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Key changes in this note

» FY25-26F sales raised by 4-7%.

» FY25-26F EBITDA raised by 8-10%.
» FY25-27F EPS raised by 11-14%.
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Balkrishna Industries Ltd
On cyclical sales recovery path

= 4QFY24 EPS growth of 56% qoq to Rs25 was a big beat to our/consensus
estimates, driven by strong sales momentum of 16% qoq.

= With Europe agri replacement tyre market showing consistent recovery for last
two quarters, we feel cyclical turnaround will sustain. Upgrade EPS by 11-14%.

m With capacity in hand to support cyclical sales recovery and P/BV valuation
just above the five-year mean, we upgrade our rating to ADD from REDUCE.

Sales growth accelerates to double digits

4QFY24 net sales of Balkrishna Industries grew 16% yoy and goq to Rs26.9bn, a big beat
to our estimate (5%) and Bloomberg consensus estimate (10%). The consecutive gqoq
growth recovery in Europe (14%) & North America (20%) agriculture tyres led to the beat.
The gross margin expansion of 130bp goq and lower freight costs (200bp qoq) helped
overcome higher other expenses to record a 60bp gqoq EBITDA margin expansion to
25.9%. This led to a big beat in EBITDA to Rs6.99bn. Higher other income helped absorb
higher interest costs and record a 56% goq and an 87% yoy rise in PAT to Rs4.8bn, a big
beat to our estimate (46%) and Bloomberg consensus estimate (38%).

Management cautious on demand recovery

Considering the short-term uncertainty from geopolitical tensions, management is cautious
and refrained from giving volume guidance for FY25F. Carbon black sales continue to be
robust, as the company sells nearly half of its production to external customers, leading to
it contribute 11% to net sales. The advanced carbon black capacity to be commissioned in
1HFY25F is expected to yield a 25% premium realization/t, as it caters to the paint and ink
industry. Management gave guidance of Rs5bn capex for FY25F and will look at brownfield
expansion in the medium term.

Europe agri market recovery from cyclical lows drives EPS upgrade
The Europe agri tyre replacement market, after two years of a cyclical downturn, has seen
a sharp turnaround in volume (+58% qoq). Balakrishna Industries’ sales traditionally follow
suit, as seen in the past and in the Mar 2024 quarter also (Fig. 5). We feel the cyclical
recovery will sustain, with marginal challenges to supplies from geopolitical tensions. We
upgrade FY25F-26F sales estimates by 4-7%. With operating leverage benefits of 70bp on
the EBITDA margin, we upgrade EBITDA by 8-10%. FY25F-26F PAT raised by 11-14%.

Valuation just above five-year mean level; upgrade to ADD

Balkrishna Industries’ stock price has been consolidating for the last two years around the
Rs2,000 level. Now with the industry tailwind of a cyclical recovery going ahead and
management’s efforts to expand in North America and industrial segments can help the
company to post a strong 17% EPS CAGR over FY24-26F. With one-year forward P/E and
P/BV valuations just above the five-year mean levels, we upgrade to ADD rating with a
raised P/E target of 30x (25x earlier) & the target price at Rs3,087. Downside risk: Volatile
demand in global tyre market.

Financial Summary Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Revenue (Rsm) 100,725 93,747 109,473 123,377 133,943
Operating EBITDA (Rsm) 19,777 23,201 27,551 30,912 34,014
Net Profit (Rsm) 11,166 14,377 17,280 19,608 21,703
Core EPS (Rs) 57.8 74.4 89.4 101.4 112.3
Core EPS Growth (24.2%) 28.8% 20.2% 13.5% 10.7%
FD Core P/E (x) 46.13 35.83 29.81 26.27 23.73
DPS (Rs) 16.0 16.0 20.0 25.0 30.0
Dividend Yield 0.60% 0.60% 0.75% 0.94% 1.13%
EV/EBITDA (x) 27.67 23.49 19.26 17.05 15.39
P/FCFE (x) 165.18 158.84 46.06 119.16 344.21
Net Gearing 42.4% 33.7% 15.2% 10.3% 6.3%
P/BV (x) 6.79 5.81 5.05 441 3.88
ROE 15.4% 17.5% 18.1% 17.9% 17.4%
% Change In Core EPS Estimates 11.39% 14.34%

InCred Research/Consensus EPS (x)
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On cyclical sales recovery path

Management conference-call highlights>»

Outlook: The Red Sea crisis easing and tyre demand returning to normalcy in
the international market helped the company to post a double-digit volume
growth. Currently, channel inventory is being rebuilt, and the inventory level
remains at 40-45 days. The outlook remains uncertain because of the
geopolitical scenario across the world.

Financial performance: The EBITDA margin improved by 50bp qoq led by a
rich product mix, better hedging rates and an increase in freight rates to
customers. 1 Euro was equal to Rs92 in 4Q and is likely to touch Rs92 by the
end of FY25F.

Advanced carbon black project: Management is working on the advanced
carbon black project, with a capacity of 30,000MT per annum and a gross block
of Rs.3-3.5bn, the completion of which is expected in 1QFY25F.

Mould manufacturing capacity: The mould manufacturing facility is expected
to be completed in 1QFY25F.

Extended Producer Responsibility: A sum of Rs112.5m has been recorded
in other expenses for purchasing ERP certificates for meeting FY23 and FY24
obligations and its likely to record ~Rs150m in FY25F.

Capex: Capex incurred was Rs11.40bn in FY24. FY25F is expected to have
routine maintenance capex along with the capex for last-mile completion of the
advanced carbon black project and mould manufacturing unit.

Indian market: The tyre replacement market in India is on the growth path and
management believes the company has gained market share in FY24 (current
market share in the range of 7-10%).

Off-highway tyre space: Management’s vision is to have a 10% market share
in the next five years, which is currently at 5-6%.

Rubber prices: Natural rubber prices grew from Rs150/kg in 3QFY24 to
Rs152/kg in 4QFY24 and are likely to be in a similar range in 1QFY25F. Freight
costs increased by 3% qgoq, 50% of which has been passed on to the
customers.

Figure 1: Results highlights
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16.0 23,158 16.5 93,747 1,00,725 (6.9) 5% above our estimate.
6.8 11,113 13.3 44,744 49,558 9.7)

(404.5) 48.0 (129.0) 47.7 49.2 (147.2) 87bp above our estimate.
41.3 5,870 19.1 23,201 19,777 17.3 24% above our estimate.
464.2 25.3 57.9 24.7 19.6 511.5 398bp above our estimate.
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Figure 2: Sales volume vs. EBITDA margin trend
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Figure 3: Balkrishna Industries’ Europe volume on a consistent recovery path
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Figure 4: Net debt reduction sustains
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Figure 5: Europe agri tyre replacement market growth vs BKT’s Europe volume

growth
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Figure 6: Europe’s agri replacement tyre volume witnessed a growth of 58% qoq
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Figure 7: Earnings revision summary

FY25F FY26F
Rs m Old New Old New
Sales volume (nos) 3,12,348 3,21,505 3,33,387 3,46,918
% change 2.9% 4.1%
Net sales 1,05,128 1,09,473 1,15,247 1,23,377
% change 4.1% 7.1%
EBITDA 25,514 27,551 28,066 30,912
% change 8.0% 10.1%
EBITDA margin 24.3% 25.2% 24.4% 25.1%
bp change 90 70
PAT 15,513 17,280 17,149 19,608
% change 11.4% 14.3%
EPS (Rs) 80.3 89.4 88.7 101.4
% change 11.4% 14.3%

SOURCE: INCRED RESEARCH, COMPANY REPORTS
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Figure 8: Key assumptions
FY22A
Sales volume (mt) 2,88,795
Growth yoy % 27.1%
ASP (Rs per kg) 277
Growth yoy % 9.7%
Net sales (Rs m) 84,188
Growth yoy % 46.7%
EBITDA (Rs m) 21,825
EBITDA margin % 25.9%
PAT (Rs m) 14,722
Growth yoy % 32.6%
EPS (Rs) 76.2
Volume mix %
Europe 53.9%
North America 17.3%
India 17.6%
Others 11.2%
Figure 9: P/E-based target price
One-year forward EPS (Rs)
P/E multiple (x)
Target price (Rs/share)

SOURCE: INCRED RESEARCH, COMPANY REPORTS
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Figure 10: Forward P/E valuation below +1 SD
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Figure 11: Forward P/BV valuation below +1 SD
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BY THE NUMBERS
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Profit & Loss

(Rs mn) Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Total Net Revenues 100,725 93,747 109,473 123,377 133,943
Gross Profit 51,168 49,003 58,787 66,623 73,267
Operating EBITDA 19,777 23,201 27,551 30,912 34,014
Depreciation And Amortisation (5,566) (6,438) (7,326) (7,906) (8,626)
Operating EBIT 14,211 16,764 20,225 23,006 25,388
Financial Income/(Expense) (456) (1,089) (900) (800) (625)
Pretax Income/(Loss) from Assoc.

Non-Operating Income/(Expense) 1,114 3,317 3,715 3,938 4,175
Profit Before Tax (pre-El) 14,869 18,992 23,040 26,144 28,938
Exceptional Items

Pre-tax Profit 14,869 18,992 23,040 26,144 28,938
Taxation (3,702) (4,615) (5,760) (6,536) (7,234)
Exceptional Income - post-tax

Profit After Tax 11,166 14,377 17,280 19,608 21,703

Minority Interests

Preferred Dividends

FX Gain/(Loss) - post tax
Other Adjustments - post-tax

Net Profit 11,166 14,377 17,280 19,608 21,703
Recurring Net Profit 11,166 14,377 17,280 19,608 21,703
Fully Diluted Recurring Net Profit 11,166 14,377 17,280 19,608 21,703
Cash Flow

(Rs mn) Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
EBITDA 19,777 23,201 27,551 30,912 34,014
Cash Flow from Invt. & Assoc.

Change In Working Capital (4,298) 4,381 (5,081) (3,761) (2,403)
(Incr)/Decr in Total Provisions 5,918 (3,677) 70 70 70

Other Non-Cash (Income)/Expense
Other Operating Cashflow

Net Interest (Paid)/Received 658 2,228 2,815 3,138 3,550
Tax Paid (3,446) (4,020) (5,760) (6,536) (7,234)
Cashflow From Operations 18,609 22,113 19,595 23,822 27,996
Capex (20,529) (11,310) 4,326 (8,000) (10,000)

Disposals Of FAs/subsidiaries
Acq. Of Subsidiaries/investments

Other Investing Cashflow (3,075) (5,390) (5,738) (7,500) (8,500)
Cash Flow From Investing (23,604) (16,700) (1,412) (15,500) (18,500)
Debt Raised/(repaid) 8,114 (2,170) (7,000) (4,000) (8,000)

Proceeds From Issue Of Shares

Shares Repurchased

Dividends Paid (3,093) (3,093) (3,866) (4,833) (5,799)
Preferred Dividends

Other Financing Cashflow

Cash Flow From Financing 5,021 (5,263) (10,866) (8,833) (13,799)
Total Cash Generated 25 150 7,317 (510) (4,303)
Free Cashflow To Equity 3,118 3,243 11,183 4,322 1,496

Free Cashflow To Firm (4,539) 6,502 19,083 9,122 10,121
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BY THE NUMBERS...cont’d

Balance Sheet

(Rs mn) Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Total Cash And Equivalents 378 528 7,844 7,334 3,031
Total Debtors 12,535 15,433 13,497 16,225 17,614
Inventories 15,924 12,705 18,595 20,281 22,018
Total Other Current Assets 6,106 8,235 8,885 9,535 10,185
Total Current Assets 34,943 36,901 48,821 53,375 52,849
Fixed Assets 63,211 61,454 60,628 60,722 62,097
Total Investments 20,373 26,868 31,868 38,868 46,868
Intangible Assets
Total Other Non-Current Assets
Total Non-current Assets 83,584 88,322 92,496 99,590 108,964
Short-term Debt 32,539 30,369 23,369 19,369 11,369
Current Portion of Long-Term Debt
Total Creditors 4,866 8,926 7,798 8,450 9,174
Other Current Liabilities 6,707 4,295 4,495 4,695 4,895
Total Current Liabilities 44,112 43,590 35,662 32,515 25,438
Total Long-term Debt
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities
Total Non-current Liabilities
Total Provisions 2,720 3,840 3,622 3,642 3,662
Total Liabilities 46,832 47,430 39,284 36,156 29,100
Shareholders Equity 75,891 88,619 102,034 116,809 132,714
Minority Interests
Total Equity 75,891 88,619 102,034 116,809 132,714
Key Ratios

Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Revenue Growth 19.6% (6.9%) 16.8% 12.7% 8.6%
Operating EBITDA Growth (9.4%) 17.3% 18.7% 12.2% 10.0%
Operating EBITDA Margin 19.6% 24.7% 25.2% 25.1% 25.4%
Net Cash Per Share (Rs) (166.38) (154.38) (80.31) (62.26) (43.13)
BVPS (Rs) 392.61 458.45 527.85 604.29 686.57
Gross Interest Cover 31.16 15.39 22.47 28.76 40.62
Effective Tax Rate 24.9% 24.3% 25.0% 25.0% 25.0%
Net Dividend Payout Ratio 27.7% 21.5% 22.4% 24.6% 26.7%
Accounts Receivables Days 42.60 54.45 48.23 43.96 46.11
Inventory Days 119.01 116.77 112.70 125.01 127.23
Accounts Payables Days 47.66 56.25 60.22 52.25 53.01
ROIC (%) 13.8% 14.7% 17.9% 19.3% 20.3%
ROCE (%) 13.7% 14.4% 16.1% 17.2% 17.7%
Return On Average Assets 10.1% 12.5% 13.5% 13.7% 14.1%
Key Drivers

Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
ASP (% chg, main prod./serv.) 14.7% (4.2%) 6.3% 4.4% 2.1%
Unit sales grth (%, main prod./serv.) 4.3% (2.8%) 9.9% 7.9% 6.3%
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