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Revenue disappoints

MRF posted weak topline growth of 8.1% YoY at ¥ 38.6 bn for the quarter
ended Q1FY19 along with gross and EBITDA margins of 39.8% and 15.4%
respectively. The gross and EBITDA margins for the quarter Q1FY19
improved by 735 bps and 773 bps respectively on an unfavorable period of
Q1FY18. We believe the pressure in the top line growth for MRF was due
to the increasing intensity of competition in the tyre space where realizations
per unit would have declined and unfavorable product mix due to increasing
demand from the CV segment. The stock has corrected nearly 10% in the
last 1 month and hence we reiterate our Accumulate rating with a target
price of ¥ 81,712,

Product mix / realizations to improve

We believe that MRF has relied on the strategy to keep its focus in all
categories rather than being over dependent on any one segment like CV.
As of now, CV segment growth is the highest as of now and this segment
comes with lower margin profile as compared to 2W and 4W tyres. However,
MRF will take steps to improve realization in this segment through product
innovation and new launches.

Competition to be negated by brand equity

With all the major player currently in the capex mode and capacity building
in the domestic market, the competition intensity in the sector is expected to
intensify. However, we feel that MRF will ride on its brand equity and get
back to top line growth with higher margin profile. Interesting thing will be to
watch how the other key players react especially in the CV segment on
pricing front.

Valuation

MRF is expected to bounce back on the revenue growth front with new
product offerings and increased marketing efforts. Although lower top-line
growth is expected to put some pressure on the stock, the higher
comparative margins will help protect the downside. Leadership position in
the high margins segments will enable MRF to protect valuations. We
reiterate our Accumulate rating with a target price of ¥ 81,712.

Q1FY19 Result X Mn)
Particulars
Net Sales

Q1FY19
38,556

QIFY18 YoY (%) Q4FY18 QoQ (%)

NPM (%) 6.8 3.0 8.9
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Valuation (x)

FY18 FY19E FY20E

P/E 28.9 20.5 16.4
EV/EBITDA 14.5 10.9 8.7
ROE 12.0 14.9 17.2
ROCE 16.3 19.6 22.6

Estimates (X mn)
FY18 FY19E FY20E

NetSales 147,291 164,523 185,911
EBITDA 22,699 29,297 35,428
PAT 118,290 127,941 144,250
EPS ) 2,576 3,632 4,540
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Exhibit 2: Revenue Growth (YoY %)

Exhibit 1: Net Sales (X mn)
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Exhibit 4: Gross Profit Growth (YoY %)

Exhibit 3: Gross Profit (X mn)
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Exhibit 6: EBITDA Margin (%)

Exhibit 5: EBIDTA (% mn)
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Exhibit 8: Net Profit Margin (%)

Exhibit 7: Net Profit (X mn)
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Income Statement & mn)

Cash Flow & mn)

Particulars Marl7 Marl8 Marl9E Mar20E  Particulars Marl7 Marl8 Marl9E Mar20E
Net Sales 131,865 147,291 164,523 185,911 Profit before tax 20,664 16,019 22,318 27,895
Other Operating Rev 657 929 975 1,024  Depreciation & w.o0. 6,092 7,053 8,054 8,954
Total Income 132,522 148,219 165,498 186,935 Net Interest Exp 2,455 2,452 1,807 1,517
Total Expenditure 106,598 125,520 136,201 151,507  Direct taxes paid (6,153) (5,096) (6,919) (8,647)
Cost of Material Consumed 74,994 90,679 96,082 106,899  Change in Working Capital (1,633) 5,405 (4,640) (720)
Employees Benefit Exp. 9,831 10,747 11,821 13,003  Other (3,523)  (418)  (886) (1,050)
Other Expenses 21,772 24,095 28,298 31,605 (A)CFfrom Opt. Activities 17,902 25,415 19,734 27,949
EBIDTA (Excl. OI) 25,924 22,699 29,297 35,428 Capex (6,823) (8,196) (3,712) (11,000)
EBIDTA (Incl. Ol) 29,210 25,524 32,179 38,367 Free Cash Flow 11,078 17,219 16,023 16,949
Other Income 3,286 2,825 2,881 2,939 Inc./ (Dec.) in Investments (3,212) (8,000) (2,710) (2,873)
Interest 2,455 2,452 1,807 1,517 Other (3,904) (3,627) 54 60
Depreciation 6,092 7,053 8,054 8,954  (B) CF from Invt. Activities (13,939) (19,822) (6,368) (13,813)
PBT & EO ltems 20,664 16,019 22,318 27,895 Inc./(Dec.) in Debt (1,717) (2,336) (4,014) (1,204)
Tax 6,153 5,096 6,919 8,647 Interest exp net (2,455) (2,452) (1,807) (1,517)
Net Profit 14,511 10,923 15,400 19,248  Dividend Paid (Incl. Tax) (496) (298) (496) (744)
Other 1,716 (1,303) 0 0
Balance Sheet  mn) (C) CF from Financing (2,953) (6,388) (6,317) (3,466)
Particulars Marl7 Marl8 Marl19E Mar20E  Net Change in Cash 1,010 (796) 7,050 10,670
Sources of Funds Opening Cash balances 774 1,784 988 8,038
Equity Capital 42 42 42 42  Closing Cash balances 1,784 988 8,038 18,708
Securities Premium 94 94 94 94
Other Reserves 85,308 95,905 110,809 129,312 Important Ratios
Net Worth 85,444 96,042 110,945 129,449 Particulars Marl7 Marl8 Marl9E Mar20E
Secured Loans 11,011 7,865 5,898 5,309 (A) Measures of Performance (%)
Unsecured Loans 7,383 8,193 6,145 5,530  Gross Margin 43.4 38.8 41.9 42.8
Loan Funds 18,394 16,058 12,043 10,839 EBIDTA Margin (excl. O.1.) 19.6 15.3 17.7 19.0
Deferred Tax Liability 5,012 6,190 4,952 3,962 Interest/ Sales 1.9 1.7 11 0.8
Total Capital Employed 108,850 118,290 127,941 144,250 Tax/PBT 29.8 31.8 31.0 31.0
Applications of Funds Net Profit Margin 10.9 7.4 9.4 10.4
Gross Block 67,131 79,490 89,490 99,490 (B) As Percentage of Net Sales
Less: Acc. Depreciation 12,256 18,737 26,791 35,746  Cost of materials consumed 58.2 60.7 58.4 57.5
Net Block 54,876 60,753 62,699 63,745 Employee Benefits Expense 75 16.4 17.2 17.0
Capital Work in Progress 8,470 10,788 4,500 5500  Other Expenses 16.5 16.4 17.2 17.0
Investments 37,169 45,168 47,878 50,751 (C) Measures of Financial Status
Current Assets, Loans & Advances Debt / Equity (x) 0.2 0.2 0.1 0.1
Inventories 23,929 21,721 27,946 30,561 Interest Coverage (x) 11.9 10.4 17.8 25.3
Sundry Debtors 19,600 21,359 23,439 25,467  Avg. Cost Of Debt (%) 12.8 14.2 12.9 11.7
Cash and Bank Balance 2,744 1,394 8,038 18,708 Debtors Period (days) 54.3 52.9 52.0 50.0
Loans and Advances 81 49 52 54  Closing stock (days) 66.2 53.8 62.0 60.0
Other Current Assets 2,383 1,785 1,607 1,446  Inventory Turnover Ratio (x) 5.5 6.8 5.9 6.1
sub total 48,737 46,308 61,081 76,236  Fixed Assets Turnover (x) 2.0 1.9 1.8 1.9
Less: Current Liabilities & Provisions WC Turnover (x) 15.8 93.2 12.8 7.7
Current Liabilities 37,820 41,772 45,114 48,723 Non Cash WC(® Mn) 5,591 186 4,826 5,546
Provisions 2,681 2,956 3,103 3,259 (D) Measures of Investment
sub total 40,402 44,728 48,218 51,982 EPS(R) 3,422 2,576 3,632 4,540
Net Current Assets 8,336 1,580 12,864 24,254 CEPS () 4,859 4,240 5532 6,651
Total Assets 108,850 118,290 127,941 144,250 DPS (R.) 100.0 60.0 100.0 150.0
E — Estimates Dividend Payout (%) 2.9 2.3 2.8 3.3
Profit Ploughback (%) 97.1 97.7 97.2 96.7
Book Value %.) 20,152 22,651 26,166 30,530
ROANW (%) 18.5 12.0 14.9 17.2
ROACE (%) 22.7 16.3 19.6 22.6
Fixed Asset Turonver 2.4 2.4 2.6 2.9
(E) Valuation Ratios
CMP R.) 74,346 74,346 74,346 74,346
P/E (x) 21.7 28.9 20.5 16.4
Market Cap. (. Mn.) 315,227 315,227 315,227 315,227
MCap/ Sales (x) 2.4 2.1 1.9 1.7
EV . Mn.) 330,877 329,891 319,233 307,359
EV/Sales (x) 25 2.2 1.9 1.7
EV/EBDITA (x) 12.8 14.5 10.9 8.7
P/BV (X) 3.7 3.3 2.8 2.4
Dividend Yield (%) 0.1 0.1 0.1 0.2

E — Estimates
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DART RATING MATRIX
Total Return Expectation (12 Months)

Buy > 20%
Accumulate 10 to 20%
Reduce 0to 10%
Sell < 0%
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Analyst(s) Certification

The research analyst(s), with respect to each issuer and its securities covered by them in this research report, certify that: All of the views
expressed in this research report accurately reflect his or her or their personal views about all of the issuers and their securities; and No part
of his or her or their compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this
research report.

I. Analyst(s) and Associate (S) holding in the Stock(s): (Nil)

1. Disclaimer:

This research report has been prepared by Dolat Capital Market Private Limited. to provide information about the company(ies) and sector(s),
if any, covered in the report and may be distributed by it and/or its affiliated company(ies) solely for the purpose of information of the select
recipient of this report. This report and/or any part thereof, may not be duplicated in any form and/or reproduced or redistributed without the
prior written consent of Dolat Capital Market Private Limited. This report has been prepared independent of the companies covered herein.
Dolat Capital Market Private Limited. and its affiliated companies are part of a multi-service, integrated investment banking, brokerage and
financing group. Dolat Capital Market Private Limited. and/or its affiliated company(ies) might have provided or may provide services in respect
of managing offerings of securities, corporate finance, investment banking, mergers & acquisitions, financing or any other advisory services
to the company(ies) covered herein. Dolat Capital Market Private Limited. and/or its affiliated company(ies) might have received or may
receive compensation from the company(ies) mentioned in this report for rendering any of the above services. Research analysts and sales
persons of Dolat Capital Market Private Limited. may provide important inputs to its affiliated company(ies) associated with it. While reasonable
care has been taken in the preparation of this report, it does not purport to be a complete description of the securities, markets or developments
referred to herein, and Dolat Capital Market Private Limited. does not warrant its accuracy or completeness. Dolat Capital Market Private
Limited. may not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information
contained in this report. This report is provided for information only and is not an investment advice and must not alone be taken as the basis
for an investment decision. The investment discussed or views expressed herein may not be suitable for all investors. The user assumes the
entire risk of any use made of this information. The information contained herein may be changed without notice and Dolat Capital Market
Private Limited. reserves the right to make modifications and alterations to this statement as they may deem fit from time to time. Dolat Capital
Market Private Limited. 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. This report is neither an offer nor solicitation of an offer to buy and/or sell any
securities mentioned herein and/or not an official confirmation of any transaction. This report is not directed or intended for distribution to, or
use by any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which would subject Dolat Capital Market Private Limited. and/or its
affiliated company(ies) to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not
be eligible for sale in all jurisdictions or to a certain category of investors. Persons in whose possession this report may come, are required to
inform themselves of and to observe such restrictions.

For U.S. Entity/ persons only: This research report is a product of Dolat Capital Market Private Limited., which is the employer of the
research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are resident outside the
United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise
comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and trading
securities held by a research analyst account.

This report is intended for distribution by Dolat Capital Market Private Limited. only to "Major Institutional Investors" as defined by Rule 15a-
6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange
Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then
it should not act upon this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted
onward to any U.S. person or entity.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to
conduct certain business with Major Institutional Investors, Dolat Capital Market Private Limited. has entered into an agreement with a U.S.
registered broker-dealer Ltd Marco Polo Securities Inc. ("Marco Polo"). Transactions in securities discussed in this research report should be
effected through Marco Polo or another U.S. registered broker dealer/Entity as informed by Dolat Capital Market Private Limited. from time to
time.
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