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SUMMARY

Greenply Industries
We attended the Greenply Industries (GIL) analyst meet. Following are the
key takeaways: (1) GIL expects to see continued double-digit volume growth in
its plywood business for the next few years, with operating margins maintained
at 11-11.5%. (2) MDF prices have begun to stabilise with the company seeing
no major correction since Oct’18. Management expects its MDF sale volumes
to increase by ~15% in FY19 to 0.21mn cbm and further to 0.32mn cbm in
FY20, with operating margins of ~18%/19% for FY19/FY20.
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Click here for the full report.
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Rico Auto
Rico Auto Industries (RAI) is a key manufacturer of ferrous and aluminium
casting & machining components used in the automotive segment. RAI, along
with two joint ventures Magna Rico Powertrain and Rico Jinfei Wheels, has a
well-diversified product slate, with transmission, engine and chassis parts
contributing 45%, 36% and 19% of revenues respectively. The company
recently developed continuously variable transmission (CVT) engines for
gearless scooters and also combined braking system (CBS) components. It
currently has a total order book of ~Rs 49bn.
Click here for the full report.
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Plywood steady, MDF starting to stabilise
We attended the Greenply Industries (GIL) analyst meet. Following are the
key takeaways:
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Plywood segment


GIL expects to see continued double-digit volume growth in its plywood
business for the next few years.



As per management, the premium segment is likely to clock high singledigit volume growth whereas mass-market plywood should see a doubledigit uptick.



Uttar Pradesh plywood expansion is scheduled for completion by Oct’19 at
a total expenditure of Rs 550mn-600mn.



The company has switched entirely to Gabon face veneer this year as the
country’s Okume variety is 40-50% cheaper than Gurjan face veneer.



Management aims to maintain segmental operating margins at 11-11.5%.
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MDF segment



MDF prices have begun to stabilise with the company seeing no major
correction since Oct’18.
Management expects the Indian MDF market to grow from Rs 18bn in
FY18 to Rs 30bn by 2022.
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Total MDF capacities in India currently stand at ~1.3mn cbm, with demand
at ~0.8mn cbm.



Imports which constitute ~30% of the MDF market are estimated to
reduce to ~20% by 2021 due to the commissioning of large domestic
capacities.



The company expects its MDF sale volumes to increase by ~15% in FY19
to 0.21mn cbm and further to 0.32mn cbm in FY20. A significant portion
of volume growth in FY20 is likely to come from exports through the new
Andhra Pradesh facility commissioned in Jul’18.



Management has guided for MDF operating margins of ~18%/19% for
FY19/FY20.
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Management meet takeaways: Healthy mix, strong order book
Diversified revenue mix: Rico Auto Industries (RAI) is a key manufacturer of
ferrous and aluminium casting & machining components used in the
automotive segment. RAI, along with two joint ventures – Magna Rico
Powertrain (50:50 JV with Magna) and Rico Jinfei Wheels (93.49:6.51 JV
with Jinfei), has a well-diversified product slate, with transmission, engine and
chassis parts contributing 45%, 36% and 19% of revenues respectively.
Key customers include Hero Motors (35% revenue share), BMW (16%), Renault
(16%) and Maruti Suzuki (8%). RAI has made conscious efforts to diversify from
two-wheeler focused revenues (65% in FY13), leading to a healthy mix now
spread across two-wheelers (35%), four-wheelers (55%) and CVs (10%).
Focus on boosting operating performance: RAI has guided for 100-120bps
expansion in EBITDA margins annually for the next few years (from 10.8% in
FY18). Margin gains would be driven by an increasing share of aluminium
products (71% in FY18), a growing export business which earns strong margins
and cost-saving programmes.
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Robust order book to support healthy topline growth: RAI recently developed
continuously variable transmission (CVT) engines for gearless scooters and also
combined braking system (CBS) components. The company currently has a
total order book of ~Rs 49bn. RAI launched its aftermarket business in
May’17 which offers products such as wheels and braking systems, clutch
assemblies and components. Management expects to make strong inroads in
this business, and is targeting four-fold revenue growth to Rs 1bn in 2020 from
Rs 250mn in 2018.
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STOCK PERFORMANCE

Weak outlook on Q3 auto sales: RAI indicated that weak sales this festive
season have prompted most OEMs to undertake longer shutdown periods of
~10 days in December (against a week normally). Management expects
Q3FY19 auto sales to remain tepid.

EQUITY RESEARCH

(Rs)

RAI

140
120
100
80
60
40
20
0

Dec-15
Mar-16
Jun-16
Sep-16
Dec-16
Mar-17
Jun-17
Sep-17
Dec-17
Mar-18
Jun-18
Sep-18
Dec-18

Capex outlook: RAI has reduced its capital outlay for FY19 to Rs 1.6bn from
Rs 2bn as most of its clients have postponed production plans. FY20 capex is
earmarked at Rs 1bn. Management has guided for total debt of Rs 3.5bn by
end-FY19 and does not expect the D/E to breach 0.5x. RAI’s cost of
borrowing is ~4% as it has access to borrowings in foreign currency.

Source: NSE

FIRST LIGHT

Disclaimer
Recommendations and Absolute returns (%) over 12 months
BUY – Expected return >+15%
ADD – Expected return from >+5% to +15%
REDUCE – Expected return from -5% to +5%
SELL – Expected return <-5%
Note: Recommendation structure changed with effect from 1 January 2018 (Hold rating discontinued and replaced by Add / Reduce)

General disclaimers
BOB Capital Markets Limited (BOBCAPS) is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National
Stock Exchange of India Limited and BSE Limited and is also a SEBI-registered Category I Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda
which has its various subsidiaries engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance, wealth management and
portfolio management, among others.
BOBCAPS’s activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.
BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INH000000040 valid till
03 February 2020. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated
20 November 2017.
The BOBCAPS research team hereby certifies that all of the views expressed in this report (1) accurately reflect our personal views about the subject company or
companies and its or their securities and (2) no part of our compensation was, is or will be, directly or indirectly, related to the specific recommendation(s) or view(s)
expressed in this report.
BOBCAPS generally prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or
derivatives of any companies that the analysts cover. Additionally, BOBCAPS generally prohibits its analysts and persons reporting to analysts from serving as an officer,
director, or advisory board member of any companies that the analysts cover.
Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the
opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of
interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.
This material should not 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. We are not soliciting any action based on this material. It is for the general information of BOBCAPS’s clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this
material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.
The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed in
this material, but regulatory, compliance, or other reasons may prevent us from doing so.
We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose
of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies discussed
in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment
banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.
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For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of
the equity shares of the subject company, the holdings of the issuer of the research report is also included.
BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the
Risk disclosure document before entering into any derivative transactions.
In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed
in Canada or used by private customers in the United Kingdom.
No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent.

Other disclosures
BOBCAPS does not have any financial interest in the subject company. BOBCAPS does not have actual/beneficial ownership of one per cent or more securities in the
subject company at the end of the month immediately preceding the date of publication of this report.
BOBCAPS is not engaged in any market making activities for the subject company.
BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.
BOBCAPS’s associates may have financial interest in the subject company. BOBCAPS’s associates may hold actual / beneficial ownership of one per cent or more
securities in the subject company at the end of the month immediately preceding the date of publication of this report.
BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject
company for any other assignment in the past 12 months.
BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in respect
of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a merger or
specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking or merchant banking or
brokerage services from the subject company in the past 12 months.
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