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Pix Transmissions Ltd.

Industry

Auto Ancillaries Rs 1190

Recommendation

Buy in Rs 1180-1205 band and add on dips in Rs 1065-1085 band

Base Case Fair Value

Rs 1298
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Bull Case Fair Value ‘ Time Horizon

Rs 1401 2-3 quarters

HDFC Scrip Code PIXTRAEQNR
BSE Code 500333
NSE Code PIXTRANS
Bloomberg PIXIN
CMP Sep 29, 2023 1190.2
Equity Capital (Rs cr) 13.6
Face Value (Rs) 10
Equity Share O/S (cr) 1.4
Market Cap (Rs cr) 1628
Book Value (Rs) 318.5
Avg. 52 Wk Volumes 38,000
52 Week High (Rs) 1549.9
52 Week Low (Rs) 702.0

Share holding Pattern % (Jun, 2023)
Promoters

Institutions

Non Institutions

Total

L1

HDFCsec Retail research
stock rating meter

for details about the ratings, refer at the end of the report

* Refer at the end for explanation on Risk Ratings

Fundamental Research Analyst
Atul Karwa
atul.karwa@hdfcsec.com

Our Take:

Pix Transmission Ltd. (PIX) manufactures a wide range of belts catering to variety of industries some of which have strong growth potential
in the coming years. Its products are also exported to over 100 countries. Belts being a critical component in the working of any machinery,
a high degree of R&D is required to manufacture strong and durable products. Being fully backward integrated gives the company an edge
as it can control product quality and margins. PIX has expanded its capacity and concentrating on value added products to meet the growing
global demand for Pix Belts, which would also result in operating leverage and improve margins.

Pass on of earlier raw material inflation, automation efforts and moderate capex requirement should enable the company to post better
margins. Recent results have been impacted by exports slowdown and the recovery in western economies could support higher exports.

Valuation & Recommendation:

PIX continues to cater majorly to the industrial segment, with heightened focus on the after-market segment. The increasing pace of capex
across the industrial segment, industry’s replacement activities of machinery to improve efficiency has led to the growth sustainability for
PIX’s product in the market. We expect PIX’s Revenue/EBITDA/PAT to grow at 8/14/17% CAGR over FY23-FY25E, led by strong domestic
demand and recovery in export markets. The company is debt free on net basis with strong cash flows and moderate capex requirement. We
believe investors can buy the stock in the band of Rs 1180-1205 and add on dips in Rs 1065-1085 band (16.5x FY25E EPS) for a base case fair
value of Rs 1298 (20x FY25E EPS) and bull case fair value of Rs 1401 (21.5x FY25E EPS).

Financial Summary
Particulars (Rs cr)

Q1FY23 |

Q1FY24 YoY (%) Q4FY23 ‘ QoQ (%) FY24E

Operating Income 112 120 -7.1 134 -16.8 449 486 506 571
EBITDA 25 25 0.5 33 -23.1 114 104 114 136
APAT 16 18 -10.5 19 -17.1 69 65 71 89
Diluted EPS (Rs) 11.6 13.0 -10.5 14.0 -17.1 50.5 47.6 52.2 65.1
RoE (%) 20.7 16.6 15.8 17.1
P/E (x) 235 25.0 22.8 18.3
EV/EBITDA (x) 14.9 15.7 14.1 114

(Source: Company, HDFC sec)
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Q1FY24 Result update
The company reported subdued numbers for Q1FY24. Revenue declined 7.1% YoY to Rs 112cr largely due to slowdown in export market on
account of de-stocking. However, cooling of raw material prices and lower employee expenses resulted in EBITDA growing marginally to Rs

25cr while EBITDA margin expanded 171bps to 22.6%. PAT was lower by 10.5% to Rs 16cr as other income dipped sharply. PAT margin shrunk
54bps to 14.2%.

Key Triggers

Cooling raw material prices to aid margin expansion

Natural rubber prices, a key raw material for the company, have corrected sharply from the previous year and are unlikely to increase in the
near term, given the declining global demand for the product. The global NR prices are expected to remain weak in 2023 as surplus production
is anticipated, which, in turn, is expected to encourage NR imports to India. The Association of Natural Rubber Producing Countries (ANRPC)
in its revised outlook early this year has projected NR output to grow 2.7 percent to 14.916 million tonne. It has forecast a contraction in
demand by 0.4 percent to 14.912 million tonne.

PIX had taken price increases last year to compensate for the increased raw material costs. However, the management has indicated at the
AGM that it won’t be reducing prices due to lower raw material costs. This is likely to result in higher gross margins for the company.

Rubber prices have come down

181.14
172.24 e
E 16334 / : \/\
= ’*. "
8 154.44 /
; 145.53 \ ,,4
B y 4
g 1865 / \/ \ <
§' 127.73 \ { Lo
g 18.82 - " v\ / ,\/
- f \ N
R ol S TN
101.02 "\, e 4

2020
2021

wg-2018
Feb-2019
Aug-2019

Feb-2020
Aug-2

wg-2021
Feb-2022
L q 2022
Feb-2023

Feb

(Source: indexmundi.com, HDFCsec Research)

3 (/j ‘RE TAILRESEARCH
’




E- HDFC securities 2@

Click. Invest. Grow. YEARS

New products for EVs
Many new 2W EVs are being launched with belt drives. Belt drive have the following advantages over their alternates:

e Belt drive has greater reliability.

e [t has less maintenance compared to chain and shaft drives.

e Less noise compared to chain drives.

e Better performance in dusty environments.

e No oiling or greasing is required.

e Higher torque capacity than chain drives (especially for heavy loads)

e Excellent bearing life.

e Belt drives are more flexible and easy to replace.

e |ubrication is eliminated as the only maintenance needed is periodic cleaning of the teeth on the gears or shafts.
With increasing penetration of EV 2W, the demand for belt drives have increased. Belts used in 2W are typically made of a composite material,
such as rubber or carbon fiber, and are reinforced with other materials, such as carbon strands, to increase strength and durability. Unlike
chains, belts do not require lubrication and are less prone to stretching or wearing down over time, making them a low-maintenance
alternative.

Currently belt drives are being imported from USA by OEMs. PIX is working on belt drive products and is confident of adding an OEM in the
next few months.

Supplying belts to large MNCs for washing machines

According to Statista Market Forecast, the Washing Machines segment in India is projected to grow by 7.46% (2023-2028) resulting in a market
volume of USS$5.89bn in 2028. PIX has been supplying belts to many of the MNC washing machine players who capture a large share of the
Indian market. The increasing penetration of washing machine could be favourable for PIX.

Sufficient spare capacity to meet increased demand over next 2-3 years

PIX has completed its expansion at its MIDC plant in FY23. Post the expansion, the company has sufficient spare capacity to support its growth
for the next 2-3 years. Current capacity utilization of the company stood at ~60% and the plants can support revenue of Rs 800-900cr.
Consequently, the capex requirement is likely to be moderate in the medium term.
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Exports can be a huge game changer

PIX gets ~60% of its revenues through exports. The US market is huge & PIX has made some meaningful inroads there. Although the company
has miniscule presence in most of the export markets it is gradually building its brand. It exports to ~100 countries. Apart from US, PIX caters
to global customer base across regions. The company has backed its products, by building an impressive support infrastructure in several key
markets across the globe, including UK, Germany, and UAE. Each of these location houses has a distribution centre and is equipped to provide
technical, commercial, and logistical support. PIX is perhaps the only Indian company in its space to exhibit such high levels of infrastructure
support, beyond the domestic region. PIX’s largest global competitor is Gates Industrial Corporation plc. (NYSE:GTES) which is much larger
than PIX.

Strong financials

PIX has been able to grow its revenues despite the economic slowdown which indicates strong demand for its products. Over the last 5 years
from FY18-FY23 its revenue/PAT have grown at CAGR of 13/24% driven by cost optimization measures taken by the company. The company
continues to focus on automation which is likely to reduce the number of employees and further increase efficiencies going forward. The
overall capital structure of PIX is comfortable as evidenced by the overall gearing of 0.2x in FY23 (0.3x in FY22).

Risks & Concerns
Domestic/Global slowdown
The growth of the company could be impacted due to any prolonged domestic/global slowdown.

Raw material price volatility
Rubber and Rayon are the key raw materials for manufacturing of rubber V-belts constituting a significant chunk of the total raw material
costs of PIX. The prices of these commodities remain volatile depending upon demand supply situation.

High working capital needs
PIX supplies to a diversified set of industries where each industry has its own specifications. As a result, it has almost 30,000 SKUs and has to
keep high amount of inventory.

Technology obsolescence

With improving technologies many companies are trying to reduce moving parts and depend more on computer technology. This could impact
the overall demand for belts. There is a possibility that newer models of some machines may do away with v-belts altogether and replace that
by a coupling (cup link). This may impact the demand for the products of the company. However, PIX makes couplings in some ranges.
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Machines using V-belts are cheaper to buy but need opex for replacing belts while other machines are expensive to buy but need lower opex
as no replacement is needed.

Forex fluctuations
The company derives ~60% of its revenues from export markets and is exposed to the vagaries of forex fluctuations. However, PIX is a net
exporter of goods with approximately 40% of the raw materials purchases being imported and hence has partial natural hedge.

Company Background:

Incorporated in the year 1981, Pix Transmissions Ltd. (PIX) is one of the eminent entities engaged in manufacturing, exporting and supplying
a wide assortment of belts and related mechanical transmission products like rubber V-belts, cut edge belts, Ribbed belts, synchronous belts,
timing belts etc. PIX is primarily into making synthetic rubber based belts for various end industries. JK Fenner India is the main local
competitor for PIX while there are some small regional players. PIX has a large market share in agri related belts.

PIX has state-of-the-art belt manufacturing units as well as a completely automated rubber mixing facility in and around Nagpur (4 units). It
enjoys significant brand equity in the Power Transmission industry, with strong local as well global presence. The company has overseas
subsidiary operations in Europe, and Middle-East, in addition to over 250 committed channel partners in over 100 countries worldwide.

The offered products are Industrial Belts, Automotive Belts, Agricultural Belts. These products are manufactured in compliance with
international quality standards using best grade raw material. These products are highly utilized in various industrial applications. PIX also
provides the customization of products as per clients’ requirement. Keeping its overseas customers in mind, PIX has backed its products by
building an impressive support infrastructure in several key markets across the globe including UK, Germany, and UAE.

PIX manufactures an extensive range of Industrial V-Belts, Automotive Belts, Agricultural Belts, Special Construction Belts, Taper Lock Pulleys,
Bushes & Couplings to suit a wide array of applications.

PIX Middle East FZC incorporated to carry on business of PIX Products in the market of Middle East Countries. PIX Transmissions Europe
Limited incorporated to carry on business of PIX Products and other products in the market of European countries. PIX Middle East Trading
LLC, UAE is subsidiary of PIX Middle East FZC established to carry on business of PIX Products in the market of Middle East Countries. PIX
Germany GmbH, Germany PIX Germany GmbH, Germany is subsidiary of PIX Transmissions Europe Limited incorporated to carry on business
of PIX Products and other products in the market of European Countries.
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Product Range Application Industries
I V-Belts 1 Special Belts 1 Lawn & Garden Belts
I Ribbed / Poly-V Belts I Automotive Belts ! PowerWare Products
1 Timing / Synchronous 1 Industrial Belts 1 Accessories t Industrial I Automotive 1 Agriculture 1 Lawn & Garden
| Banded Belts I Agriculture Belts 1 Ceramic 1 Cold Storage 1 Food Processing 1 Domestic Appliance
1 Cement I Leisure & Sport 1 Machine Tools 1 Mineral Ore Mining

1 Oil & Gas I Packaging 1 Paper & Pulp 1 Pharmaceutical
I Power Plant ! Rice / Flour Mill 1 Steel 1 Textile
1 Wood ! Buildings & Construction
g
V-Beity Banded Belts

® Hw ML
VO casca

Ritbed / Poly-V Belts Timing / Synchvonous Belts

Special Beits
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Financials
Income Statement Balance Sheet
(Rs cr) FY21 FY22 FY23 FY24E FY25E As at March (Rs cr) Fy21 FY22 FY23 FY24E FY25E
Net Revenues 380 449 486 506 571 SOURCE OF FUNDS
Growth (%) 19.4 18.1 8.2 4.0 12.9 Share Capital 14 14 14 14 14
Operating Expenses 270 335 382 392 435 Reserves & Surplus 286 351 404 467 544
EBITDA 111 114 104 114 136 Shareholders' Funds 300 365 418 480 558
Growth (%) 86.2 3.1 -9.1 9.6 19.4 Minority Interest 0 0 0 0 0
EBITDA Margin (%) 29.1 25.4 21.4 22.5 23.8 Total Debt 71 117 68 45 22
Depreciation 20 21 23 24 25 Net Deferred Taxes 11 12 8 8 8
Other Income 5 8 14 10 11 Total Sources of Funds 382 494 494 533 588
EBIT 96 102 94 100 122 APPLICATION OF FUNDS
Interest expenses 8 7 7 5 4 Net Block & Goodwill 225 259 273 279 289
PBT 87 95 87 95 118 CWIP 0 0 1 1 1
Tax 22 26 22 24 30 Investments 4 5 5 20 35
PAT 65 69 65 71 89 Other Non-Curr. Assets 9 21 6 14 17
Adj. PAT 65 69 65 71 89 Total Non Current Assets 238 284 286 314 342
Growth (%) 114.8 6.0 -5.8 9.7 24.6 Inventories 97 125 105 118 125
EPS 47.7 50.5 47.6 52.2 65.1 Debtors 82 95 105 108 123
Cash & Equivalents 15 32 53 a4 58
Other Current Assets 8 18 26 25 27
Total Current Assets 201 270 289 296 333
Creditors 29 27 24 31 33
Other Current Liab & Provisions 29 34 57 45 54
Total Current Liabilities 58 61 81 76 86
Net Current Assets 143 209 208 219 246
Total Application of Funds 382 494 494 533 588

(/j ‘RE TAILRESEARCH
’




r
|5

58 v s 210}

Click. Invest. Grow. YEARS

Cash Flow Statement Key Ratios

(Rs cr) FY22 FY23 FY24E FY25E FY21 FY22 FY23 FY24E FY25E

PBT 87 95 87 95 118 Profitability Ratios (%)

Non-operating & EO items 2 1 3 -8 -3 EBITDA Margin 29.1 254 214 22.5 23.8

Interest Expenses 7 7 7 5 4 EBIT Margin 25.2 22.6 19.3 19.7 214

Depreciation 20 21 23 24 25 APAT Margin 17.1 15.3 13.3 14.1 15.5

Working Capital Change -58 -45 16 -19 -13 RoE 24.2 20.7 16.6 15.8 17.1

Tax Paid -23 -23 -23 -24 -30 RoCE 27.0 23.8 19.4 19.7 22.1

OPERATING CASH FLOW (a) 35 55 112 73 101 Solvency Ratio (x)

Capex -25 -71 -24 -30 -35 Net Debt/EBITDA 0.5 0.7 0.2 0.0 -0.3

Free Cash Flow 10 -16 88 43 66 Net D/E 0.2 0.2 0.0 0.0 -0.1

Investments 0 0 0 -15 -15 PER SHARE DATA (Rs)

Non-operating income 2 -2 1 0 0 EPS 47.7 50.5 47.6 52.2 65.1

INVESTING CASH FLOW (b)) -22 -72 -23 -45 -50 CEPS 62.3 65.8 64.7 70.0 83.5

Debt Issuance / (Repaid) -6 48 -52 -23 -23 BV 219.9 267.8 306.9 352.6 409.7

Interest Expenses -8 -7 -7 -5 -4 Dividend 5.0 6.0 6.0 6.5 8.0

FCFE -1 23 29 0 25 Turnover Ratios (days)

Share Capital Issuance 0 0 0 0 0 Inventory 72 72 75 77 74

Dividend -3 -7 -8 -9 -11 Debtor 81 90 86 81 78

Others 0 -2 -1 0 0 Creditors 24 23 19 20 20

FINANCING CASH FLOW (¢c) -17 32 -69 -36 -38 VALUATION (x)

NET CASH FLOW (a+b+c) -4 14 20 -8 14 P/E 25.0 235 25.0 22.8 18.3
P/BV 5.4 4.4 3.9 3.4 2.9
EV/EBITDA 15.1 14.9 15.7 14.1 114
EV/Revenues 4.4 3.8 3.4 3.2 2.7
Dividend Yield (%) 0.4 0.5 0.5 0.5 0.7
Dividend Payout (%) 10.5 11.9 12.6 12.5 12.3

(Source: Company, HDFC sec)
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HDFC Sec Retail Research Rating description

Green Rating stocks

This rating is given to stocks that represent large and established business having track record of decades and good reputation in the industry. They are industry leaders or have significant market share. They have multiple streams of cash flows and/or strong balance
sheet to withstand downturn in economic cycle. These stocks offer moderate returns and at the same time are unlikely to suffer severe drawdown in their stock prices. These stocks can be kept as a part of long term portfolio holding, if so desired. This stocks offer low
risk and lower reward and are suitable for beginners. They offer stability to the portfolio.

Yellow Rating stocks
This rating is given to stocks that have strong balance sheet and are from relatively stable industries which are likely to remain relevant for long time and unlikely to be affected much by economic or technological disruptions. These stocks have emerged stronger over
time but are yet to reach the level of green rating stocks. They offer medium risk, medium return opportunities. Some of these have the potential to attain green rating over time.

Red Rating stocks

This rating is given to emerging companies which are riskier than their established peers. Their share price tends to be volatile though they offer high growth potential. They are susceptible to severe downturn in their industry or in overall economy. Management of
these companies need to prove their mettle in handling cyclicality of their business. If they are successful in navigating challenges, the market rewards their shareholders with handsome gains; otherwise their stock prices can take a severe beating. Overall these stocks
offer high risk high return opportunities.

ATUL
JAGDISH  karRwa

Date: 2023.10.03
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Disclosure:

I, Atul Karwa, Reesearch Analyst, MMS, 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. SEBI conducted the inspection and based on their observations have issued
advise/warning. The said observations have been complied with. 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.

Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or more in the subject company at the end of the month immediately
preceding the date of publication of the Research Report. Further Research Analyst or his relative or HDFC Securities Ltd. or its associate does not have any material conflict of interest.

Any holding in stock — No

HDFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INHO00002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must not be used as a singular basis of any investment decision. The views herein are of a general nature and do not consider the risk appetite or the particular circumstances of an individual
investor; readers are requested to take professional advice before investing. Nothing in this document should be construed as investment advice. Each recipient of this document should make such investigations as they deem necessary to arrive at an independent evaluation of an investment in securities
of the companies referred to in this document (including merits and risks) and should consult their own advisors to determine merits and risks of such investment. The information and opinions contained herein have been compiled or arrived at, based upon information obtained in good faith from
sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. Descriptions of any
company or companies or their securities mentioned herein are not intended to be complete. HSL is not obliged to update this report for such changes. HSL has the right to make changes and modifications at any time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use
would be contrary to law or regulation or what would subject HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the same should be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or published in whole or in part, directly or indirectly, for any
purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign
currencies effectively assume currency risk. It should not be considered to be taken as an offer to sell or a solicitation to buy any security.

This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments. This report should not be construed as an invitation or solicitation to do business with HSL. HSL may from time to time solicit from, or perform broking, or
other services for, any company mentioned in this mail and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation
or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the
currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies
/ organizations described in this report. As regards the associates of HSL please refer the website.

HSL 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.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from t 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 in the normal course of business.

HSL 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 HSL nor Research Analysts 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. HSL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any compensation/benefits from the subject company or third party in connection with the
Research Report.

HDFC securities Limited, | Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066
Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

For grievance redressal contact Customer Care Team Email: customercare@hdfcsec.com Phone: (022) 3901 9400

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg. No. POP: 11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.: INHO00002475; SEBI Investment Adviser Reg. No.: INA000011538; CIN -
U67120MH2000PLC152193

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

Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.

Registration granted by SEBI, membership of BASL (in case of IAs) and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors.

11 /-/RE TAILRESEARCH

4




		2023-10-03T08:58:46+0530
	ATUL JAGDISH KARWA




