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JK Tyre

3QFY2008 Result Update

Performance Highlights

®  Top-line growth at 17.7% in 3QFY2008: JK Tyre & Industries’ (JK)
Top-line grew 17.7% yoy to Rs849.1lcr (Rs721.7cr) in 3QFY2008. This
increase was on the back of an 8.8% increase in tonnage and the rest of the
growth came on account of higher realisations. We expect better performance
in Top-line next quarter on account of the price hike taken by the company.

® EBITDA Margin falls by 84bp: While the company reported good
Top-line growth, Margins declined on account of high rubber prices, which
constitutes 53% of the raw material cost. EBITDA Margins were down by 84bp.
Margins also took a hit during the quarter because of the increase in Staff
costs, which went up by 22%.

B Bottom-line remains flat: The company’s Bottom-line remained flat at
Rs20.2cr (Rs20.2cr). This was on account of lower Margins and higher Tax
rate of 40.2% (35.4%). The company is still well placed this quarter v/s its
peers like MRF, which has reported a 25% decline in Profits and CEAT, which
has reported a loss. Moreover, JK hiked its tyre prices in July by
5-7% in line with the other industry players. We believe this will act as a
cushion against the surge in raw material prices and mitigate the Margin
pressures to some extent.
®  Acquires Mexican Tyre company: Acquisition of the Mexican tyre firm,
Tornel, at Rs270cr and which clocked Top-line of Rs800cr in CY2007, is
expected to increase JK's size further. The company has also lined up
expansion plans worth Rs480cr, which is expected to propel its future
growth.

Key Financials

Y/E Sept (Rs cr) FY2006 FY2007 FY2008E FY2009E
Net Sales 2,589.8 2,795.1 3,258.3 3,609.0
% chg 24.6 7.9 16.6 10.8
Net Profit 17.0 66.7 78.5 68.2
% chg (2.6) 293.0 17.7 (13.2)
OPM (%) 5.8 9.1 8.4 7.6
EPS (Rs) 3.9 21.7 19.1 16.6
P/E (x) 24.6 4.4 5.0 5.8
P/BV (X) 0.5 0.6 0.5 0.5
RoE (%) 2.9 12.5 10.7 8.6
RoCE (%) 5.2 11.5 10.6 9.6
EV/Sales (x) 0.5 0.5 0.4 0.4
EV/EBITDA (X) 9.0 5.3 4.9 4.9

Source: Company, Angel Research
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Key Developments — FY2008

In June 2008, JK's Board of Directors approved a 1:3 Rights issue at Rs85 per share
including premium of Rs75 per share. The Rights issue will result in 33% equity dilution of
the company.

The company's subsidiary, Sunrise Hold Co. Mexico, S.A. DE C.V. has acquired 100%
holding and management control of Mexican Tyre Company Empresas Tornel, S.A. DE
C.V. along with its subsidiaries (Tornel Group) for a consideration of Rs270cr. The
acquisition formalities were completed during this quarter. Not much data has been
disclosed about this company except that it has a capacity of 230tpd and did an annual
turnover of Rs800cr in CY2007, with a marginal loss.

Rubber prices account for around 60% of the cost of tyres and have been steadily rising in
the past few months. JK Industries has also increased its product prices for the
non-commercial vehicles in the third week of July 2008.

Outlook and Valuation

Operating Margins of the company are highly sensitive to the changes in raw material
costs. Raw materials constituted approximately 66.3% of the company’'s Net Sales in
FY2007. Petroleum-based raw materials and natural rubber constituted approximately
90% of the company’s total raw material costs. In the past two years, these costs have
been escalating rapidly and have been the single most important factor affecting JK’'s
Operating Profits. Going ahead, any increase in the cost of the raw materials could impact
the company’s Margins if they are not passed on.

The Tyre industry is facing tough times on account of the increase in the cost of raw
materials, particularly natural rubber and petroleum-based raw materials. Although the raw
material prices have increased considerably, JK was not able to entirely pass on the
increases to its customers during the quarter due to the highly competitive markets. This
resulted in OPMs declining. The company however, hiked the tyre prices in July in line
with the other players.

We expect the company to post a CAGR of 13.3% in Revenue and 4.2% in PAT over
FY2007-09E. We expect Margins to contract by 130bp owing to increased prices of
Rubber and Petroleum-based raw material. The stock is currently trading at FY2009E
EV/Sales of 0.4x and EV/EBITDA of 4.9x. We maintain a Buy on the stock, with a
Target Price of Rs133.
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Exhibit 1: 3QFY2008 Performance

Y/E Sept (Rs cr) 3QFY2008 3QFY2007 % chg 9MFY2008 9MFY2007 % chg
Net Sales 849.1 721.7 17.7 2,401.9 2,126.0 13.0
Consumption of RM 564.5 475.3 18.8 1,571.6 1,425.3 10.3
(% of Sales) 66.5 65.9 65.4 67.0

Purchase of Finished Goods 13.9 - 36.8 12.9 184.4
(% of Sales) 1.6 - 15 0.6

Staff Costs 51.8 42.4 22.1 147.7 125.0 18.1
(% of Sales) 6.1 5.9 6.1 5.9

Other Expenses 144.0 134.3 7.2 419.0 383.8 9.2
(% of Sales) 17.0 18.6 17.4 18.1

Total Expenditure 774.2 652.0 18.7 2,175.0 1,947.0 11.7
Operating Profit 74.9 69.7 75 226.9 179.0 26.8
OPM (%) 8.8 9.7 9.4 8.4

Interest 25.8 224 14.8 73.1 64.3 13.8
Depreciation 181 18.9 (3.8) 56.8 56.7 0.2
Other Income 29 29 11 9.4 8.0 18.4
PBT (excl. Extr. Items) 33.9 31.2 8.4 106.4 66.0 61.3
Extr. Income/(Expense) - - - -

PBT (incl. Extr. Items) 33.9 31.2 8.4 106.4 66.0 61.3
(% of Sales) 4.0 4.3 4.4 3.1

Provision for Taxation 13.6 11.0 23.4 41.4 23.8 73.6
(% of PBT) 40.2 354 38.9 36.1

Reported PAT 20.2 20.2 0.2 65.0 42.1 54.4
PATM (%) 2.4 2.8 2.7 2.0

Equity shares (cr) 30.8 30.8 30.8 30.8

EPS (Rs) 6.6 6.6 21.1 13.7

Adj PAT 20.2 20.2 0.2 65.0 42.1 54.4

Source: Company, Angel Research
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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.

Opinion expressed is our current opinion 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.

The information in this document has been printed on the basis of publicly available information, internal data and other reliable sources believed to be true and are for general guidance only. While every
effort is made to ensure the accuracy and completeness of information contained, the company takes no guarantee and assumes no liability for any errors or omissions of the information. No one can use
the information as the basis for any claim, demand or cause of action.

Recipients of this material should rely on their own investigations and take their own professional advice. Each recipient of this document should make such investigations as it deems necessary to arrive
at an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult their own advisors to determine the
merits and risks of such an investment. 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 -
futures, options and other derivatives as well as non-investment grade securities - involve substantial risks 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.

We do not undertake to advise you as to any change of our views expressed in this document. While we would endeavor to update the information herein on a reasonable basis, Angel Broking, its
subsidiaries and associated companies, their directors and employees are under no obligation to update or keep the information current. Also there may be regulatory, compliance, or other reasons that
may prevent Angel Broking and affiliates 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.

Angel Broking Limited and affiliates, including the analyst who has issued this report, may, on the date of this report, and from time to time, have long or short positions in, and buy or sell the securities of
the companies mentioned herein or engage in any other transaction involving such securities and earn brokerage or compensation or act as advisor or have other potential conflict of interest with respect
to company/ies mentioned herein or inconsistent with any recommendation and related information and opinions.

Angel Broking Limited and affiliates may seek to provide or have engaged in providing corporate finance, investment banking or other advisory services in a merger or specific transaction to the companies
referred to in this report, as on the date of this report or in the past.
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Buy (Upside > 15%) Accumulate (Upside upto 15%) Neutral (5 to -5%)
Reduce (Downside upto 15%) Sell (Downside > 15%)
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