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MRF - RESULT UPDATE 22N DECEMBER, 09

STOCK DETAILS

BSE Code 500290

Current Market Price Rs. 6,113.65

Market Capitalisation Rs. 25,928 mn

Face Value (Rs.) Rs.10/-

Book Value (Rs.) Rs. 3,239/-

52 WK High (BSE) Rs. 6,899/- (215t Dec 2009)
52 Wk Low (BSE) Rs. 1,501 /- (06t Mar 2009)

Standalone (Rs. in mn)

Particulars Q4 FY 09 Q4 FY 08 YoY Q3FY09 QoQ FY 09 FY 08 %

% change % change change
Net Sales 14,768 14,063 5% 14,382 2.68% | 56,728 | 50,469 | 12.4%
EBITDA 2,488 348 266% 2,514 | (1.03)% 6,914 4,109 | 68.3%
Margins (%) 16.8% 2.47% 580% 17% 12.19% 8.14% 49.7%
Depreciation (800) (515) 55.3% (606) 32% 2,493 1,695 47%
Interest (143) (201) (28.8)% (115) 24% 689 663 3.92%
Other 81 205 (60.4)% 88 (7.9)% 253 363 | (30.3)%
Income
PBT 1626 (163) 181% 1,881 | (13.5)% 3,985 2,114 89%
Tax (657.4) 117 (624) (1,455) 668
PAT 969 (46) 2206% 1,257 22.9% 2,530 1,446 74.9%
Margins (%) 6.53% (0.32)% 2140% 8.69% | (24.86)% 4.44% 2.84% 56%
No. of Equity 4.24 4.24 - 4.24 - 4.24 4.24 -
Shares (mn)
EPS 229 (10.84) 2213% 296 | (22.64)% 596 341 | 74.7%
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Consolidated (Rs. in mn)

Particulars FY 09 FY 08 % change
Net Sales 56,773 50,510 12.4%
EBITDA 6,905 4,106 68.1%
Margins (%) 12.1% 8.13% 4.88%
Depreciation (2,504) (1,702) 47.1%
Interest (690) (663) 4.07%
Other Income 251 361 (30.4)%
PBT 3,962 2,102 88.4%
Tax (1,455) (668) 117.8%
PAT 2,507 1,434 74.8%
Margins (%) 4.4% 2.82% 56%
No. of equity shares | 4.24 4.24 -

(mn)

EPS 591 338 74.8%
Q4 FY 09 Result analysis

1) Growth in Net Sales: Net sales of the company improved by 5% YoY to
Rs. 14,768 mn in Q4FY 09 on account of higher volumes. It was mainly on account of
sharp rebound in sale of vehicles due to revival in fortunes of Auto Industry.
Volumes would have been much higher but was affected on account of brief closure
of its units at Arakkonam, Tamil Nadu and Puducherry due to labour unrest.

2) EBITDA: Growth of 266% was seen in EBITDA of Q4 FY 09 on YoY basis. The rise

can be partially attributed to bleak Auto industry scenario in Q4 FY 08 as economy
was facing recessionary trends which resulted into lower sales and rubber prices
were at its peak leading to depressed EBITDA margins. The rise in YoY sales was
mainly due to low base effect.
On QoQ basis, EBITDA has declined by 130 basis points to Rs. 2,488 mn in Q4 FY 09
on account of higher raw material expenditure resulting due to higher rubber prices.
Last 2 months average rubber prices (Oct 09 and Nov 09) were ~Rs. 110.9 per Kg.
Currently the rubber prices are trading at Rs. 138.5 per kg.
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a) Future Outlook on EBITDA Margins:

Higher Input Costs to affect margins: Natural rubber and Nylon cord fabrics are
the most critical raw materials as it accounts for >50% of total raw material cost.

The prices of rubber have seen a spike from Rs. 106.50/- per kg (Sep 09) to Rs.
140/- (Dec 09). The current quarter PAT is on account of raw materials acquired in
Q3 FY 09 when rubber prices were low. MRF maintains an inventory cycle of ~60
days.

Raw Material Composition
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Source: Automotive Tyres Manufacturing Association
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Impact of Rubber Prices:

Particulars | Rubber Rice | Total Raw Material Expenditure | Net Profit
(Rs. per kg) (% of sales) Margin (%)

March -09 | Rs.73.8~ 56.68% 4.87%

June-09 | Rs.80.8~ — _ T53.48% 8.69%

Sep - 09 Rs.106.5  170.44% 6.53%

Source: Rubber Board of India, Company Results

Note: Effect of Raw Materials acquired would be seen in the results of the next quarter.
Raw materials acquired (rubber in Sept 09 at Rs. 106.5 per kg would be reflected in Results
of Dec - 09 and same would be the case with quarters from there onwards)

As raw materials constitute rubber, crude derivatives, a rise in these commodities will have
a negative impact on margins in the coming quarters. Although MRF is certain to raise the
prices of tyre products, it would be insufficient to offset the increase in raw material prices
which would affect the profitability.

Sequential fall in Net Profits: Net profit of the company (QoQ) has declined from
Rs. 1,257 mn to Rs. 969 mn in Q4 FY 09.

OUTLOOK

FY 09 and Q4 FY 09 results are very much in line with our expectations.

Particulars FY 09 Audited Results FY 09 Projections (Rs. in mn)
(Rs. in mn)

Net Sales 56,773 56,409

EBITDA 6,905 6,823

PAT 2,507 2,594

EPS 591 612

With the worst behind, MRF is expanding its capacities in all its factories to meet the
demand from OEMs and replacement market which would be reflected in coming quarters.
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Volume growth, raw material prices and ability of MRF to pass on the increased raw
material costs to its customers will determine its future profitability.

On account of all these above factors, we recommend “Partial booking of profits” for
investors with short/medium term horizon as rubber prices have increased by 38% from
Rs. 106.5 per kg (Sep 09) to Rs. 138/- per kg (Dec 09). Rubber constitutes ~50% of raw
material costs. Its impact likely to be felt in Q2FY10 bottomline. However, its impact is
likely to be partially offset by volume growth and increase in tyre prices.
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Disclaimer

This document is not for public distribution and has been furnished to you solely for your
information and must not be reproduced or redistributed to any other person. Persons into whose
possession this document may come are required to observe these restrictions. This material is for
the personal information of the authorized recipient, and we are not soliciting any action based
upon it. This report is not to be construed as an offer to sell or the solicitation of an offer to buy any
security in any jurisdiction where such an offer or solicitation would be illegal. It is for the general
information of clients and Associates of arm research. It does not constitute a personal
recommendation or take into account the particular investment objectives, financial situations, or
needs of individual clients. We have reviewed the report, and in so far as it includes current or
historical information, it is believed to be reliable though its accuracy or completeness cannot be
guaranteed. Neither arm research, nor any person connected with it, accepts any liability arising
from the use of this document. The recipients of this material should rely on their own
investigations and take their own professional advice. Price and value of the investments referred
to in this material may go up or down. Past performance is not a guide for future performance.
Certain transactions -including those involving futures, options and other derivatives as well as
non-investment grade securities - involve substantial risk and are not suitable for all investors.
Reports based on technical analysis centers on studying charts of a stock's price movement and
trading volume, as opposed to focusing on a company's fundamentals and as such, may not match
with a report on a company's fundamentals. Opinions expressed are our current opinions as of the
date appearing on this material only. While we endeavor to update on a reasonable basis the
information discussed in this material, there may be regulatory, compliance, or other reasons that
prevent us from doing so. Prospective investors and others are cautioned that any forward-looking
statements are not predictions and may be subject to change without notice. Our proprietary
trading and investment businesses may make investment decisions that are inconsistent with the
recommendations expressed herein. We and our affiliates, officers, directors, and employees may:
(a) from time to time, have long or short positions in, and buy or sell the securities thereof, of
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 advisor or lender / borrower to such
company (ies) or have other potential conflict of interest with respect to any recommendation and
related information and opinions. The analyst for this report certifies that all of the views
expressed in this report accurately reflect his or her personal views about the subject company or
companies and its or their securities, and no part of his or her compensation was, is or will be,
directly or indirectly related to specific recommendations or views expressed in this report. No
part of this material may be duplicated in any form and/or redistributed without arm research’s
prior written consent.




