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2015-16: Favourable outlook on tyre demand; margins to correct to sustainable long term levels

® Domestic tyre industry expected to grow by 4%-8% over the next three years: The domestic tyre industry is  Industry Factsheet
estimated to have grown by 10%-12% during 2014-15, supported by 7.0%-7.5% growth in OEM segment and
12%-15% growth in the replacement segment. ICRA expects the tyre industry to report a growth of 4%-8% over
the next three years, supported by pick up in auto OE demand across segment. Headwinds from the motorcycle
and tractor segments, weaker exports and Chinese imports would however persist over the next 12 months.

Size: Rs. 520 Billion (FY15)
Revenue CAGR (FY11 to FY15): 12.6%

® Tyre imports surge in 2014-15 led by sharp inflow of two wheeler (2W) tyres: Tyre imports, after recording a Segment mix (in tonnage): FY15

sequential annual decline of 5.5% during the period 2011-2014, grew by a sharp 19% (volumes) in 2014-15 led
primarily by surge in 2W tyres. ICRA expects the trend of rising imports to continue over the near term with
issues of capacity constraints in the 2W tyre segment and rerouting of US bound Chinese exports to India, with
the recent imposition of anti dumping duty on Chinese tyres in the US. Further, the anticipated spike in Truck
and Bus (T&B) imports in 2015-16 - with the February-15 sunset of the erstwhile Anti Dumping Duty (ADD) on
T&B imports —is also expected to drive imports.

® Tyre exports (value) de-grew by 0.7% for 2014-15; monthly volume trends suggest weakening demand in key
export destinations: Exports on the other hand, de-grew by 3%-6% (in volume) across segments owing to weak
off-take on the back of subdued global auto demand, especially in Africa and parts of Asia. The global shift
towards radials is also leading to a drop in exports as India primarily exports cross plys. ICRA expects 4%-5% de-
growth in tyre exports (value and volumes) from India during 2015-16, assuming stable currency levels. That
said, the levy of preliminary ADD by US on Chinese tyres may provide some opportunities for Indian tyre
exporters too.
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. . . . . . , . Product mix (in tonnage): FY15
® Large scale capital expenditure in full swing across several product categories: In line with our expectations,

the tyre industry witnessed commencement of several large scale capex programmes during 2015-16. ICRA
estimates that the industry is currently witnessing investments in projects worth over Rs. 56 billion — wherein
these capacities are likely to come on-stream over the next 12 — 24 months (full ramp up in the next 12-18
months following commercial production). Over the medium term, ICRA anticipates that, while TBR capacities
are expected to be absorbed in whole (gradually), utilising of redundant bias capacities could be a concern.

® Favourable input costs drive industry margins to all time high: The industry is currently experiencing one of
the best periods recording sharp expansion in profits driven by low input costs. While Natural Rubber (NR)
prices trended up in Q4 2014-15 following policy measures, they are currently trading lower at Rs. 120-130 (per
kg) levels. Crude linked derivatives such as synthetic rubber, carbon black and rubber chemicals too, despite
rising in line with in crude oil prices during Q1 2015-16, remain favourable. However, we expect the depleting
NR stock and demand driven inflation to lead to higher input costs over the next 12-18 months which would
lead to correction in profit margins to more sustainable levels.
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2015-16: Favourable outlook on demand; margins to correct to sustainable long term levels

Market is dominated by few large players, with MRF remaining the leader: Over the years, MRF has been the
dominant player in the country (estimated based on turnover) by virtue of its strong product capabilities apart
from focused branding efforts backed by a deep distribution network panning across India and steady exports.
However, several players (Apollo, JK and CEAT in particular) have challenged its market share in recent years
through prudent brand management backed by sizeable investments in product development / capacities.
Global majors like Goodyear and Bridgestone have also increased their share in India in recent years. Over the
medium term, ICRA expects the competitive intensity in the industry to rise with expected on-streaming of
several Greenfield and Brownfield capacities by domestic as well as international players.

Despite fall in realisations industry recorded expansion in profits in Q4 2014-15: During Q4 2014-15, the
industry posted a 2.6% and 0.6% YoY and sequential drop in revenues respectively as volume growth was
nullified by drop in realizations with tyre makers passing on benefits of softer input prices. With the correction
in input prices (both NR and other crude derivatives), the industry recorded a healthy operating and net
margins of 17.2% (up 340 bps) and 8.8% (up 550 bps) respectively.

Credit profile improves in 2014-15: For the fiscal 2014-15, the industry recorded a 6.9% YoY revenue growth
following 5.8% growth in the preceding fiscal. With the decline in NR prices, the industry wide operating and
net margins expanded by 50bs each to 14.3% and 6.4% respectively. Industry capital structure improved to 0.6x
in March 2015 (from 0.9x in March 2014) while on the coverage front, interest coverage improved from 5.9x to
6.9x and total debt to OPBDITA improved from 1.9x to 1.7x for the same period under comparison.

Outlook: Revenues expected to grow by 7%-8% in 2015-16; however profit margins are likely to correct: ICRA
expects the domestic tyre industry (revenues) to grow by 7%-8% during 2015-16, up from 5.7% during 2014-15.
These competitive pressures are likely to impact the margins going forward, particularly exports, as
manufacturers are forced to stay price competitive. ICRA expects operating margins to correct from 14.4% in
2014-15 to 13.9% in 2015-16 and further to 12.4% and 12.0% during 2016-17 as input prices start inching
upwards.

Global tyre industry to grow by 1%-2% during CY2015: Growth in the global automotive demand is expected
to moderate to 2.8% in CY2015, from 3.5% in CY2014, according to Moody’s Investor Services. While growth
prospects in India and USA are improving, European, China and other emerging markets are likely to see a
slowdown or de-growth in demand. As a consequence, ICRA expects the global tyre industry to grow by 1%-2%
in the current calendar year (CY2015).
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Industry growth Drivers
® Automobile demand

® Increasing radialisation with
strong thrust from OEMs

® Steady aftermarket demand

® Focus on geographical
diversification
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