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CEAT to acquire Camso brand from Michelin

CEAT (CEAT IN) has acquired 100% stake in Camso’s ‘off-highway construction bias
tyre and tracks’ business from Michelin in an all-cash deal at an enterprise value of
USD 225mn. The deal will be funded via debt (~70%) and internal accruals. As per the
deal, the Camsobrand will be permanently assigned to CEAT across categories after a
three-year licensing period. Camsois a premium brand in construction equipment tyre
and tracks, with presence in the EU and North American aftermarket and OE segments.
The deal is expected to be completed by QIFY26.

Camso deal — Key highlights: The relevant business of Camso posted a revenue of USD
213mn in CY23, with double-digit EBITDA margin, as per the management. CEAT will

acquire Camso’s off-highway construction bias tyre and tracks business from Michelin
in an all cash deal at an enterprise value of USD 225mn, implying an EV/sales multiple of

1.05x CY23. Camso posted total revenue of ~USD 1.2bn and was acquired by Michelin in
CY18, for a total EV of USD 1.36bn. In terms of market share, Camsoenjoys second position
in the construction market tyre and tracks business, wherein CEAT does not have
presence. As per Michelin, the deal is valued at 4.6x CY23 adjusted EBITDA.

Key rationale for the acquisition: The deal rationale as per management were 1)
expanding product portfolio in the high-margin off-highway tyres (OHT) and tracks
segments (this includes agriculture tyres and tracks, harvester tyres and tracks, power
sports tracks and material handling tyres, wherein CEAT has low presence). 2) Camso
will give CEAT the ability to widen its product base into tracks and construction tyres. 3)
CEAT will now have access to a global customer base (>40 international OEMs and
premium international OHT distributors). CEAT expects the international segment to
contribute ~25% to revenues post completion of the transaction. After the initial three
years, CEAT will be able to use the well-known Camsobrand in other categories as well.
The deal is expected to be closed by QIFY26 and hence, CEAT will consolidate its
financials from Q2FY26. The management expects the deal to be EPS-accretive only after
2-3 years. The deal will be funded by debt (~70%; rest by internal accruals). Post the deal,
the management expects debt-to-equity ratio to reach ~1x and debt/EBITDA to be <3.0x.

Reiterate Reduce, with a higher TP of INR 3,014: While we see acquisition of the Camso
brand as a good move by CEAT (it will help CEAT expand into international markets
and high-margin OHT business), the tyre industry is a volatile sector with margins
swinging by ~500bps in years of RM inflation. CEAT’s net debt was ~INR 19bn as of Sep
'24. Even if CEAT were to post a healthy EBITDA margin of 12.5% in FY26E, net debt-to-
EBITDA would inch up to ~2x. Hence CEAT may have to rely on consistent pricing
discipline, muted core organic capex and more importantly stable RM for its balance
sheet to remain healthy, which we believe is a key risk. Through FY26-27, we expect
natural rubber prices to be elevated given that long-term demand and supply trends of
natural rubber are based dependent on historical plantation of NR(with seven-year
gestation). This will cap any sizeable margin recovery. We retain Reduce but with a
higher TP at INR 3,014 from INR 2,813 on 15x (previous 14x) Dec '26E P/E.

Key financials

YE March FY23 FY24 FY25E FY26E FY27E
Revenue (INR mn) 112,633 118,926 131,054 139,654 148,127
YoY (%) 20.9 5.6 10.2 6.6 6.1
EBITDA (INR mn) 9,773 16,557 15,295 17,442 19,065
EBITDA (%) 8.7 13.9 11.7 12.5 12.9
Adj PAT (INR mn) 2,397 6,968 5,719 7,500 8,338
YoY (%) 256.5 190.7 -17.9 311 11.2
Fully DEPS (INR) 59.3 172.3 141.4 185.4 206.1
ROE (%) 7.4 19.1 13.7 15.8 15.3
RoCE (%) 9.6 20.9 16.8 18.0 18.1
P/E (x) 53.3 18.3 223 17.0 15.3
EV/EBITDA (x) 15.1 8.7 9.3 8.1 7.2

Note: Pricing as on 11 December 2024; Source: Company, Elara Securities Estimate
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Rafing: Reduce

Target Price: INR 3,014
Downside: 4%

CMP: INR 3,149
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Key data

Bloomberg CEATIN
Reuters Code CEAT.NS
Shares outstanding (mn) 40
Market cap (INR bn/USD mn) 127/1,501
Enterprise Value (INR bn/USD mn) 148/1,743
Avg daily volume 3M (INR mn/USD mn) 808/10
52 week high/low 3,581/2,210
Free float (%) 53

Note: *as on 11 December 2024; Source: Bloomberg
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CEAT 10.2 24.7 37.7
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Financials (YE March)

Income Statement (INR mn) FY23 FY24 FY25E FY26E FY27E
Net Revenues 112,633 118,926 131,054 139,654 148,127
EBITDA 9,773 16,557 15,295 17,442 19,065
Add:- Non operating Income 387 263 410 445 445
OPBIDTA 10,159 16,820 15,705 17,887 19,510
Less :- Depreciation & Amortization 4,693 5,084 5,504 5,959 6,596
EBIT 5,467 11,736 10,201 11,928 12,914
Less:- Interest Expenses 2,390 2,659 2,539 1,929 1,797
PBT 3,076 9,078 7,662 10,000 11,117
Less :- Taxes 679 2,109 1,942 2,500 2,779
Adjusted PAT 2,397 6,968 5,719 7,500 8,338
Add/Less: - Extra-ordinaries (334) (425) - - -
Reported PAT 2,063 6,543 5,719 7,500 8,338
Balance Sheet (INR mn) FY23 FY24 FY25E FY26E FY27E
Share Capital 405 405 405 405 405
Reserves 33,052 39,107 43,815 50,303 57,630
Net worth 33,456 39,511 44,219 50,708 58,035
Borrowings 20,657 15,930 16,930 15,430 13,930
Deferred Tax (Net) 3,800 4,389 4,389 4,389 4,389
Other liabilities 2,065 2,044 2,044 2,044 2,044
Total Liabilities 59,978 61,875 67,583 72,571 78,398
Gross Block 90,264 96,820 106,820 117,820 127,820
Less:- Accumulated Depreciation 29,030 34,114 39,617 45,576 52,171
Net Block 61,234 62,706 67,203 72,244 75,649
Add:- Capital work in progress 5,093 6,591 6,591 6,591 6,591
Investments 1,303 1,557 1,557 1,713 1,884
Net Working Capital (10,500) (12,521) (16,931) (16,921) (16,791)
Cash and Cash Equivalents 531 347 2,001 1,572 3,482
Other Assets 2,317 3,193 7,161 7,372 7,583
Total Assets 59,978 61,874 67,583 72,571 78,397
Cash Flow Statement (INR mn) FY23 FY24 FY25E FY26E FY27E
Cash profit adjusted for non-cash items 9,776 14,762 13,353 14,942 16,285
Add/Less : Working Capital Changes 2,377 2,477 4,279 (18) (139)
Operating Cash Flow 12,152 17,239 17,632 14,924 16,146
Less:- Capex (8,892) (8,223) (10,000) (11,000) (10,000)
Free Cash Flow 3,261 9,016 7,632 3,924 6,146
Financing Cash Flow (3,180) (9,263) (2,753) (4,642) (4,510)
Investing Cash Flow (8,599) (8,739) (9,590) (10,711) (9,726)
Net change in Cash 373 (763) 5,289 (429) 1,910
Ratio Analysis FY23 FY24 FY25E FY26E FY27E
Income Statement Ratios (%)

Revenue Growth 20.9 5.6 10.2 6.6 6.1
EBITDA Growth 39.4 69.4 (7.6) 14.0 9.3
PAT Growth 256.5 190.7 (17.9) 31.1 11.2
EBITDA Margin 8.7 13.9 11.7 12.5 12.9
Net Margin 2.1 5.9 4.4 5.4 5.6
Return & Liquidity Ratios

Net Debt/Equity (x) 0.6 0.4 0.3 0.3 0.2
ROE (%) 7.4 19.1 13.7 15.8 15.3
ROCE (%) 9.6 20.9 16.8 18.0 18.1
Per Share data & Valuation Ratios

Diluted EPS (INR/Share) 59.3 172.3 141.4 185.4 206.1
EPS Growth (%) 256.5 190.7 (17.9) 31.1 11.2
DPS (INR/Share) 18.0 30.0 25.0 25.0 25.0
P/E Ratio (x) 53.3 18.3 22.3 17.0 15.3
EV/EBITDA (x) 15.1 8.7 9.3 8.1 7.2
EV/Sales (x) 1.3 1.2 1.1 1.0 0.9
Price/Book (x) 3.8 3.2 2.9 2.5 2.2
Dividend Yield (%) 0.6 0.9 0.8 0.8 0.8

Note: Pricing as on 11 December 2024; Source: Company, Elara Securities Estimate
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Conference call highlights

»

Rationale of the acquisition: Camso is a premium brand with strong brand equity in North
America and Europe. It supplies products to 40+ OEMs and has a distribution network of 200
dealers globally. Key customers are JCB, Kubota etc.The deal is in line with Camso’s strategy of
internationalization, premiumization and expanding into OHT segment. Post the transaction 25%
of CEAT's revenue will come from the international segment. This acquisition offers CEAT an
entry into the less-crowded tracks business (CEAT is not present in this segment). Camsois the
#2 player in the construction tyre and track market. CEAT has strong presence in Sri Lanka.

Deal structure: CEAT has acquired Camso’s off-highway tire and track business for USD 225mn
(~INR 19,000mn). This includes two manufacturing facilities in Sri Lanka, inventory, and
intellectual property. The acquisition is financed via 30% internal accruals and 70% debt. The
management expects D/E to remain at <1x and debt/EBITDA at <3.0x post the acquisition. There
will be a three-year licensing period for the Camso brand, after which CEAT will have full
ownership, providing it with complete control over branding and operations.

Margins: The acquired business of Camso operates at high double-digit margin, likely around
20%, which is a key positive for CEAT’s profitability. It will aid CEAT's realisations and margins.
The current average realisation for CEAT is ~USD 3-4/kg, and that of Camso is ~USD 5-6/kg.
Before the acquisition by Michelin, the Camso brand was a premium player; hence, the change
in ownership will not impact the brand positioning. Therefore, the deal is margin accretive and
the business also has better ROCE than the Indian business.

Revenue split: About 60% of Camso’s revenues come from North America, 30% from Europe, 4%
from SA and 6% from RoW.

Manufacturing capacity: The manufacturing facilities in Sri Lanka have a capacity of 200 metric
tonnes per day, with room to increase production by 35%, if needed. More than 1,600 employees
are currently working at these facilities, and are a significant asset in terms of talent and
operational expertise. The plants’ capacity is split equally between radial and bias tyres. After
acquiring Camso, Michelin had upgraded the plants, so CEAT does not see the need for any
significant capex in the next 3-4 years. In the near term, ramping up capacity utilisation remains
the key priority. The existing facilities in Sri Lanka are expected to be fully utilized, with potential
for future expansion into India to meet increasing demand.

Recent trends: Camso has seen an average growth of 3-4% in the compact construction tyre
segment and 5-6% in tracks. However, revenue declined in CY23 due to slowdown in OEMs. The
market for compact construction tires, a key segment of Camso’s business, may see a reduction
in CY24 as well due to challenges at OEMs, which could hit revenue growth in CY24. However,
the management expects the segment to grow CY25 onwards. Construction tyres may see some
radialization, but tracks will remain entirely biased.

Other highlights: CEAT’s existing distributor network has minimal overlap with Camso’s, which
means that there is significant potential for cross-selling and expanding market reach. Also,
100% of revenues from the Sri Lankan plants will be exports, so forex may see no drag. Post the
deal, >750 SKUS will be added, after which CEAT’s SKUs may touch >1,700.

Exhibit 1: Change in estimates.

(INR mn) Earlier Revised % Change
FY25E FY26E FY27E FY25E FY26E FY27E FY25E FY26E FY27E
Revenue 1,31,054 1,39,654 1,48,127 1,31,054 1,39,654 1,48,127
EBITDA 15,295 17,442 19,065 15,295 17,442 19,065
EBITDA margin (%) 11.7 12.5 12.9 11.7 12.5 12.9
PAT 5,719 7,500 8,338 5,719 7,500 8,338
EPS (INR) 141.4 185.4 206.1 141.4 185.4 206.1
TP (INR) 2,813 3,014 7.2

Source: Elara Securities Estimate
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Date Rating Target Price Closing Price
29 28-Feb-2023 Buy INR 1,800 INR 1,384
30 5-May-2023 Buy INR 2,285 INR 1,717
31 15-Jun-2023 Accumulate INR 2,285 INR 2,073
32 27-Jul-2023 Reduce INR 2,435 INR 2,468
33 25-Jan-2024 Reduce INR 2,850 INR 2,834
35 3-May-2024 Reduce INR 2,632 INR 2,545
36 19-Jul-2024 Reduce INR 2,705 INR 2,676
37 18-Oct-2024 Reduce INR 2,813 INR 2,973
38 11-Dec-2024 Reduce INR 3,014 INR 3,149

Guide to Research Rating

BUY Absolute Return >+20%
ACCUMULATE  Absolute Return +5% to +20%
REDUCE Absolute Return -5% to +5%

SELL Absolute Return < -5%
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Disclosures & Confidentiality for non U.S. Investors

The Note is based on our estimates and is being provided to you (herein referred to as the “Recipient”) only for information purposes. The sole purpose of this Note is to provide preliminary information on the
business activities of the company and the projected financial statements in order to assist the recipient in understanding / evaluating the Proposal. Nothing in this document should be construed as advice to buy or
sell or solicitation to buy or sell the securities of companies referred to in this document. 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 its own advisors to determine the merits and risks of such an investment.
Nevertheless, Elara Securities (India) Private Limited or any of its affiliates is committed to provide independent and transparent recommendation to its client and would be happy to provide any information in
response to specific client queries. Elara Securities (India) Private Limited or any of its affiliates have not independently verified all the information given in this Note and expressly disclaim all liability for any errors
and/or omissions, representations or warranties, expressed or implied as contained in this Note. The user assumes the entire risk of any use made of this information. Elara Securities (India) Private Limited or any
of its affiliates, their directors and the employees may from time to time, effect or have affected an own account transaction in or deal as principal or agent in or for the securities mentioned in this document. They
may perform or seek to perform investment banking or other services for or solicit investment banking or other business from any company referred to in this Note. Each of these entities functions as a separate,
distinct and independent of each other. This Note is strictly confidential and is being furnished to you solely for your information. This Note should not be reproduced or redistributed or passed on directly or indirectly
in any form to any other person or published, copied, in whole or in part, for any purpose. This Note 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 Elara Securities (India) Private Limited or any of
its affiliates to any registration or licensing requirements within such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and persons in whose possession this document
comes should inform themselves about and observe, any such restrictions. Upon request, the Recipient will promptly return all material received from the company and/or the Advisors without retaining any copies
thereof. The Information given in this document is as of the date of this report and there can be no assurance that future results or events will be consistent with this information. This Information is subject to change
without any prior notice. Elara Securities (India) Private Limited or any of its affiliates reserves the right to make modifications and alterations to this statement as may be required from time to time. However, Elara
Securities (India) Private Limited is under no obligation to update or keep the information current. Neither Elara Securities (India) Private Limited nor any of its affiliates, group companies, directors, employees,
agents or representatives shall be liable for any damages whether direct, indirect, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the information.
This Note should not be deemed an indication of the state of affairs of the company nor shall it constitute an indication that there has been no change in the business or state of affairs of the company since the date
of publication of this Note. The disclosures of interest statements incorporated in this document are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed
in the report. Elara Securities (India) Private Limited generally prohibits its analysts, persons reporting to analysts and their family members from maintaining a financial interest in the securities or derivatives of any
companies that the analysts cover. 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.

Any clarifications / queries on the proposal as well as any future communication regarding the proposal should be addressed to Elara Securities (India) Private Limited. It is important to note that any dispute with
respect to this research report, would not have access to stock exchange investor redressal forum or arbitration mechanism.

Elara Securities (India) Private Limited was incorporated in July 2007 as a subsidiary of Elara Capital (India) Private Limited.

Elara Securities (India) Private Limited is a SEBI registered Stockbroker in the Capital Market and Futures & Options Segments of National Stock Exchange of India Limited [NSE], in the Capital Market Segment of
BSE Limited [BSE] and a Depository Participant registered with Central Depository Services (India) Limited [CDSL].

Elara Securities (India) Private Limited’s business, amongst other things, is to undertake all associated activities relating to its broking business.

The activities of Elara Securities (India) Private Limited were neither suspended nor has it defaulted with any stock exchange authority with whom it is registered in last five years. However, during the routine course
of inspection and based on observations, the exchanges have issued advise letters or levied minor penalties on Elara Securities (India) Private Limited for minor operational deviations in certain cases. Elara Securities
(India) Private Limited has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has the certificate of registration been cancelled by SEBI at any point of time.

Elara Securities (India) Private Limited offers research services primarily to institutional investors and their employees, directors, fund managers, advisors who are registered or proposed to be registered.

Details of Associates of Elara Securities (India) Private Limited are available on group company website www.elaracapital.com.

Elara Securities (India) Private Limited is maintaining arms-length relationship with its associate entities.

Research Analyst or his/her relative(s) may have financial interest in the subject company. Elara Securities (India) Private Limited does not have any financial interest in the subject company, whereas its associate
entities may have financial interest. Research Analyst or his/her relative does not have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding
the date of publication of Research Report. Elara Securities (India) Private Limited does not have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately
preceding the date of publication of Research Report. Associate entities of Elara Securities (India) Private Limited may have actual/beneficial ownership of 1% or more securities of the subject company at the end
of the month immediately preceding the date of publication of Research Report. Research Analyst or his/her relative or Elara Securities (India) Private Limited or its associate entities does not have any other material
conflict of interest at the time of publication of the Research Report.

Research Analyst or his/her relative(s) has not served as an officer, director or employee of the subject company.

Research analyst or Elara Securities (India) Private Limited have not received any compensation from the subject company in the past twelve months. Associate entities of Elara Securities (India) Private Limited may
have received compensation from the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associate entities have not managed or co-managed public offering
of securities for the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associates have not received any compensation for investment banking or merchant
banking or brokerage services from the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associate entities may have received any compensation for
products or services other than investment banking or merchant banking or brokerage services from the subject company or third party in connection with the Research Report in the past twelve months.

Disclaimer & Standard warning

Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or
provide any assurance of returns to investors.

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
Disclaimer for non U.S. Investors

The information contained in this note is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavor to provide accurate and timely information,
there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on such information without ap propriate professional
advice after a thorough examination of the particular situation.

Disclosures for U.S. Investors

The research analyst did not receive compensation from CEAT Limited.

Elara Capital Inc.’s affiliate did not manage an offering for CEAT Limited.

Elara Capital Inc.’s affiliate did not receive compensation from CEAT Limited in the last 12 months.

Elara Capital Inc.’s affiliate does not expect to receive compensation from CEAT Limited in the next 3 months.

Disclaimer for U.S. Investors

This material is based upon information that we consider to be reliable, but Elara Capital Inc. does not warrant its completeness, accuracy or adequacy and it should not be relied upon as such.

This material is not intended as an offer or solicitation for the purchase or sale of any security or other financial instrument. Securities, financial instruments or strategies mentioned herein may not be suitable
for all investors. Any opinions expressed herein are given in good faith, are subject to change without notice, and are only correct as of the stated date of their issue. Prices, values or income from any securities
or investments mentioned in this report may fall against the interests of the investor and the investor may get back less than the amount invested. Where an investment is described as being likely to yield income,
please note that the amount of income that the investor will receive from such an investment may fluctuate. Where an investment or security is denominated in a different currency to the investor’s currency of
reference, changes in rates of exchange may have an adverse effect on the value, price or income of or from that investment to the investor. The information contained in this report does not constitute advice on
the tax consequences of making any particular investment decision. This material does not take into account your particular investment objectives, financial situations or needs and is not intended as a
recommendation of particular securities, financial instruments or strategies to you. Before acting on any recommendation in this material, you should consider whether it is suitable for your particular
circumstances and, if necessary, seek professional advice.

Certain statements in this report, including any financial projections, may constitute “forward-looking statements.” These “forward-looking statements” are not guarantees of future performance and are based
on numerous current assumptions that are subject to significant uncertainties and contingencies. Actual future performance could differ materially from these “forward-looking statements” and financial
information.
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