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September 17, 2024
Structural tailwinds in place for long term growth...
About the stock: HEG is one of the leading graphite electrode manufacturers in )
India and a key exporter with ~65%- 70% of production exported to global markets. 45
e  Graphite electrode production capacity of 100,000 ton in Madhya Pradesh. Particulars -8_
Q1FY25 Results: HEG reported muted performance in Q1FY25. On standalone FETEELAE RIS -
basis, Topline for the quarter stood at X 572 crore. Adjusted EBITDA came in atX70 Market Capitalisation 8,106 E\
crore with EBTDA margins at 12.2%. PAT stood at X2.6 crore. It approved 1:5 stock Total Debt (FY24) 619 O
split; i.e. 1 share of face value of X 10 will be split into 5 shares of face value of X 2. Cash & Investments 990 o
EV (X crore) 7736 E
Investment Rationale: 52 Week H/L () 2,745/1,462 o
. ] Equity Capital (X crore) 39 o
o HEG to benefit from global shift towards EAF route: As the global steel Face Value (3) 10.0

industry progresses decarbonization, it is increasingly adopting Electric
Arc Furnace (EAF) route of steel making, which emits ~75% less carbon vs.
traditional steelmaking (BOF) and also reduces production costs. EAF
share in total crude steel production (ex-China) is expected to rise from

ICICI direct

Shareholding pattern

Sep-23 Dec-23 Mar-24  Jun-24
Promoter 55.8 55.8 55.8 55.8

~50% in 2023 to ~55% in next 3 to 4 years. By 2030, more than ~170 million o, e
tons of EAF capacity (ex-China) is expected to be added, leading to an Other 302 285 270 251
incremental demand for graphite electrodes by ~2 lakh tons vs. present Price Chart
industry size of ~8 lakh tonne. HEG, being amongst the top 5 graphite
electrodes producer globally, is poised to benefit from this transition. With 25000 (‘.]: 3,000
structural tailwinds, we expect demand and pricing recovery in graphite 20000 M i gzggg
electrode space from H2FY25 onwards & we bake in capacity utilisation of igggg 1 }ggg
~75% for FY25E and ~80% for FY26E, on expanded base (1 lakh tonne). 5000 500
- e s : 0 - 0

e Promising opportunities lies ahead in new venture- graphite anode: = g N m m S 3
Transition towards E-mobility space and rise in use of stationary Jj‘:- g § ‘g Jj‘:- 5 5"!-
applications will drive demand for Li-On batteries domestically to ~150- Nifey (LHS) HEG [RHS)

160 GWh by 2030, resulting in need for ~1.5 lakh tons graphite anode.
With government’s aim to localize battery components, HEG plans to
seized the opportunity by setting up a 20,000 tons capacity of graphite
anode at a capex of ~X1,800 crore. This venture is anticipated to offer
value addition benefits with targeted EBITDA margins & RoCE pegged at
20%+. The company is fine tuning plan of action in this space (location etc.,
amid falling battery prices globally) with likely commissioning in FY27E.

e Unlocking value by demerging graphite electrode business: HEG plans
to segregate itself into two entities i.e. (i) Pure play Graphite Electrode
business and (ii) Greentech which includes power business by merger of
Bhilwara Energy (owning 100% stake) and TACC (anode material
business) thereby creating two listed entities i.e. HEG Graphite & HEG
Greentech. Existing shareholders will receive one share of each entity for
every share held in HEG Itd. This move aims to unlock business potential
by prioritizing core business strength. Transaction looks fair to us.

Rating and Target Price

¢ We have a positive view on HEG amid of ongoing global shift towards EAF
route and expansion led volume growth in offering. We assign BUY rating
with a target price of X2,520 thereby valuing it on SoTP basis on FY26E.

Key Financial Summary

Recent event & key risks

e Posted muted performance in
Q1FY25 with MTM impact on
certain long-term investments.

e Key Risk: ((i) delay in global
transitioning to EAF route,
affecting demand (i) More
than-expected rise in needle
coke prices impacting margins.
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(:egr':r';?”da's FY20 Fy21 FY22 FY23 Froa 4 y(e;{rzif‘f:‘; FY25E  FY26E 2(’;‘:{"2;(_:;6;
Net Sales 2,149.0 1256.2 2,201.6 2,467.2 2,394.9 2.7% 2,288.7 2,994.9 11.8%
Reported EBITDA 5.8 -59.1 527.2 619.7 384.0 NA 3405 700.4 35.0%
Adjusted PAT 53.4 -25.3 390.6 455.5 231.6 44.3% 1492 419.3 34.6%
Adjusted EPS (%) 13.8 6.5 101.2 118.0 60.0 38.7 108.6
EV/EBITDA (x) NA NA 14.6 12.9 20.6 23.3 12.0
RoCE (%) 1.6 0.5 11.9 13.0 7.4 4.6 11.7
ROE (%) 1.6 0.7 10.3 11.2 5.6 3.6 9.3

Source: Company, ICICI Direct Research
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Recent Developments: Demerger Announcement

e HEG has announced a corporate action to demerge its graphite electrode
business into a new listed entity named as HEG Graphite Ltd. This new
listed entity will have an identical shareholding (mirror) as of existing HEG
Ltd, with the promoter holding a 56% stake and the remaining 44% held
by public shareholders.

e The existing HEG Itd will be renamed as HEG Greentech Ltd, which owns
49% stakes in Bhilwara Energy (BEL; operates in hydro power generation)
and 100% stakes of TACC, a graphite anode business for lithium-ion cells.
It plans to acquire remaining 51% stakes of BEL from the promoter group,
thereby merging it with this entity and owning 100% of BEL.
Consequently, the promoter shareholdings will increase from 56% to
70.5% in in HEG Greentech.

e Thetransaction appears to be fair in nature with BEL possessing operating
renewable energy assets and net cash positive B/S. The entire process is
expected to complete by the mid of FY26.

Exhibit 1: Post restructuring Corporate Structure

Promoter &
promoter
group
70.54% 56%
Wind power Public Public
business 29.46% 44%
51% l 74% l 100% Graphite
(incl CPP)
StatKraft Pte Malana Others: - TACC
49% Power 26% oEiUS (Unlisted)
Manufacturing graphite
anode for lithium cells
100%
y
AD
HydroPower

Source: Company, ICICI Direct Research

Exhibit 2: Indicative Timeline

Regulatory
Fillings &
Approvals

Board Approval

NCLT Filings &
Approvals

ROC Filing

= SEBI/NSE and
BSE

= 22 May 2024 .

= Approval of the
transaction and
other documents
including Scheme
of Arrangement,
valuation report,
fairness opinion

Filling of scheme

Shareholder's
approval

Creditors approval,
Corporate law
authorities, Income
Tax approval

NCLT Approval

= ROC Filing

= Allotment of
shares

= Listing of shares
issued under the
Composite
Scheme

Announcement :

22nd May 2024

Completion of
Process:

Expected by Q3 /
Q4 FY 25-26

Source: Company, ICICI Direct Research
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Q1FY25 Earnings Conference Call Highlights

e Graphite Industry: In line with decarbonization efforts, ~100 million
tonnes (MT) of new greenfield capacities for Electric Arc Furnaces have
been announced globally (Ex China), expected to become operational
between 2024 and 2030. Of this, 60 to 65 million tons are likely to be
operational by early of 2027, which will likely increase the electrode
demand by 100,000 to 125,000 tons over the next 3 years.

e Graphite Electrodes: Capacity utilisation for Q1FY25 was at 80%, with a
target of around 75% utilisation level for FY25 amid a sluggish global
demand environment. Additionally, graphite electrodes realisation has
been under pressure, with expectations that prices will remain muted over
the next 2 to 3 quarters.

e TACC: HEG’s upcoming graphite electrode capacity of 20,000 tons,
originally schedule to be operational by mid of 2025, has now been
delayed by two more quarters, pushing the timeline to FY27. The
postponement was due to delays in the commissioning of lithium-ion
battery production, with prices declining from $90 per kwh to $55 per kwh,
as well as renegotiation with state governments for lower power prices. It
has invested 60 crores of capex till date, out of which X30-35 crores was
allocated for land purchase. It expects project RoCE, margins to be 20%-+.

e  Others: As of 315t June 2024, Cash balance stood at X917 crores. Malana
Power business posted an EBITDA stood at X350 crores in FY24. Other
Expenses for the quarter was higher due to one-time adjustment of
treasury-related investments in equity shares, where the company booked
a mark-to-market loss of X 30-31 crores on certain long-term investment.

Exhibit 3: EAF Steel Forecast Trend -BCG/SMS Group in million MT

Total +502 mmt

Estimate g?
2022 WSA 2030 BCG 2050 SMS
Source: Company, ICICI Direct Research

M EAF w/o China 1,400  additional expected
EAF China UHP GE demand
== ~ 605,000 tons
At +316 mmt
additional expected
820 UHP GE demand 936
~ 380,000 tons
At +186 mmt
531 additional expected
UHP GE demand 620
~ 225,000 tons |
434 -
N — 200

Exhibit 4: Graphite Electrode Capacity Build Up at HEG (in ‘000 MT)
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* w.e.f. Nov 2023

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research 3



j" Company Update | HEG Ltd ICICI Direct Research

Financial Story in Charts
Exhibit 5: Capacity Utilisation trend at HEG

90 89 78 75 80
75000 r 100
60000 - L 75
S 45000 o
S L 50 X
30000 -+
15000 - 25
0 0
FY22 FY23 FY24 FY25E FY26E
B Production Capacity utilisation
Source: Company, ICICI Direct Research; for FY24 the capacity is weighted average for 80,000 — 9M'24 and 1,00,000 — 3M’24
Exhibit 6: Topline trend
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Source: Company, ICICI Direct Research

Exhibit 7: EBITDA and EBITDA margins trend
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700 + 24 25 o5
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4 6
(0]
5 400 - - 15
S 620 =
”r -
300 527 - 10
200 + 384
100 - 5
0 0
FY22 FY23 FY24 FY25E FY26E
. EBITDA —— EBITDA Margin
Source: Company, ICICI Direct Research
Exhibit 8: Valuation table
Particulars Amount
FY26E EBITDA (R crore) 700
EV/EBITDA Multiple (x) 10 We have a positive view on HEG amid of ongoing
EV (X Crore) 7,004 global shift towards EAF route and expansion led
Net Debt (X crore) 82 volume growth in offering. We assign BUY rating at a
2x P/B Bhilwara Energy Equity Invst. (X crore) 614 target price of 2,520 thereby valuing it on SoTP basis,
2x CWIP to new Anode Plant (2x P/B, X crore) 2,189 iie. 10x EV/EBITDA on core graphite electrode
HEG Implied Equity Value (X crore) 9,724 business, 2x P/B on equity investment in BEL and 2x
No. of Shares (crore) 3.9 CWIP to graphite anode business, all on FY26E.
Target Price () 2,520
CMP ) 2,100
Upside (10%) 20.0%

Source: Company, ICICI Direct Research
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Financial Summary

ICICI Direct Research

(Year-end March) FY23 FY24 FY25E FY26E (Year-end March) FY23 FY24 FY25E FY26E
Total Operating Income 2,467 2,395 2,289 2,995 Profit/(Loss) after taxation 456 232 149 419
Growth (%) 12 -3 -4 31 Add: Depreciation & Amortization 102 175 191 197
Raw Material Expenses 915 1151 1066 1314 Sub: Other Income -109 -142 -69 -84
Employee Expenses 92 95 98 112 Net Increase in Current Assets -231 247 67 -284
Other expenses 841 765 785 869 Net Increase in Current Liabilities -48 -29 -1 122
Total Operating Expenditure 1848 2011 1948 2295 CF from operating activities 169 483 337 370
EBITDA 620 384 341 700 (Inc)/decin Investments 370 -332 45 490
Growth (%) 18 -38 -11 106 (Inc)/decin Fixed Assets -478 -317 -300 -800
Depreciation 102 175 191 197 Add: Other Income 109 142 69 84
Interest 26 36 30 27 CF from investing activities 1 -507 -186 -226
Other Income 109 142 69 84 Inc/ (Dec) in Equity Capital 0 0 0 0
PBT 600 315 189 560 Inc/ (Dec) in Loan 78 -122 -50 -50
Exceptional Item 0 0 -31 0 Dividend & Dividend Tax -164 -88 -60 -106
Total Tax 145 84 40 141 Others -4 -64 -31 0
Reported PAT 456 232 118 419 CF from financing activities -90 -274 -141 -156
Adjusted PAT 456 232 149 419 Net Cash flow 80 -298 9 -12
Growth (%) 17 -49 -36 181 Opening Cash 602 681 383 393
EPS (X) 118 60 39 109 Closing Cash 681 383 393 381
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
(Year-end March) FY23 FY24 FY25E FY26E (Year-end March) FY23 FY24 FY25E FY26E
Liabilities Per share data (})
Equity Capital 39 39 39 39 EPS 118 60 39 109
Reserve and Surplus 4,039 4,106 4,164 4,478 BV 1,056 1,074 1,089 1,170
Total Shareholders funds 4,077 4,145 4,203 4,516 DPS 43 23 15 27
Total Debt 741 619 569 519 (cqshPerShare 177 99 102 99
Deferred Tax Liability 87 96 96 96 Operating Ratios (%)
Non Current Liabilities ’ 9 9 9 EBITDA margins 251 160 149 234
Total Liabilities 4,912 4,870 4,877 5,141 PBT margins 243 13.2 8.2 187
Net Profit margins 18.5 9.7 6.5 14.0
Assets Inventory days 285 217 220 210
Gross Block 2,545 3,128 3,228 3,328 Debtor days 72 77 75 75
Less: Acc Depreciation 1,183 1,346 1,536 1,733 -
Net Block 1363 1,782 1,692 1,595  Creditordays 164 135 135 135
Capital WIP 472 194 394 1,094  RetunRatios (%)
Total Fixed Assets 1835 1977 2086 2690 ROF 112 56 36 93
Investments 666 998 953 463  RoCE 130 74 46 117
Inventory 1,440 1,194 1,174 17320 RolC 15.6 5.8 44 144
Debtors 489 508 470 615 ValuationRatios (x)
Loans and Advances 268 167 177 187 P/E 18.2 358 55.6 19.8
Other Current Assets 109 190 171 154 EV/EBITDA 12.9 20.6 23.3 120
Cash 681 383 393 381 EV /Revenues 34 3.6 3.7 2.8
Total Current Assets 2,988 2,442 2,385 2,657 Market Cap / Revenues 3.4 3.5 3.6 2.8
Creditors 412 425 394 486 Price to Book Value 2.0 2.0 2.0 1.8
Other Current Liab. (incl Prov.) 165 122 152 182 Solvency Ratios
Current Liabilities & Prov 576 547 546 668 Debt / Equity 0.2 0.1 0.1 0.1
Net Current Assets 2,411 1,895 1,839 1,989 Debt/EBITDA 1.2 1.6 1.7 0.7
Others - - - - Current Ratio 5.2 45 4.4 4.0
Application of Funds 4912 4,870 4,877 5,141 Quick Ratio 2.7 23 2.2 2.0
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according -to their notional target price vs. current market price and then categorizes them as Buy,
Hold, Reduce and Sell. The performance horizon is two years unless specified and the notional target price is
defined as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
1 jr—
ﬂICICI direct.com| No
’.""""'“IOI::“” Fingertips BROKER
| ICICI Securities Ltd. |E 755 asmins
.y Analyst Award 2012 e
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,
Third Floor, Brillanto House,
Road No 13, MIDC,

Andheri (East)

Mumbai — 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Shashank Kanodia, CFA, MBA (Capital Markets), Manisha Kesari (PGDM-Finance) Research Analysts, authors and the names subscribed to this report, hereby certify that all of the
views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or
indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the
companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.
ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory
Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number
— INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. Registered Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi,
Mumbai - 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807 7100. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various
subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of
which are available on www.icicibank.com.

Investments in securities market are subject to market risks. Read all the related documents carefully before
investing.

Registration granted by Sebi and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors. None of the research
recommendations promise or guarantee any assured, minimum or risk-free return to the investors.

Name of the Compliance officer (Research Analyst): Mr. Atul Agarwal
Contact number: 022-40701000 E-mail Address: complianceofficer@icicisecurities.com

For any queries or grievances: Mr. Bhavesh Soni Email address: headservicequality@icicidirect.com Contact Number: 18601231122

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have
investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons
reporting to analysts and their relatives are generally prohibited from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to
focusing on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and
Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and
opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly
confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities
indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness
guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe
for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not
treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment
or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make
their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of
independent judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates,
foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not
necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. 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.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any
other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report
for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger
or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the

companies mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts
did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither
ICICI Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last
day of the month preceding the publication of the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of
one percent or more or other material conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where
such distribution, publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within

such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may
come are required to inform themselves of and to observe such restriction.
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