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CHAIRMAN’S
LETTER D E A R S H A R E H O L D E R ,

2001-02 is the second continuous year in which India’s GDP growth has been far below expectations. A growth
of 5.4 per cent coming in the wake of 4 per cent in the previous year is hardly adequate — and certainly falls
far short of what is needed to make the country be an economic force in Asia. Indeed, Bharat Forge’s 9 per
cent decline in net sales and the concomitant fall in profits have much to do with the depressing performance
of the economy, the manufacturing sector, and the domestic automotive industry. 

At times like these, it is easy to explain the less than satisfactory performance of the company as being an out-
come of inadequate economic growth in the country. What is not so easy is to evolve and implement strategies
during these bad times to create opportunities that subsequently translate into enhanced value for sharehold-
ers. Any management team can deliver superior results during booms. The test of a disciplined, proactive man-
agement is not only how it can weather slumps, but also use the period of adversity to re-engineer the compa-
ny to widen its footprint, cut costs, and implement strategies that overcome adversity. This is what Bharat Forge
has been doing over the last two years. And your company is now poised to reap the fruits of its labour.

I want to emphasise three key themes that have been the cornerstone of your company’s strategy to overcome domestic
demand constraints and deliver superior top-line and bottom-line results.

1.  Maintain aggressive export thrust. In 2000-01, Bharat Forge’s exports amounted to Rs.851 million, and
accounted for under 16 per cent of total sales. Despite a sharp recession in the US heavy truck market in 2001-
02, your company grew exports by 30 per cent to Rs.1,104 million, or 23 per cent of total sales. We have, thus,
recovered from the setback of 2000-01 and our export income has regained the peak level of 1999-2000.

Throughout 2001-02, your company was successful in widening its customer base — in terms of industries and
geographies. Our international customer base has increased from 10 companies to 21. In addition to our tra-
ditional US automotive customers, we now supply to prestigious European OEMs such as Daimler Chrysler,
Caterpillar-Perkins, and Renault Vehicle Industries. 

In January 2002, your company concluded an agreement for supply of forgings to Dana Corporation's Spicer
Europe Limited operation in Kirkstall, Leeds, UK (Kirkstall Forge Division in England and Wales) (Kirkstall).
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Bharat Forge has assumed Kirkstall's responsibilities as a supplier to the Cameron Division of Cooper Cameron
Corporation for gate valve body forgings and choke body, nut and bonnet forgings. Under supply agreements
with Dana, Bharat Forge will supply Dana with certain forgings used by its Kirkstall axle operation and its com-
mercial vehicle axle operations in North America. Supplies under the above contracts will be made from our
manufacturing facilities at Mundhwa, Pune. 

Signing of agreements with Dana provides significant boost to your company’s exports to Europe and USA. It
will also establish Bharat Forge as a major exporter and will help in further enlarging our customer base on a
global basis. Under the arrangements between Bharat Forge and Dana, a long term relationship has been estab-
lished. This has already  started  yielding results in the current year. Over the next seven years, Bharat Forge is
expected to have additional export turnover.  

A leading Chinese Auto OEM has awarded Bharat Forge a large contract for the supply of engine components.
We expect to start shipment in financial year 2002-03. This contract is valid for a period of five years. 

Thus, from an almost exclusive reliance on the US heavy truck market, Bharat Forge has widened its footprint
to becoming a player in the European and Asian auto components markets.

We are also continuing to diversify our international product portfolio. In 1999-2000, Bharat Forge began, in
a small way, to supply specialised components for drilling equipment used in the oil and gas sector. In two years
time, the value of this business has increased to Rs.193 million, and now accounts for almost a fifth of the com-
pany’s total exports.

This is just the beginning. We now have a very healthy export order book — already far greater than what it
was in 2001-02 — and we are confident of notching at least a 50 per cent growth in exports in 2002-03. 

2.  Increase the share of value added products. For the last five years, your company has been steadily going up
the value chain — from raw forgings to greater manufacture of machined components. This is particularly true
for exports. Today, machined components account for 44 per cent of Bharat Forge’s sales; and this will con-
tinue to increase in the years to come. Your company also entered into a contract with Toyota to supply trans-
mission components for its global operations. This marks a breakthrough in our attempt to penetrate the small
forging segment.

3.  Continue reducing costs at all levels of operation. Despite severe pressures on margins, Bharat Forge suc-
ceeded in increasing its ratio of profit before tax to total income from 6.8 per cent in 2000-01 to 7.3 per cent
in 2001-02. This was primarily due to your company’s ability to slash interest expenditure by 21 per cent, from
Rs.573 million in 2000-01 to Rs.454 million in 2001-02. We will continue retiring debt and reducing interest
cost in the future. Moreover, we will strive to cut raw material, energy and employee costs — all of which have
been reduced in 2001-02.

Our objective is to be a lean organisation that drives revenue through greater exports and higher value added prod-
ucts, and profits through sustained cost reduction. We will increase revenue and decrease costs through even greater
emphasis on IT, and by leveraging our strengths in design and technology to considerably compress development time
and create the best ‘Speed to Market’ standard in the industry.

In addition to these strategies, your company will continue to explore growth opportunities that could arise
through domestic and  international acquisitions, if these are in synergy with our vision and goals. 

We are actively pursuing a de-risking model whereby our dependence on any one customer segment or geo-
graphical market will be reduced. Therefore, while one does not expect the domestic market to improve in
2002-03, your company proposes to overcome this through export growth. I feel confident that the next year
will see a significant revival in the fortunes of your company. 

I would like to take this opportunity to thank all of you for the confidence that you have reposed in us. I look
forward to your continued support as we pursue our goal to make Bharat Forge one of the leading forging com-
panies in the world. 

B .  N .  K A L YA N I
C H A I R M A N A N D M A N A G I N G D I R E C T O R
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BFL supplies to OEMs worldwide. We are major suppliers of axle beams 
to the world market. 
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tant achievements in 2001-02. It is important to
highlight some of them:

� Bharat Forge’s export income grew by 30 per
cent to Rs.1104 million, as the company expanded
its overseas customer base, both in terms of user
industries and geographical markets. 

� We have added ten new overseas customers tak-
ing our total customer base from 10 in March 2001
to 21 in March 2002. Bharat Forge’s list of mar-
quee customers now includes Daimler Chrysler,
Renault Vehicle Industries, Caterpillar-Perkins and
Toyota.

� Bharat Forge’s cost reduction initiative bore
fruit, and the company was able to cut operational
expenses and financial charges by Rs.232 million. 

� Despite a 9.3 per cent decline in net sales, Bharat
Forge succeeded in maintaining its ratio of profit
before depreciation, interest and tax (PBDIT) to
total income at 25 per cent.

� In January 2002, Bharat Forge have concluded
an agreement for supply of forgings to Dana
Corporation's Spicer Europe Limited operation in
Kirkstall, Leeds, UK (Kirkstall Forge Division in
England and Wales) (Kirkstall). Bharat Forge has
assumed Kirkstall's responsibilities as a supplier to
the Cameron Division of Cooper Cameron
Corporation for various forgings. Under supply
arrangements with Dana, Bharat Forge will supply
Dana with certain forgings used by its Kirkstall axle
operations and its commercial vehicle axle opera-
tions in North America. 

� The company also entered into a contract with
Toyota to supply transmission components for their
global operations. This marks a breakthrough in
our attempt to penetrate the small forging segment.

� A leading Chinese Auto OEM has awarded
Bharat Forge a large contract for the supply of
engine components. 

These achievements, in the face of extremely adverse cir-
cumstances, strengthen our conviction that the strategy,
which we have been consistently following over the last
three years have endowed us with the resilience to remain
competitive, even in extremely challenging times. The key
components of this strategy are:

� Reducing cost of operations.
� De-risking the business model by intensifying

export thrust with a wider geographical spread.
� Manufacturing high volume, high value added

products.
� Leveraging technology.
� Creating a  knowledge driven e-enabled manu-

facturing company. 

As mentioned earlier, Bharat Forge had to compete
in extremely unfavourable market conditions, with
volumes and prices both being under tremendous
pressure. Therefore, notwithstanding an increase in

export earnings, the company’s total income
declined by 11 per cent from Rs.5448 million in
2000-01 to Rs.4831 million in 2001-02.

However, Bharat Forge’s profit before tax (PBT)
has dipped only marginally from Rs. 359 million in
2000-01 to Rs.353 million in 2001-02. As a matter
of fact, the company‘s ratio of PBT to net sales has
increased from 7.69 per cent to 8.34 per cent. 

These developments are a result of the company’s
strategy of reducing operating costs, improving
efficiencies and scaling down financial charges.

In the course of this discussion, we shall review the
developments that took place during the year and
see how the initiatives undertaken by the compa-
ny’s management are creating a leaner and fitter
Bharat Forge. We shall begin with markets, move
on to operations and then discuss the financials.

2001
2002Bharat Forge Limited
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BFL manufactures fully machined steering knuckles for 
OEMs in Europe and USA



TABLE 1 gives a break-up of domestic and exports
sales of Bharat Forge. To begin with, we will discuss
the performance of Bharat Forge’s domestic cus-
tomer segments and their impact on the company’s
top line. We will then examine the company’s
export performance, and the role that exports have
played in arresting a steep decline in total sales.

D O M E ST I C  C U ST O M E R  S E G M E N T S

Bharat Forge’s main products are engine and sus-
pension components. Commercial vehicles, multi-
utility vehicles and tractors are the major users of
the company’s products. All these segments are

sensitive to macro-economic conditions and the
manufacturing slowdown, coupled with lack of
demand in the economy, has resulted in most of
these segments clocking a flat to negative growth in
2001-02.

The declining trend of production in Bharat
Forge's main domestic customer segment is reflect-
ed in the following chart.  

The dismal performance of Bharat Forge’s domes-
tic customer segments had a direct bearing on the
top line income of your company. Moreover, faced
by tough market conditions, our customers tried to
shore up sagging bottom lines by squeezing costs
and exerting tremendous pressure on the prices of
their vendors. So, Bharat Forge, like all other ven-
dors, was hit by lower volumes and lower unit value
realisations.

The company’s situation has been exacerbated by
two additional factors, both of which are linked to
the issue of market compression. Many of our cus-
tomers possess in-house capacities to manufacture
engine and suspension components, particularly
higher value machined components. In times of
expansion and high growth, these capacities are not
enough and the customers outsource their require-
ments. Moreover, during these times, their focus is
more on manufacturing and marketing their final
products — and, so, they tend to outsource com-
ponent production, even if in-house capacities are
available. 

The situation, however gets reversed when demand
is depressed and markets are sluggish. In such
times, in-house capacities of the buyers are ade-
quate to meet demand.  Furthermore, the buyer is
looking at every opportunity to cut costs and is
extremely reluctant to let capacities remain idle. 

Another factor that acted as a constraint on Bharat
Forge during difficult times has been the mindset
of its competitors. We have been able to de-risk our
business by creating a substantial export market for
ourselves. However, other forging companies are
wholly dependent on domestic demand.
Consequently, during times of depressed domestic
demand, they are willing to drive down prices to

2001
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almost unviable levels in a bid to keep their capaci-
ties in use, generate cash flows and as a means to
remain in business. This has sometimes left Bharat
Forge with the unattractive options of either set-
tling for reduced price realisations, or of sacrificing
market share in an already shrinking market.

The decline in domestic sales has been a matter of
concern for us. Therefore, we have been actively
exploring the option of tapping new markets and
customer segments, expanding our product portfo-
lio and increasing market share. The company has
finalised a supply contract with Toyota for becom-
ing a sourcing base for its transmission components
both in India and overseas. Moreover, as domestic
automobile companies upgrade themselves techno-
logically and commercial vehicles move towards
complying with Euro 2 and Euro 3 norms, Bharat
Forge will become an even more preferred supplier
of engine components. The anticipated consolida-
tion of the domestic forgings industry, too, will see
the company emerge stronger.  

Nevertheless, the company is not anticipating a
substantial improvement in domestic income in
2002-03. 

However, there are two positive spin-offs that have
accrued from the decline in domestic sales and need
to be highlighted. One, it has exerted pressure on
the company to double its export efforts. And two,
it has resulted in the company aggressively reducing
costs. When domestic markets pick up — as they
must — Bharat Forge will emerge stronger than
ever before.

E X P O R T S

If the domestic market situation for Bharat Forge
appears subdued, there is every reason to feel
upbeat about the company’s export performance. 

During a year in which the world economy regis-
tered an output growth of just 2.4 per cent and
Indian exports grew by less than 2 per cent, Bharat
Forge was successful in increasing its export income
by 30 per cent, from Rs.851 million for 2000-01 to
Rs.1104 million for 2001-02. Consequently, share
of exports has increased from 16 per cent of sales to
23 per cent. Bharat Forge has thus been able to
recover from the setback of 2000-01 and its export
income has almost regained the peak level of 1999-
2000.

Most importantly, this 30 per cent growth in
exports has taken place despite a 31 per cent decline
in production of the US heavy truck industry,
Bharat Forge’s largest overseas customer segment.
TABLE 2 gives the data.

The company’s success in the international market,

despite the slowdown in its largest overseas user
segment, is a vindication of its strategy of diversify-
ing its product portfolio as well as expanding into
new geographical markets for traditional automo-
tive components.  Unlike last year, when the com-
pany was over dependent on the US heavy truck
industry, during the year under review, Bharat
Forge was able to grow its exports as it was suc-
cessful in widening its customer base, both in terms
of user industries and geographical markets. We
have increased our international customer base
from 10 companies in March 2001 to 21 in March
2002.

Take the case of user industries. In 1999-2000,
Bharat Forge had begun supplying components for
drilling equipment used in the oil and gas segment.
In 2000-01, this business had accounted for
around 10 per cent of the company’s total exports.
During the year under review, sales from this busi-
ness have shot up to Rs.193 million, and account
for 18 per cent of total exports.

Similarly, Bharat Forge has been successful in mak-
ing significant headway in supplying engine and
suspension components to prestigious European
OEMs. Its major customers in Europe now include
Daimler Chrysler, Caterpillar-Perkins, and Renault
Vehicle Industries. Exports to these leading auto-
mobile majors provide an incentive for the compa-
ny to upgrade its products and processes and enable
it to meet the exacting standards of international
majors. At the same time, they create a valuable ref-
erence base for new orders.

Notwithstanding Bharat Forge’s forays into new
customer segments and geographical markets, the
US heavy truck industry continued to be the com-
pany’s largest export market. During 2001-02,
engine and axle components supplied for the US
heavy truck industry accounted for 64 per cent of
its export income. We enjoy a market share of more
than 50 per cent in the US heavy truck axle com-
ponent segment. When this industry recovers,
Bharat Forge’s exports, too, will benefit.

A leading Chinese Auto OEM has awarded Bharat
Forge a large contract for the supply of engine
components. We expect to start shipments in this
fiscal. This contract is valid for a period of five years. 

In January 2002, we have concluded an agreement
for supply of forgings to Dana Corporation's Spicer
Europe Limited operation in Kirkstall, Leeds, UK
(Kirkstall Forge Division in England and Wales)
(Kirkstall). Bharat Forge has assumed Kirkstall's
responsibilities as a supplier to the Cameron
Division of Cooper Cameron Corporation for gate
valve body forgings and choke body, nut and bon-
net forgings. Under supply agreements with Dana,
Bharat Forge will supply Dana with certain forgings
used by its Kirkstall axle operations and its com-
mercial vehicle axle operations in North America.
Supplies under the abovesaid contracts will be
made from our manufacturing facilities at
Mundhwa, Pune. 

2001
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2. Production of heavy trucks (Class 7 & 8) in USA

Class 7

Class 8
92
140

123
212


