Indian Tyre Industry

EXECUTIVE SUMMARY

Domestic demand to witness healthy 9 — 10 per cent growth on long term basis

Radial tyre demand is at inflection point and set to spurt in T&B category

Investment of around US $1.9 — 2.2 billion expected in next 5 years in capex

Capacity utilisation levels to remain strong

EBDITA margins are expected to remain under pressure

Challenging time ahead for the industry

SECTION I: INDUSTRY OUTIOOK

OUTIOOK ON DOMESTIC MARKET

Domestic market is expected to grow at a CAGR of 9 — 10 per cent till FY15

OEM demand to grow at a CAGR of 11 per cent

Cars & Jeep category to push growth in OEM offtake

Replacement demand is expected to grow at a CAGR of 8 per cent

Dominant T&B category to witness lower growth than the overall replacement demand

MAV operator can save around Re 1 per km by switching over to radial tyres

Radial tyres production in T&B category to increase by 50 per cent till FY15

Aggressive expansion lined up in T&B radial tyre category

......... Supply constraints may ease out

Imports is expected to gradually slow down

Exports to take backseat due to strong growth in domestic demand

OUTIOOK ON PROFITABIUTY

Top-line to remain healthy

EBITDA margins to remain under strain on the back of rise in input cost

Investment of around Rs. 8,000-10,000 crore expected in next 4-5 years

Rising input prices — A concern for the industry

Net cash accruals to witness drop in next two years, while interest coverage to decline
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SECTION II: INDUSTRY BASICS

EVOWTION OF THE INDUSTRY

Inception phase (1920 — 1935)

Developmental phase (1935 — 1960)

Restriction phase (1961 — 1991)

Modernisation phase (1991 onwards)

TYRE BASICS

Structure of the tyre

Tread

Casing ply

Sidewalls

Bead

Performance parameters of tyres

Tyre inflation

Rolling resistance

Tyre noise

Tyre technology

INDUSTRY SEGMENTS

Vehicle Categories

Commercial usage

Personal usage

Markets

Original Equipment Manufacturers (OEMSs)

Replacement Demand

Exports

Design

Cross-ply tyres
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Radial Tyres

PLAYERS AND COMPETITION

Most of the players have their respective areas of strength

HHI indicated diversity in player concentration ratio between segments and industry

Apollo continued to dominate T&B category

Apollo surpassed MRF to become leader in car & jeep category

MRF continued to hold leadership position in LCV category

MRF dominated two and three wheeler category tyres

Goodyear remained market leader in tractor tyres

MRF, CEAT and JK are the market leaders in OTR category

Tyre demand registered strong growth in FY10

T&B category witnessed strong push owing to recovery in freight demand

Passenger cars & jeep category sales were led by favourable financing options

Two-wheeler tyre category also benefited from recovery in consumer spending

Tractor category witnessed sharp jump after decline in FY08 and FY09

Export market gaining importance

Strong demand from domestic market impacting exports

SUPPLY

Strong revival in automobile demand cropped up supply constraint in tyre industry

Higher utilisation level ensured better pricing power with tyre manufacturers

Domestic supply constraints driving tyres imports

Cars and T&B categories dominated overall imports.

China continues to dominate overall imports

Imposition of anti-dumping — A respite for the industry, but not for long

COST ANALYSIS

Raw material cost

Rubber

Nylon Tyre Cord Fabric (NTC)
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Carbon Black

Employee Cost

Energy Cost

Selling and Distribution (S&D) Cost

Operating margins

Quarterly performance

CREDIT PROFILE

Return on capital employed impacted due to lower profitability in FY09

Debt-Equity ratio witnessed a steady decline

Working capital management

PDOMESTIC PLAYER PROFILES

Apollo Tyres Ltd.

CEAT Ltd.

JK Tyres Ltd.

MRF Ltd.

SECTION 111: ANNEXURES

Category wise Tyre Production — FY04-FY10 (Units in mn)

Category wise Replacement Market offtakes — FY04-FY10 (Units in mn)

Category wise OEM offtakes — FY04-FY10 (Units in mn)

Category wise Exports — FY04-FY10 (Units in mn)

Category Wise Estimates for Cross-ply and Radial tyre as % of total tyre Production

Category Wise Passenger Vehicle Production (units)

Category Wise MHCV and LCV Production (units)

Category Wise Two Wheelers and Three wheelers Production (units)

Category Wise Tractor Production (units)
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UST OF CHARTS

Expected growth in domestic tyre industry-OEM and Replacement

Expected growth in domestic tyre industry-Category wise

Growth in the penetration of radial tyres in T&B category production

Estimated demand — supply gap in T&B radial tyre market in FY15

Estimated trend in utilisation levels

Outlook of domestic tyre industry

Segment wise outlook on OEM offtake (in tonnes)

Segment wise outlook on replacement off-take (in tonnes)

Projected rise of T&B radial tyre production

Estimates on breakeven point for the initial cost difference between radial and cross-ply

Evolution of radialisation in different countries

Expected demand and supply scenario in T&B radial tyres

Projected growth in tyre imports

Projected growth in tyre exports

Outlook on Indian Tyre Industry

Expected growth in rubber prices

Segment-wise share in commercial usage (in tonnage) for FY10

Segment-wise share in personal usage (in tonnage) for FY10

Share of OEM in total production for FY10 (in tonnage)

Segment-wise share in OEM’s unit production for FY10 (per cent)

Segment-wise share in OEM'’s tonnage production for FY10 (per cent)

Share replacement (in tonnage) for FY10

Segment-wise share in replacement’s unit production for FY10

Segment-wise share in replacement’s tonnage production for FY10

Segment-wise share in exports for FY10 (in units)

(’/A@E Research B



Indian Tyre Industry

Segment-wise share in exports for FY10 (in tonnes)

Proportion of cross-ply tyres in key segments (in tonnage) for FY10

Segment wise share in demand of radial tyres (in tonnage) for FY10

Player-wise market share in FY10 (units)

Player-wise market share in FY10 (tonnes)

Herfindahl Hirschman Index (HHI) for different segments in tyre industry

Player-wise market share (%) - T&B tyres

Player-wise market share (%) Cars and Jeep Tyres

Player-wise market share (%) - LCV Tyres

Player-wise market share (%)- Two Wheeler and Three Wheeler Tyres

Player-wise market share (%)- Tractors Tyres

Player-wise market share (%) - OTR

Structure of a cross-ply tyre

Tyre Inflation

Trend in exports growth (Value in cr)

Trend in exports growth (units)

Trend in utilisation levels

Trend in imports (in units)

Trend in imports (in value)

Trend in realization

Trend in imports realisation of Chinese Tyres

Consumption of raw materials in industry (MT)

Annual trend in natural rubber prices

Monthly trend in natural rubber prices

Trend in NTC production (MT)

Trend in Carbon Black production (MT)
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Trend in ROCE

Trend in sales and assets

Trend in Debt-Equity and Interest coverage

UST OF TABLES

Cost economics for radial and cross-ply tyres

Key financial indicators-FY08 to FY12F

Trend in demand (in tonnes) in T&B and LCV tyres

Trend in demand (in tonnes) - Cars and Two wheeler tyres

Trend in demand (in tonnes) Tractor Front and Tractor Rear

Category-wise exports trend (in tonnes)

Estimated Installed Capacity Trends (Units in mn)

Key aggregates of the industry (units in million)

Trend in Automotive Tyres Imports

Top 10 countries from which India imports tyres

Trend in Natural Rubber production, consumption and exports

Trend in domestic PBR production and consumption (MT)

Raw material cost as a percentage to sales (%)

Employee cost as a percentage to sales (%)

Energy cost as a percentage to sales (%)

S&D cost as a percentage to sales (%)

Operating margins (%)

Key financial indicators (9 monthly)-Overall Industry

Key Financial indicators-FY04 to FY09

Apollo Tyre: Quarterly Financials
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CEAT: Quarterly Financials

JK Tyres: Quarterly Financials

MRF: Quarterly Financials

UST OF EXHIBITS

Evolution of Tyre Industry

Industry segmentation

Manufacturing process

Demand drivers for T&B and LCV category tyres

Demand drivers for Cars, Jeeps and Two-wheeler category tyres
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According to CARE Research, the domestic tyre industry is on a brink of a major structural change. T&B
which is a dominant segment in terms of tonnage is witnessing a gradual rise in the proportion of radial
tyres. Going by the global trend it seems that the radial tyre demand in India is at inflection point and with
almost 97 — 98 per cent of the passenger car tyre production has been radialised, T&B tyre category is
the next major category to witness spurt in the demand for radial tyres. And with improvement in road
infrastructure and better cost economics the proportion of radial tyres in T&B category is expected to
expand by around seven times from the current levels. Sighting this opportunity, almost all the expansion

plans for T&B category tyres are for radial category tyres.

This report is divided into four section, Section | presents CARE Research’s outlook on domestic offtakes
as well as exports and imports of tyres for next five years till FY15. This section also provides insights on
the growth in penetration levels of radial tyres in truck and buses tyre category and has also studied
about the comparative cost advantage of radial tyres over cross-ply. Section Il provides insight of the
industry encompassing its size, segments, characteristics, trend analysis of domestic market, export
market, competition and imports. Section Ill provides a shapshot of financial as well as operational
performance of the four leading players in the industry, while Section IV contains data points on category
wise tyre production in OEM as well as replacement market. It also provides production data of key
automobile segments.

The subscription to this report includes half yearly updates and any other releases, including Impact

reports on the Indian Tyre Industry for the next 1 year from the date of subscription.

Kindly click on the link below to subscribe a copy of the same

http://www.careratings.com/content/ResourceCenter/IndustryReport.aspx

For any queries regarding the content and scope of the report kindly reach us at

careresearch@careratings.corn
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DISCLAIMER

This report is prepared by CARE Research, a division of Credit Analysis & REsearch Limited [CARE]. CARE Research has taken
utmost care to ensure accuracy and objectivity while developing this report based on information available in public domain.
However, neither the accuracy nor completeness of information contained in this report is guaranteed. CARE Research operates
independently of ratings division and this report does not contain any confidential information obtained by ratings division, which
they may have obtained in the regular course of operations. The opinion expressed in this report cannot be compared to the rating
assigned to the company within this industry by the ratings division. The opinion expressed is also not a recommendation to buy,

sell or hold an instrument.

CARE Research is not responsible for any errors or omissions in analysis/inferences/views or for results obtained from the use of
information contained in this report and especially states that CARE (including all divisions) has no financial liability whatsoever to
the user of this product. This report is for the information of the intended recipients only and no part of this report may be published

or reproduced in any form or manner without prior written permission of CARE Research.
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