INTERVIEW WITH DY. MANAGING DIRECTOR

Much was expected from the autocomp industry, but it
seems to have belied expectations in general, at least in
the short- run. How would you take stock of the indusiry
as a whole, and maybe your sub-sector. Your comments
on the recent past, and your expectations of the future.

Like | have said befare, it is wrong o treal aulocomp as
a single, undifierentiated industry with the same generic
patterns  applicable o all There are commodiy
players, with their awn cyclical trends. There are technology
players, who are attempting a scale change by opting for
a new customer mix, especially with an export thrust
The dynamics of the inteational market are very different
from that of the domestic market. Some of the disappointment
comeslromthefactthatrelumsintheexporimarketareverydifierent
from the domestic market.

Many companies are slowing down because they are
leaming new technologies, bringing in new people, systemns
and products, all together. You will see multiple frends in this
sector, but on the whole, the broader story is on track. Topling
will grow first, but botiomlines will also come, once the new
products/ technologies referred lo above are absorbed.

In our sub-sector (Gear & Transmission componenis), the
basic story remains bullsh. Growth in the domestic
markets is available, so it would appear to be difficult to keep
up with such spectacular growth in both domestic and export
markets. The real challenge is fo try and scale up so fast, over
so short a time period.

What are the special fealures to be considered in
tracking your company?

We have divided our busingss info 3 verticals: gears for
two-wheelers, Engine Gears and Engine Components,
primarily for exports. We also have a new business in Gear
Shafls, entirely for exporis. This is the first time we have
protolyped a praduct for a global OE.

The 2-wheeler business is domestically focused, while Engine
Gears, Engine components and Gear Shafts are primarily for
exports. Al our verticals sell only to fop-of-the-line OEs; there

are no relall sales.  The relative mix between these verlicals
will drive our profitability,

Each of the above verticals has different levels of profitability,
technology, throughput, investrment requirements and growth
polential, They also have different levels of investment in
Working Capital, which impects the Relurn on Invesiment.

Significantly, a reduced investment in Working Capital
means a faster payback In cash terns, which s our current
focus. Once we have a leaner Balance Sheet, we might go
back to looking at Gross Profitability; for the time being, our
Balance Sheet cannot bear the impact of the huge investment
into Working Capftal, needed in some verticals.

By changing our relalive focus to guick-gestation projects, we
hope to do much better this year.

What are your investment plans and growth strategy
this year?

We will be focusing on the domestic markel, where we
have recently given up significant turnover and prafits: by
growing exports too fast. Only balancing investmenis and
nomal capex is planned for this year.

We will be looking to extract maximum mileage from the
invesiments into Manesar last vear. This will be a year of
consolidation, You will see us extract umover growth with
minimal expansion of our Balance Shest.

How do you expect to fare this year?

Well, fop line  wil cortinue  with  the
same growth momentum  that we have
seen last year. In facl, | might even be
adventurous  enough fo  assert  that
lhis growth momenium' may last even
beyond the current year. Given our shift in
productanix, you can expect higher profitability than
last vear as our new Investments start (o produce at capacity.
New product investments will slow down, resulting in lower
development charges. Higher throughput per unit of capital




will result in higher capital efficiency, which you will see jn
our bottomline.

Significantly, you will see & leaner Balancs Sheel for our Kind
of tumover, more cash generation and better liquidity. As the

excess leverage s worked away, vou will see a far healthler
company over the coming year.

Longerterm, whai is your outlook? Last year, you
sounded pessimistic.....7!

The key challenge we have is o manage growth, without
sianificantty straining our Balance Sheet. In the past, we have
laken on long-gestation projects thal exceeded our financial
capabiliies. Too:much growtn can give you indigestion.

Our core businesses rermain profitable; but we need to shore
up our competitiveness By enhancing scale and reducing
costs in line with customerexpecialians. This is our slrategic
imperative for now.

Onee this is done o our satistaction, we WilFasguire newer
segments: products, custormers, technologies and marksls

(le., exporls Vs domestic). But this will be done carefully, with

an eye on the Balance Sheet, We have leamt recently that
trying o do oo much can strain our resources.

Sibject to the above caveal, our growth prospects look
very atiractive. We are ahead of the Leaming Curve,
campared 1o our peers, both'in India and in other emerging
markets We have excellent oustamer reputation; a technology
pardner Whoisa world leader and gole (or dominant)-supplier
positioning NN major products’  customers. The
imporiant thing =10 makeieur commitments carefully, and
hen ensure that we do not fall crigBlivery: ifwe keep a steady
reputation on that count, .ourshareholders have nothing

10 WO about,




