasts. The price and value of the investments referred to in this document/material and the income from them
may go down as well as up, and investors may realize losses on any investments. Past performance is not a guide for future performance. Future returns are not
guaranteed and a loss of original capital may occur. Actual results may differ materially from those set forth in projections. Forward-looking statements are not
predictions and may be subject to change without notice. We do not provide tax advice to our clients, and all investors are strongly advised to consult regarding any
potential investment. VSL, the RA involved in the preparation of this research report and its associates accept no liabilities for any loss or damage of any kind arising out
of the use of this report. This report/document has been prepared by VSL, based upon information available to the public and sources, believed to be reliable. No
representation or warranty, express or implied is made that it is accurate or complete. VSL has reviewed the report and, in so far as it includes current or historical
information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed. The opinions expressed in this document/material are subject
to change without notice and have no obligation to tell you when opinions or information in this report change. This report or recommendations or information
contained herein do/does not constitute or purport to constitute investment advice in publicly accessible media and should not be reproduced, transmitted or published
by the recipient. The report is for the use and consumption of the recipient only. This publication may not be distributed to the public used by the public media without
the express written consent of VSL. This report or any portion hereof may not be printed, sold or distributed without the written consent of VSL. This document does
not constitute an offer or invitation to subscribe for or purchase or deal in any securities and neither this document nor anything contained herein shall form the basis
of any contract or commitment whatsoever. This document is strictly confidential and is being furnished to you solely for your information, may not be distributed to
the press or other media and may not be reproduced or redistributed to any other person. The opinions and projections expressed herein are entirely those of the
author and are given as part of the normal research activity of VSL and are given as of this date and are subject to change without notice. Any opinion estimate or
projection herein constitutes a view as of the date of this report and there can be no assurance that future results or events will be consistent with any such opinions,
estimate or projection. This document has not been prepared by or in conjunction with or on behalf of or at the instigation of, or by arrangement with the company or
any of its directors or any other person. Information in this document must not be relied upon as having been authorized or approved by the company or its directors
or any other person. Any opinions and projections contained herein are entirely those of the authors. None of the company or its directors or any other person accepts
any liability whatsoever for any loss arising from any use of this document or its contents or otherwise arising in connection therewith. The information contained herein
is not intended for publication or distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying of this
communication is prohibited unless otherwise expressly authorized. Please ensure that you have read “Risk Disclosure Document for Capital Market and Derivatives
Segments” as prescribed by Securities and Exchange Board of India before investing in Securities Market.

Ventura Securities Limited - SEBI Registration No.: INH000001634

Corporate Office: I-Think Techno Campus, 8t Floor, ‘B’ Wing, Off Pokhran Road No 2, Eastern Express Highway, Thane (W) — 400608

21|Page (12'" Sep 2022) For any further query, please email us on research@ventural.com



