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Moderator:

Vijay Gyanchandani:

Kaushalendra Verma:

Rico Auto Industries Limited
November 16, 2023

Ladies and gentlemen, good day and welcome to Rico Auto Industries Q2 FY24 Earnings

Conference Call.

As a reninder, all participant lines will be in the listen-only mode and there will be an
opportunity for you to ask questions after the presentationconcludes. Should you need assistance
during the conference call, please signal an operator by pressing “*” then “0” on your touchtone

phone. Please note that this conference is being recorded.

I now hand the conference over to Mr. Vijay Gyanchandani from S-Ancial Technologies Private

Limited. Thank you and over to you, sir.

Thank you. Welcome to Rico Auto Industries Q2 FY24 Eamings Conference Call. From the
management we have today, Mr. Arvind Kapur - Chairman and MD; Mr. R. K. Miglani -

lixecutive Divector: Mr. Kaushalendra Verma - oxecutive Director, Mr. B. M. Jhamb - Company

Secretary and Mr. Rakesh Sharma — CFO.

Now, I hand over the call to Mr. Kaushalendra Verma for opening remarks. After that, we can

open the floor for a Q&A session. Thank you and over to you, Sir.

Thank you, Vijay. My name is Kaushalendra Verma, and T am attending this mecting from the
Rico Corporate office boardroom with my other ctwl!rjnguex who are in this room. Once :\g;lin_
we all welcome you to our Q2 FY24 Farnines Conference Call. Mr. Kapur is basically in a
5

mecting with high-level Government ofticials. He is already conncected over the phone, once

he’s fixed in the car, then he will be able to participate verbally.

This quarter, the good news is that IMF boosted India's growth outlook to 6.3% and this positive
revision of 0.2% for 2023 is attributed (o the stronger consumption in India in this quarter [rom
April to June. What we understand that the China Plus One strategy is also happening and in this
regard our team was travelling overscas last month and we got a mecting with the global OEMs
in Europe and in North America. We got a very good response from all of our customers (o
participate n their new programs both for the 1V and the Hybrid Vcehicles. 1 you sce this year,
our order book is close to Rs. 1.000 crores and i I convert that in the revenue per annuim, il is
close to around Rs. 200 crores per annum revenue, we have already booked. We are in the
5. 1,000

process of participating in a ot ol new programs and we arc confident that another Rs

crores program-like business we will book by the end of this year.

This quarter, the four-whecler market has shown a positive sign and we have also grown in linc
with the market as far as the passenger vehicle segment is concerned. The two-wheeler segment
is still a challenge for both i.e. Rico as well as for the market. In the two-wheeler segment, our
major customer is Hero, and we were discussing with them price correction for various
components. We have concluded the price correction for one of the major components of alloy

el and they have agreed (o our request. This will impact our bottom line and sales going

W/

forward. We are Turther discussing with them for a price correction for other parts too, which is

in discussion and hopefully, we will conclude with them in this quarter.

Paoe 2 of 11 ;fié




Deepak Poddar:

Kaushalendra Verma:

Deepal Poddarg,

Deepak Podday:

Rico Auto Industries Limited
November 16, 2023

will now be open fo questions and the entire team sitting here will provide the answers and

clarification to the questions raised by our stakcholders.

Thank you very muach. We will now begin the question-and-answer session. The first question

is from the line of Deepak Poddar from Sapphire Capital. Please go ahead.

First of all, this Hero that you mentioned that you have discussed the price correction Jor one of
the part and other things have been discussed, so hag the business with the Hero normalized and
what is the impact you sce on the topline and bottom line that you just mentioned on the Tero

part?

We have basically concluded the discussion for one of the parts which is the alloy wheel and the
profitability and overall impact of this product if you talk about that, this product currently is

around 2% -3%, now we will take it to 5%.

So, this product is now 2% to 3% of your revenue right now?

Yes, because we have different models of alloy wheels, and dependiitg on ihe models, the
profitability varies [rom 296 -3%, We were discussing with them (o correct our price (o take this

profit margin to 5% in the alloy wheel, which we have concluded with them, and which will

So, 2% 3% of your PAT margin can increase (o 5% PAT margin in this product, right because

vig tutking about the

e correction Jarma

ot this

i

net macpin that we get s that product and ae far as turpover is concerned, that will also go up,
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If you see, our margins are better than the previous quarter i.c. from QI to Q2, both on the
standalonc as well as the console front. Let me talk about profitability, going forward, once you
have got the increase from our customers for one of the products, definitely this will help us to
grow our margins further. We arc in the process of optimizing our resources in line with the
overall sales, so that we continue (o improve our margins on profitability. Absolutely, at the
sales, we have some challenges with one of the passenger vehicle customer which is Renault.
Renault uptake is much less as compared to their forecast, which is basically an arca of concern,
but we arc working with other customers to increase our share of business and we have increased
our share of business with one of the major domestic OEMs i.e. Maruti Suzuki. If you see in this
quarter, we have increased our share of business from 8% to 12%. We are basically a single
sourcc to them for onc of their products, which is “Water pump” and “Oil pump” which gocs into
their KI15C series engine. All the cars that you sec on the road at this point of time, they have
our product on the 1.5-liter engine. They started with around 1200 parts. Now that volume has
gone up to around 2 100 and they are further requesting to enhance this volume to 2600. We have
basically without any investments, we have freed up the investment from our internal resources
by basically identifying the cquipment’s which arc only used for low-volume product. We have
requested our customer (o take the complete material for their one-year requirement, so that we
can utilize this cquipment for the high-volume product and that is the way we have reached from
1200 to 2100. In terms of revenue, we have gone from about from Rs. 75 crores (o Rs. 150 crores
annually, and they have requested another increase which will have the total revenue of Rs. 200
crores. For that also we have been finding out if we can release the existing capital to capture
this revenue and we arc working on that. Our focus is that we arc trying to free up our existing
CAPEX which is engaged in the small volume programs where we arc requesting customers (o
take the material in one shot, or we will build some inventory to keep for them and we will
supply to them once they need that. So, we will have a better utilization of the capital.

3ut what 1 was asking are you targeting Rs. 2.600 crores this year or we are targeting a reduced

target from there?
Our target still remains Rs. 2,600 crores and we are working towards that.

Because that ideally mecans that in the sccond half, you have to do Rs. 1,500 crores kind of a
topline at a Rs. 750 crores kind of a run rate because these things do take time, right, so is it a

very difficult chatlenge for you to Rs. 7t

Yes, definitely, we have forecasted this growth based on the new programs which we were
supposcd to do the SOP in the different months of the year. There arc a couple of programs

where we have completed our development and the customer is validating our parts and once,

The onlv challen
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And in terms of margin you mentioned, 11% also we are still maintaining excluding other
income, right i terms of EBITDA margin because in HIFY24 1 think it was close to 9.6%-9.7%

excluding other income, your EBITDA margin?

MNo, tf you scc the consolidated results, at present also we are caming in double digit. This

quarter, it has been good. On the consolidated front, it would have been better like Mr. Verma

said that we have negotiated prices for alloy wheels for our Rico Jinfei subsidiary, but the effect
of that has not yet come in our sales and obvieusly on profit margins also. So, in Q3 FY24 that
will be there because the procedural things are owned and the purchase order for that will be
released by maybe December beginning or November end. So that is the way, if you see

profitability is on track. in fact n standalone we have already crossed 11% this quarter.
So, on a console basis, 1% margin excluding other income for FY24 is on track?

Yes, it is on frack, yes, this quarter also i woubd have been 1% but one sale increased for
whatever price we have got that has not been accounted for in consolidation, so that will come

in the next quarter.

And sir, how do you see on the order front, in the defence secior as well, if you can throw some
Tight that what sort of order book traction you can see on the defence side and overall, af the

business side?

we are working very aggressively on various programe which we mwationed on

previous calls, but currently we are not basically able to bid them, but we are in the advanced

cmoened pushing them and one of the prograims we can do ihe

discuss ons and talking to i

mdustrialization and the SGP. We are working on vanous fronts m defence. Once any of (he
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them into peak revenue per annum, which is close to Rs. 200 crore per annum revenue, we have

alrcady booked with our customers which will get into SOP in the next 6 to 12 months.
This Rs. 1,000 crores is the order book inflow in program, which is the life of 5 to 6 years?

Yes, Rs. 1,000 crores over the program life considering 5 year program life. So, if you convert

it, it has come Lo be around peak revenue per annum is Rs. 200 crore per annum.

Thank you. The next question is from the line of Aman Vij from Astute Invest Management.

Plcasc go ahcad.

Hi this is Arvind Kapur here. Sorry, I have just joined. [ have just got out of the mecting. | have
Jjust sat in the car and joined, and the meeting has started, and T will also be participating along
with my colleagues. Sorry, I am not sitting with my colleagues and today I am in the car and

talking to you all. Please carry on.

Sir, my first question is on our export business, so if you can talk about the run rate, we did in
HT FY24 was it as per your expectation? Was it slower than your expectation and what is the

outlook for the sccond half H2 FY24?

Our export is in line with our target which we have set for ourselves in the HI, and our forecast
is also similar and whatever we have tarpeted for ourselves, our export and sales will be in line

with that

But

we normally give much lesser figures and theee is always a pull from the customers, but this is

aving said that, T would ke to make one comment whenever we give a guidance on export,

the first time we have noticed that they have actually taken holidays in the month of September
and then normally cven September holidays. they are working. So, one docs start suspecting that
is there some tension, but at the moment they are picking up whatever they have promised and

itis absolutely i fine with whatever we had projected.

Sir, what is our target for this year and next year in exports?

Fitl HT, we have completed 22% export of our (otal revenue, and our target for H2 is 2
| | > g

Jtor the full year, we are targeting around Ks

Yes.

And for next year, sir, what is our target for exports?

omment that we are working with other customers on boa

u about Rs.
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crore business or the order book on which we are currently discussing with our customers that

will definitely increase our export sales going forward for the next year.

So. when you look at exports, there are two things that we look at, one is of course the new
orders that arc going 1o come, it takes about a year or year and a half for them to actually come
to production, but we also ook at the volume increases that we can by taking a larger share of
the business and in some cases. it has happened and we are pushing the other customers to do

the same.

Sir, in the mitial part you were talking about Rs. 1,000 crore programs over 5 years, so can we
assume that Rs. 200 crores additional per year in exports will come from next year, so this Rs.

600 will go at least (o Rs. 8007

That Rs. 200 crove is both for domestic and expoits.

See the Re. 600 will go to Re. 800 but it won'f po next year, but it might be another 2 years or 3

years. Howill definitely go in that direction that we are very clear in our minds. We are targeting

Rs. 1,000 crores in like possibly 3 to 4 years for the export marker. That we are very confident

with the new program which are coming, bul this Rs. Z00 crore thal we are lalking of both

et e el e tho mw et o
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My nexl question iz o Arvind sir, 2-3 quarters back, you had talked about an update on the

clectric fuse orders b

cally the whole process will be done again, any update on that part

because we have been waiting for update on that?

On the clectronic fuses and on the fuses in general also the total order got cancelled and the
government has sheltered absolutely because there was a lot of favoring things that may be
protested against that and now what has happened is that the Government obviously needs the
ammunition in any casc. So, they have given it to the current suppliers of the ammunition and
we have become sub-vendors to them, that is what we had mentioned in one of the meetings
whoever gets the order will have to buy it from us in any case, so that tender got canceled, but
the government for iz immediate requivement the defence people for the immediate requirement
have started giving direct orders of 1.30 fuscs or 2.30 lakh fuses these are the orders that they
given to those current people because they come out with the next scheme. When the defence
people come up with the next scheme, it is very difficult io understand the timing, but on the
defense, since T am on the defence at the moment, we arce bidding for orders of about Rs. 1,000
crores at the moment and itis for various items. One is the shooting ranges I had mentioned last
time that we arc hopeful we are talking to the Navy, Army. Air Force and also the BSF and CISF
and all these, [or them to buy these ranges and hopefully in the next quarter we should be able

to give you some results for that.

i whenever

Bul on the testing porr the frinl pari an the fuses, that is still you have to do

conuve we had like 1,000 fuses?

the new tender comes or thal is done

v manufacturing facilities and

ses
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But this fuse part they are procuring from outside India or someplace, they are not buying from

us?

Yes, they are basically doing assembly. So, they are importing the fuse portion from South
Africa and the battery is also coming from there, whereas we had taken up the responsibility

making the battery that use everything and according here in India.

I am sorry, last part on this, you have (alked about we have like 1000 fuses lying in our facility,

so what happens with those, will they get wasted because?

No, we didn’t pay for it because our collaborators are also involved and it is a very clear thing,
on the success ol those fuses will we pay, so now since the trials will take place, there is no
success, so obviously the vendors that are supplied to transfer the money, but we had to get them
diffused. That is what we had to do, so that there was nothing left of the fuses, but on the defence
side, we arc more active now and now we sce the light at the end of the tunnel and so with the
Army individually and Navy separately and the Air Force and the other forces also going for
these products that very interesting products coming out, cven the once we get the order, we will

actually put on the website also.
And you are talking about indoor shooting ranges, right? Or any other products also?

Yes, this is the shooting that can be put anywhere, it can be put anywhere, and you can start off.

There is no sound or anything that comes out. We have it displayed in one of eur factories.

Thank you. The next question is from the line of Neha from SKS. Please go ahead.

[ just wanted to know your overall outlook for 2 FY24 not just export, what do you think of

H2 and next year Y247 Overall outlook for sccond half H2 FY247

[ don’t have the figures in front of me, but Twill give you some broad picture in any case. Now,
o >
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well as the hybrid vehicles. It has one example [ must give you is against the price of Toyota we
were supposed (o spend RBa. 70 croves for this new product that we have developed already, but
like Mr. Verma mentioned, what we did was, we have done a lot of cleaning and shop closes,
we have taken out the part that was not being fully utilized and some of the component which
had come down dramatically at the end of life for the component we have given the supply for
the whole year, take out the equipment. now instead of Rs. 70 crores, we will be pulting in only
s, 10 crores investinent for that particular project and the turnover would be about Rs. 100
crore. Same thing goes for the oil punmip. Whatever we had put in carlicr, we utilize the same and
or taken out the capital from inside itself to put in the production. So. we are trying (o gel in

maximum capital cquipment out of the system and use it for new products and or expansion

which are required.

Kaushalendra Verma: You have rightly said sir and for all these additional volume increase and the revenue increase,

we are trying to minimize our CAPEX by free up our existing CAPEX which is currently

engaged with the low volume program. So, that basically gives an advantage (o be competitive

with other competition and better marging on the profitability.

Sneha: And sir, it | rightly heard you guys increased yvour busimess with Maruti from 10% to 12%, 1
o

guess, so what 1 have gencrally heard e various like anto component people like Maruti's

so impact our margin?

marging arc o bit contracted compared (o other people, so will th

| saned our voluine share of business with Maruti from 8% (o

Verma: voit are fighl. We tuve e
12% and this iz for their new program, the latest engine K s engine which goes info
most of their cars currently which vou see oo B road, Thiv i o now program which v guoted
to them alinost 3 years back and this camce inio the SOP last Yes, Maruti, we have to setile
Bat shieht mareie Dot we have won this progras on a reasonable piofit margin and will
sopact further incec e o the valume on our profisbitity, Well it s improved,
Moderator: Thank you. The next question is from the line of Bhastur, Please go ahead.
Bhasiar: My question is on the land asset that you are planning o scll in Noida, any update ot th
Rakesh Sharma : See, [ think you are talking of the Gurgaon property. [ think you are falking, so that way these
th we don’t bave anyining oo hand as o oow, but any progiess is ther we will witely
fef vou know,
skar: I there any new producis that we are planning ia ntroduce, especintly specific clectri hicles

kid of colla tion with some other companics because as you know,
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supplying to like we are doing. As far as EV vehicle component supply is concerned that we
have been doing for Tast maybe 8 years or so and 15% of our turnover is already coming from
EV and hybrid vehicle component. So, we will continue to grow definitely, but, if need be, we
will go for Greenfield project. As of now, there is no such plan to go for any new Greenfield

project.

And in the last call, Arvind Kapur sir mentioned that we are going to have some kind of tie up

with some company, i’ remember correctly, is there any progress on that?

Yes, talks are on for many businesses, but as of now there is nothing that needs, maybe sharing

with the stakeholders as of now?

[ am just asking about the next financial year like this year we had some hiccups, right, like last
quarter we had some 1ssucs with Hero, cte., but for the next financial year, do you have a clear

road map and arc we able (o achicve like around Rs. 3,000 crores kind of revenuce?

Yes, thatis very clear. In fact, this year also it is everything is on track only. As far as Hero thing
vas concerned that was very temporary aftair and that is over as of now and as far as negotiations
with customers is concerned that keeps on happening, but that is not going to hamper our maybe
growth. So, negotiations keep on happening. Thal was a one-ofl case that we had to stop for
some limited period, some supplies have to be stopped. So, these types of things normally don't
happen.

And as we mentioned that we have already got the business award for a program like Rs. 1,000

crores and some ol the programs which are also getting the SOP in the next financial year which

will help us to basically to increase. ..

Thank you. As there are no further questions. [ would now like to hand the conference over to

the management lor closing comments.

Thanks everyonc for joining the today's call and next quarter as we mentioned that and we update

the team on all the fronts on the revenue and the profit margin as well as the new awards and as

sively on all the fronts including the defence and

1 T

Mr. Kapur said th ¢ are working very

i the next quarter, we will give you the better results as commitied with res (o our own

internal targets and as mentioned that we will definitely will give you more news on the new
awards and new business both on defence of the BV and the passenger vehicles and the other

further questions, you can

things. Thank you so much for joining the call roday. If there are

wppy (o answer that and provide the clarification.
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