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About the Company

e HEG Ltd is a leading manufacturer and exporter of graphite electrodes in India,
operating the largest single-site integrated graphite electrodes plant globally. It is
part of the LNJ Bhilwara Group, which has a presence in IT-enabled services, power
generation, and textiles. The company offers various grades of graphite electrodes,
including ultra-high power (UHP), high power (SHP), and regular power (HP)
electrodes of different lengths and diameters. Its expertise lies in graphite
electrodes, power division, and carbon specialty products.

Recent Quarter Highlights

e HEG Ltd's revenue from operations in the third quarter of FY24 increased by 28% year-on-year,
amounting to 592.30 crore.

e In Q3FY24, HEG Ltd reported a net profit of ¥43.67 crore, reflecting a decrease of -58.29%
compared to the same period last year.

« The net profit margin for HEG Ltd fell by -59.86% since the same period last year, reaching 7.37%
in Q3FY24.

e On a quarterly basis, HEG Ltd experienced a -12.51% decline in revenue and a -54.5% decrease in
net profits compared to the previous three months.

Management Commentary

e HEG Ltd's Q3FY24 performance highlights concerns regarding margin recovery. EBITDA declined to
387 crore, down 35% year-on-year and 15% quarter-on-quarter, leading to lower EBITDA margins
compared to the previous year. Q3FY23 saw EBITDA margins at 25.1%, which dropped to 16.7% in
Q2FY24. Consequently, the quarter's PAT decreased to ¥37 crore, reflecting a 64% year-on-year and
40% quarter-on-quarter decline. Management emphasized the need for margin recovery amid
ongoing concerns about declining margins. Despite potential short-term price challenges, the
company maintains a positive long-term outlook due to global shifts towards EAF steelmaking,
limited capacity addition in graphite electrode space, and significant capex in manufacturing raw
material for Li-On cells.
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HEG LTD (BUSINESS MODEL)

e HEG Ltd's business model revolves around being a prominent graphite electrode
manufacturer. The company operates in segments such as Graphite Electrodes, where it
specializes in manufacturing sophisticated UHP (Ultra High Power) Electrodes.

» HEG Ltd has a significant global presence, exporting over 70% of its production to more
than 30 countries worldwide. The company's commitment to continuous improvement in
product quality, adherence to international standards, and meeting evolving challenges has
positioned it as a leader in the graphite electrode industry.

« Additionally, HEG Ltd focuses on reducing leverage, paying back creditors, and aiming for
self-sustainability. The company's business strategy includes a strong emphasis on growth,
innovation, quality, and customer focus, aligning with its vision to be a globally
acknowledged top player in the graphite electrodes sector.

» HEG Ltd has facilities for production of graphite electrodes and graphite specialties in the
Graphite segment. The company's plant is located at Mandideep near Bhopal, Madhya
Pradesh. Additionally, HEG Ltd has about three captive power generation facilities that can
together produce around 76.5 megawatts (MW), fulfilling almost the entire requirement of
the graphite plan.

e The revenue contribution of the graphite segment to HEG Ltd's overall revenue is
approximately 80%
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Income Statement

Sales 26,5012 21448 21,2543 %3,2005 24626 24640 27114 T39825
Sales Growth 139.87% 57.46% -41.52% 75.44% 11.91% 0.09%  1000%  10.00%
COGS 21,6825 19933 11374 %1,386.3 £15552°7 20018 17015 <1,905.1
COGS % Sales 25.53% 52.54% 50.655% 63.00% 63.16% 8121%  6275%  63.88%
Gross Profit % 4,908.63 %15151 % 116.83 *814.24 2 907.32 % 463.11 % 1,009.88 % 1,077.40
Gross Margins 74.47% 7.06% 6.31% 37.00% 26.84% 1879%  37.25%  36.12%
selling & General Expenses " z24702" =15648"” =z17007" =28a21" =288s8 27140 27140
S&6 Exp % Sales 2.75% 7.20% 13.56% 12.92% 11.72% 0.00%  10.01% 5.10%
EBITDA % 4,661.61 =495 25324 %530.03 % 618.74 66596 373848 3 806.00
EBITDA Margins 70.73% 0.23% 4.24% 24.09% 25.13% 27.02%  27.24%  27.02%
Interest 21797 Z3651 1137 749 z2601" $3444 T3444 3444
Interest % Sales 0.27% 1.70% 0.91% 0.34% 1.06% 1.40% 1.27% 1.15%
Depreciation 7239 7213 $73.12 7929 $10230° 15735 15735 T157.35
DepreciationséSales 1.10% 336% 5.83% 3.60% 415% 6.38% 5.80% 5.28%
Earnings Before Tax z4,571.25 (% 113.6) (z137.7) T 4433 = 490.4 4742 5467 6142
EBT % Sales 66.35% 5.30% 10.98% 20.14% 19.92% 19.24%  2016%  20.59%
Tax 21,6267 (£24.1) (£55) 1294 z1450" %957 1093 T1228
Effective Tax Rate 35.58% 21.21% 3.96% 29.30% 20.56% 2018%  20.00%  20.00%
Net Profit % 2,944.6 (% 89.5) (z132.3) %3138 %3455 3785 34374 34914
Net Margins 44.67% 4 17% _10.55% 14.26% 14.03% 15.36%  16.13%  16.48%
No of Equity Shares 3.86 386 3.86 386 3.86 3.86 3.86 3.86
Earnings per Share % 76285 3319 23437 8130 %8050 20805 11330 12730
EPS Growth % 185.45% -103.04% 47.79% -337.26% 10.08% 956%  1555%  12.35%
Dividend per Share 2800 2250 230 400 2425 - - -
Dividend payout ratio 10.49% -107.82% -8.75% 48.20% 47.465% 0.00% 0.00% 0.00%
Retained Earnings 89.51% 0.00% 0.00% 50.80% 52.51% 100.00% 100.00% 100.00%
Profit from operations 4,677.08 29.29 -30.76 520 600.48
ﬂudjustment -27.42 -30.63 0.47 22.38 52.03
Changes in Assets & Liabilities -1,234.78 843.81 J48.56  -554.83 -390.01
Tax Paid -1,626.65 -103.76 -249  -128.15 -148.01
Operating Cash Flow 1,488.23 738.71 715.79  -140.61 114.48
Investing Cash Flow -675.78 -275.45 -417.4 -183.36 -31.11
Financing Cash Flow -788.47 -459.62 -309.82 343.63 -99.95
Net Cash Flow 23.99 3.64 -11.43 19.66 -16.58
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Equity Share Capital T 386 T 386 T 386 T 386 T 386
Reserves 37551 34731 34565 38750 42423
Borrowings I 6EL.E FLo43 T 2081 Zoed? IT426
Other Liabilities I B39 F 3324 4510 ZTT7I986 I BRB.5
Total Liabilities % 51444 X 4,4384 % 4,244.2 % 5,308.0 % 5,6092.0
Fixed Assets Met Block ITER4 FTT7447 T 040 TTB2E 13628
Capital Work in Progress 186 T 1006 3733 T e096.1 4720
Investments Io417 12448 13577 11709 I R593
Other Assets T 3431 F Lo0B.5 T 3986 ZLoo9e T 3VB3
Total Mon Current Assets % 2,091.8 % 2,596.5 % 28236 %3,1393 T 30724
Receivables 11369 F3994 T IR0 4 F 5892 T4R91
Inventory 13084 10051 I L5B0E TO77 8 14401
Cash & Bank I 5573 T 4373 I 5506 o017 T 6203
Total Current Assets % 3,052.6 18418 14206 % 2,168.7 % 2,619.6
Total Assets 51444 T 44384 % 4,244.2 % 5,308.0 % 5,602.0
SalesGrowth 139.87% -67.46% -41.52% 75.44% 11.91% 0o’ * S 32.56% -1.23%
EBITDA Growth 170.82% -100.11% 975.56% -1095.55% 16.79% oo aat L+ 210.37% -24.67%
EBIT Growth 187.08% -102.48%  21.25% -421.83% 10.64% *+° Lot et -260.85% -T71.33%
Met Profit Growth 175.46% -103.04%  47.79% -337.26% 10.08% **° . Tetet _273.84% -73.77%
Dividend Growth 0.10% -68.75% -88.00% 1233.33% 6.25% 4. 00ees o 103.66% 0.00%
Gross Margin 74.47%  7.06%  9.31%  37.00%  36.84% ses.” ", e+ 34.11% 30.18%
EBITDA Margin 70.73% -0.23% -4.24% 24.09% 25.13% s ey’ ot 23.52% 16.44%
EBIT Margin 1.37%  5.07%  6.74% 3.94% 5.21% ** . .e.s  B.05% 5.97%
EBT Margin 69.35%  -5.30% -10.98%  20.14%  19.92% ...." ", .-+ 15.47% 4.72%
Met Profit Margin 44.67% -4.17% -10.55% 14.26% 14.03% +va,” * et 9.75% 4.13%
SalesExpenses¥Sales 3.75% 7.29%  13.56% 12.92% 11.72% “***,,+""*  10.59% 12.08%
Depreciation¥Sales 1.10% 3.36% 5.83% 3.60% 4.15% ", aten 4.96%  4.60%
Cperatinglncome%sales 1.37% 5.07% 6.74% 3.94% 5.21% ** " " i eus 8.05% 5.97%
Return on Capital Employed 102.89% -1.88% -3.33% 9.85% 10.28% ... ." * eess 21.03%  7.04%
Retained Earnings% 89.51% 0.00% 0.00% 50.80% 52.51% *+,,*",,** 38.62% 50.24%
Return on Equity® 77.62%  -2.55%  -3.78% 8.02% 8.07% 4vu,® u.e. 14.78% 5.18%
Self Sustained Growth Rate 59.48% 0.00% 0.00% 4.07% 424% .., ... 12.49% 2.62%
Interest Coverage Ratio 255.38x -2 11x -11.11x 60.18x 19.80% , 4 uos A et 35.63x 1.89x
CFO/5ales 8.18%  6.26% 10.20%  11.581% 5.13% “eeeenn.e. 1492% 11.40%
CFO/Total Assets 28.93% 16.64%  16.87% -2.65% 1.99% "es et e o 14.79% 14.70%
CFO/Total Debt 223.19% 124.31% 240.15%  -21.15% 9.75% s 00t " e 93.82% 53.38%
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WHAT SHOULD INVESTORS DO?

We opted for the Earnings Multiple Approach to value the
company due to the improving earnings per share (EPS)
post the COVID years, with expectations for this trend to
persist. Our approach accounts for three scenarios:
conservative, neutral, and aggressive. In the conservative
scenario, we anticipate a slowdown in EPS growth, while in
the neutral scenario, we expect it to remain steady.
Conversely, the aggressive scenario suggests an
acceleration in EPS growth. Nonetheless, we adopted a
slightly conservative stance across all scenarios to g
prioritize safety.

Conservative MNeutal Aggressive

Est. CAGR in EP5% ( In the next 10 Years) 8% 10% 12%
Estimated PE in 10th year 25 30 35
Discount rate 8% 8% 8%
(-} Margin of Safety 8% 8% 8%
Intrinsic Value in Rs. 1850.00  2667.00 3726.00
Fair value in Rs. 1702.00  2453.00 3428.00

After analysis, it's evident that HEG Ltd operates in a
specialized sector with significant entry barriers, making it a
key player in global graphite electrodes manufacturing. Its
expansion into graphite anode production for Lithium-ion
cells presents growth opportunities. Given the steel
industry's focus on sustainability, HEG Ltd is well-
positioned for growth.

Valuation techniques show HEG Ltd is undervalued, with a
fair value of 32453 determined using the Earnings Multiple
Approach. With a consistent performance record and
potential in the steel sector, we maintain our upgrade
recommendation on HEG LTD, targeting 2420 - 2453 in the
future

@ Rohit Kumar Sharma (Equity Research Analyst) . _ _
9 122 Vinoba Puri, Lajpat Nagar Part I,

DK Research@ganeshstock.com New Delhi 110 024
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DISCLAIMER:

This report is not for public distribution and has been furnished solely for
information and must not be reproduced or redistributed to others None
can use the report as a base for any claim, demand or cause of action
and, also none is responsible for any loss incurred based upon. The
investments discussed or recommended in this report may not be
suitable for all investors. Opinion expressed is the current opinion as of
the date appearing on the material only.

Further, the information in the document has been printed on the basis of
publicly available information; internal data and other sources believed to
be true and are for general guidance only but which may have not been
verified independently. While every effort is made to ensure the
accuracy and completeness of information contained, the company
takes no responsibility and assumes no liability for any error/ omission or
accuracy of the information. Recipients of this material should rely on
their own judgments and conclusions from relevant sources before
making any investment.

The investment advice should not be considered to be or taken as an
offer to sell or a solicitation to buy/sell any security. Price and value of
the investments referred to in this material are subject to volatility. Past
performance is not a guide for future performance. Certain transactions -
futures, options and other derivatives as well as non-investment grade
securities are subjected to substantial risks and are not suitable for all
investors.
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