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Balkrishna Industries Limited (BKT) is engaged in the manufacture of ‘Off Highway
Specialty Tyres’. The specialty tyres manufactured by ‘BKT’ is used in vehicles for
Agriculture, Industrial, Heavy Material Handling, Construction, Earth Moving
(OTR), Port, Mining, Forestry, Lawn & Garden Equipment along with All Terrain
Vehicles (ATV). BKT is headquartered in Mumbai. It was established in 1987, since
then ‘BKT’ has become a leading manufacturer of Off-Highway tyres having global
presence across 130 countries.

Key rationales for accumulating ‘BKT’:

1)

3)

4)

5)

The company is a global player in the Off-Highway tyre industry commanding
around 6% market share according to latest available update. It has four
subsidiaries in Europe and North America to assist in sales and marketing
activities covering around 130 countries worldwide through a network of
distributors to sell its products.

BKT has five state-of-the-art production facilities employing over 6000
people offering an extensive catalogue of over 2,300 products on Off-highway
tyres to meet customer (both manufacturer and end user) specification and
needs. It manufactures all types of Tractor, Machinery, Trailer, Dozer, Loader,
Dumper, Crane, Scraper, All Terrain Vehicles along with Lawn and Garden
equipment tyres.

The company operates in a segment which has high entry barrier. It takes
long period of around 2 % to 3 years to build a facility of around 1,50,000
MTPA for ‘Off Highway Specialty Tyres’. Large variety of product offering is
required while the business essentially remains a low volume one. Passenger
car or Commercial Vehicle tyre manufacturer are not competitors of ‘Off-
Highway Specialty Tyre’ manufacturer as both are distinctly different
segments.

‘BKT’ has undertaken massive green field capacity ramp up. It is in the process
of setting up a manufacturing facility of 1,40,000 MPTA at ‘Bhuj’, from which
partial production has already commenced . According to management around
80% of construction is over and entire facility will be available in next few
months. The company is presently sitting on a capacity of over 2,50,000 MTPA
which is likely to reach 3,00,000 MPTA in next few months on completion of
‘Bhuj’ facility.

Gross sales grew at a CAGR of over 22% in last three years outperforming
industry average growth of 4% to 5% by a wide margin in an otherwise tough
environment. Management seemed confident of maintaining revenue
growth run rate while improving on margins. Around 85% of total sales come
from exports. According to management ‘it was better product and
geographical mix which helped ‘BKT’ maintain high growth trajectory. Though
company’s product are priced higher than those coming from Chinese
factories; better product quality kept ‘BKT’ above Chinese competition.
Presently around 51% of revenue comes from Europe, 20% from America
and 29% from rest of world.
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6)

7)

8)

9)

10)

11)

12)

According to Management future growth be will largely come from America,
Emerging markets and India. In a 9 month period of FY’15 it is observed that share of
America’s contribution to revenue has increased while that of Europe has declined. It
appears to be a smart move on part of management to capture growth opportunities
in economies which are doing well enabling them to tide over slow down in Europe its
biggest market till date.

Going forward we expect domestic market to throw up significant growth
opportunities to companies like ‘BKT’. With ‘Make In India’ and ‘Make for India’
campaigns gaining traction BKT stands poised to reap benefits. Their new product
launches like all steel radial mining tyres, special puncture proof defense tyres and
solid tyres fits the bill perfectly in light of India’s landscape and Government’s resolve
to boost the pace of growth. As more mines are available for mining and defense
sector opens up it will lead to increased demand of Off-Highway specialty tyres from
both replacement and OEM markets.

The company did a remarkable job in Q3FY15 by posting Ebitda growth of 16% and
Pat growth of 6% on Y-o-Y basis considering the fact that around 51% of sales revenue
for 9MFY15 accrued from Europe (It was 53% in H1FY15) while its currency ‘Euro’
depreciated significantly during the period. Further, their key raw material rubber is
priced in USD which appreciated against INR in the same period. According to
management it was effective currency hedges taken in time which prevented
currency related losses. They have already in place their currency exposure hedged
for FY’16.

‘BKT’ enjoys strong cash flow situation. Its long term debt was at Rs. 1695 crores as
on 30% Sept’14 (Short Term Debt stood at Rs.694 crores) which increased to Rs. 1745
crores as on 31% Dec’14 implying an increase of Rs. 50 crores while its cash and
equivalents increased by Rs. 189 crores during the aforesaid period and expenditure
incurred in Bhuj plant increased from Rs. 2466 crores as on 30" Sept’14 to Rs. 2570 as
on 31 Dec’14 out of which Rs.1948 crores has been capitalized. Shareholder’s Fund
as on 30" Sept’14 stood at Rs. 2068 crores.

Going forward management is confident of not only maintaining Ebitda margin of
around 25% ( for 9MFY15 Ebitda margin was 25.70%) but also improving it through
operating efficiencies. Bhuj plant is a strategic fit to achieve higher operational
efficiency. The new plant will result in reduction of logistics, power and fuel costs as it
is located close to the Mundra port and also has a rubber mixing plant besides a captive
20MW power plant. Once fully functional which is expected in next 3 to 4 months the
company plans to utilize it at 100% capacity level. Management expects to achieve
overhead saving of around 2 to 3 percent through this.

Management has guided for sales volume of around 1,55,000 MT in FY’15 and
1,70,000 to 1,75,000 MT in FY’16. Further, according to management the benefits of
lower input cost of rubber and crude oil will largely come from Q4FY15 due to lag
effect. For 9MFY15 sales volume stands at 114,865 MT. Assuming the company delivers
on its guidance, we expect the company to post an EPS of around Rs. 51.52 in FY’15.

Assuming ‘BKT’ deliver sales volume of 1,75,000 MT as guided by management we
expect an EPS of Rs. 65.56 in FY’16 through improved blended realization, better
product mix, reduced overhead expenses for factors cited above after adjusting for
additional depreciation on full commissioning of Bhuj plant. The company has delivered
an Ebitda margin of 25.70% for 9MFY15, we have assumed an Ebitda margin of 25.63%
for FY15 while for FY16 we have assumed an Ebitda margin of 26.51%. Presently the
capacity utilization of company is around 55% to 60% and post completion of Bhuj
plantit is likely to remain in the same zone for FY16 going by management’s guidance
of achieving sales volume of 1,70,000 to 1,75,000 MT. However, benefits of operating
leverage will start playing out in full swing from FY17 onwards. Valuing the company
at P/E multiple of 15x for FY’16 the stock target price comes at Rs 983.

We recommend buy and accumulate on ‘BKT’ for a target price of Rs 983.

YE Ma

FY12A
FY13A
FY14A
FY15E
FY16E

rch (Rs. Crores) REVENUE  EBITDA PATEBITDA % PAT % EPS (Rs.) P/E (x)
3,017.00 516.00 269.00 | 17.10%| 8.92%| 27.48 | 24.55x
3,394.00 673.00 350.00 19.83%| 10.31% 36.20 18.64x
3,772.00 | 904.00 | 475.00 | 23.97%| 12.59%| 49.10 | 13.74x
3,776.81 968.00 | 497.91| 25.63%| 13.18%| 51.49 | 13.10x
4,531.00 | 1,201.00 634.00 | 26.51%| 13.99%| 65.56 | 10.29x

Source: BSE, NSE India, Capitaline, Company, IndiaNivesh Research
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Disclaimer: This report has been prepared by IndiaNivesh Securities Private Limited (“INSPL”) and published in accordance with the provisions of Regulation 18 of the Securities and Exchange Board of
India (Research Analysts) Regulations, 2014, for use by the recipient as information only and is not for circulation or public distribution. INSPL includes subsidiaries, group and associate companies,
promoters, directors, employees and affiliates. This report is not to be altered, transmitted, reproduced, copied, redistributed, uploaded, published or made available to others, in any form, in whole or
in part, for any purpose without prior written permission from INSPL. The projections and the forecasts described in this report are based upon a number of estimates and assumptions and are inherently
subject to significant uncertainties and contingencies. Projections and forecasts are necessarily speculative in nature, and it can be expected that one or more of the estimates on which the projections
are forecasts were based will not materialize or will vary significantly from actual results and such variations will likely increase over the period of time. All the projections and forecasts described in this
report have been prepared solely by authors of this report independently. None of the forecasts were prepared with a view towards compliance with published guidelines or generally accepted
accounting principles.

This report should not be construed as an offer to sell or the solicitation of an offer to buy, purchase or subscribe to any securities, and neither this report nor anything contained therein shall form the
basis of or be relied upon in connection with any contract or commitment whatsoever. It does not constitute a personal recommendation or take into account the particular investment objective,
financial situation or needs of individual clients. The research analysts of INSPL have adhered to the code of conduct under Regulation 24 (2) of the Securities and Exchange Board of India (Research
Analysts) Regulations, 2014. The recipients of this report must make their own investment decisions, based on their own investment objectives, financial situation or needs and other factors. The
recipients should consider and independently evaluate whether it is suitable for its/ his/ her/their particular circumstances and if necessary, seek professional / financial advice as there is substantial risk
of loss. INSPL does not take any responsibility thereof. Any such recipient shall be responsible for conducting his/her/its/their own investigation and analysis of the information contained or referred to
in this report and of evaluating the merits and risks involved in securities forming the subject matter of this report. The price and value of the investment referred to in this report and income from them
may go up as well as down, and investors may realize profit/loss on their investments. Past performance is not a guide for future performance. Actual results may differ materially from those set forth in
the projection.

Except for the historical information contained herein, statements in this report, which contain words such as ‘will’, ‘would’, etc., and similar expressions or variations of such words may constitute
‘forward-looking statements’. These forward-looking statements involve a number of risks, uncertainties and other factors that could cause actual results to differ materially from those suggested by the
forward-looking statements. Forward-looking statements are not predictions and may be subject to change without notice. INSPL undertakes no obligation to update forward-looking statements to
reflect events or circumstances after the date thereof. INSPL accepts no liabilities for any loss or damage of any kind arising out of use of this report.

This report has been prepared by INSPL based upon the information available in the public domain and other public sources believed to be reliable. Though utmost care has been taken to ensure its
accuracy and completeness, no representation or warranty, express or implied is made by INSPL that such information is accurate or complete and/or is independently verified. The contents of this report
represent the assumptions and projections of INSPL and INSPL does not guarantee the accuracy or reliability of any projection, assurances or advice made herein. Nothing in this report constitutes
investment, legal, accounting and/or tax advice or a representation that any investment or strategy is suitable or appropriate to recipients’ specific circumstances. This report is based / focused on
fundamentals of the Company and forward-looking statements as such, may not match with a report on a company’s technical analysis report. This report may not be followed by any specific event
update/ follow-up.

Following table contains the disclosure of interest in order to adhere to utmost transparency in the matter;

Disclosure of Interest S
1. | Details of business activity of IndiaNivesh Securities Private Limited (INSPL) INSPL is a Stock Broker registered with BSE, NSE and MCX - SX in all the major segments viz. Cash, F & O and
CDS segments. INSPL is also a Depository Participant and registered with both Depository viz. CDSL and NSDL.
Further, INSPL is a Registered Portfolio Manager and is registered with SEBI.

2. | Details of Disciplinary History of INSPL No disciplinary action is / was running / initiated against INSPL
3. | Research analyst or INSPL or its relatives'/associates' financial interest in the

subject company and nature of such financial interest No (except to the extent of shares held by Research analyst or INSPL or its relatives'/associates')
4. | Whether Research analyst or INSPL or its relatives'/associates' is holding the

securities of the subject company Yes

5. | Research analyst or INSPL or its relatives'/associates' actual/beneficial ownership of 1% or more
in securities of the subject company, at the end of the month immediately preceding the

date of publication of the document. No
6. | Research analyst or INSPL or its relatives'/associates' any other material conflict of interest

at the time of publication of the document No
7. | Has research analyst or INSPL or its associates received any compensation from the

subject company in the past 12 months No
8. | Has research analyst or INSPL or its associates managed or co-managed public offering of

securities for the subject company in the past 12 months No
9. | Has research analyst or INSPL or its associates received any compensation for investment banking

or merchant banking or brokerage services from the subject company in the past 12 months No

10. | Has research analyst or INSPL or its associates received any compensation for products or services
other than investment banking or merchant banking or brokerage services from the subject

company in the past 12 months No
11. | Has research analyst or INSPL or its associates received any compensation or other benefits

from the subject company or third party in connection with the document. No
12. | Has research analyst served as an officer, director or employee of the subject company No
13. | Has research analyst or INSPL engaged in market making activity for the subject company No
14. | Other disclosures No

INSPL, its affiliates, directors, its proprietary trading and investment businesses may, from time to time, make investment decisions that are inconsistent with or contradictory to the recommendations expressed
herein. The views contained in this document are those of the analyst, and the company may or may not subscribe to all the views expressed within. This information is subject to change, as per applicable law,
without any prior notice. INSPL reserves the right to make modifications and alternations to this statement, as may be required, from time to time.

Definitions of ratings

BUY. We expect this stock to deliver more than 15% returns over the next 12 months.

HOLD. We expect this stock to deliver -15% to +15% returns over the next 12 months.

SELL. We expect this stock to deliver <-15% returns over the next 12 months.

Our target prices are on a 12-month horizon basis.

Other definitions

NR = Not Rated. The investment rating and target price, if any, have been arrived at due to certain circumstances not in control of INSPL
CS = Coverage Suspended. INSPL has suspended coverage of this company.

UR=Under Review. Such e invest review happens when any developments have already occurred or likely to occur in target company & INSPL analyst is waiting for some more information to draw conclusion on
rating/target.

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.
NM = Not Meaningful. The information is not meaningful and is therefore excluded.
Research Analyst has not served as an officer, director or employee of Subject Company

One year Price history of the daily closing price of the securities covered in this note is available at www.nseindia.com and www.economictimes.indiatimes.com/markets/stocks/stock-quotes. (Choose name of
company in the list browse companies and select 1 year in icon YTD in the price chart)
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