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Institutional Equities

Kajaria Ceramics

Reuters: KAJR.NS; Bloomberg: KJC IN
Solid Volume Growth & Cost Tailwind Lifts Performance

Kajaria Ceramics’ (KCL) 3QFY19 outperformance was led by a strong 16% volume growth and
crude oil price tailwind. Volume growth was supported by all regions as the real estate market
shows signs of an early recovery of the business cycle. This was the second consecutive
quarter of double-digit volume growth (12% in 2QFY19) after average growth of 8% in the
previous 15 quarters. Revenues increased 15% YoY to Rs7,585mn, 2% above our and
Bloomberg consensus estimates. The company reported EBITDA of Rs1,208mn which was 3%
below our estimate, but 5% above Bloomberg consensus estimate. EBITDA margin for the
quarter was 15.9%, 150bps above our estimate, but down 70bps YoY, which was largely
expected because of the rise in gas costs compared to last year. PAT increased 19% YoY to
Rs648mn following lower finance costs and higher other income. Working capital days inched
up to 62 days (versus 59 days QoQ). KCL’s stock price increased nearly 40% since our Buy
call while initiating coverage in September last year. Even in the tough demand environment,
the company continues to make efforts to remain ahead of the curve. Innovation in terms of
product size, spray drying process and raw material used are a few recent examples. We like
the company for its solid management skills, leadership position, lower working capital
investment and best balance sheet in the sector. However, we believe the positives are well
reflected in the current stock price and hence we have downgraded our rating to Accumulate.
We have valued KCL at 26x exit multiple based on FY20 September EPS estimate of Rs19.66.
Our updated target price of Rs510 (from Rs492 earlier) translates into a 4% downside from the
CMP. Our exit multiple of 26x is nearly 30% discount to the stock’s past five-year median
multiple of 37x.

Brent crude oil price to keep margins volatile: Gas costs equal 20% of KCL's revenues and are
actually slightly lower than the peer group because of better manufacturing practices. Gas prices
depend on three-month average Brent crude oil prices which remained highly volatile in the past few
months. During 3QFY19, Brent crude oil price averaged US$68.6/bbl (11.6% YoY and -9.6% QoQ)
and currently trades at US$61.8/bbl. We expect Brent crude oil prices to average US$65.0/bbl during
4QFY19 vs. US$67.0/bbl YoY and US$68.6/bbl QoQ. Thus, we have increased our EBITDA margin
estimate for 4QFY19 by 75bps to 14.9%. KCL continues to improve its raw material quality and spray
drying process which helps in reducing overall gas consumption. Having said that, empirical evidence
suggests that the technological edge is difficult to maintain in this highly competitive industry.
Demand visibility to support our long-term Buy thesis: KCL's margins are already on the higher
side because of the fall in crude oil prices. We believe the stock will continue to oscillate with Brent
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crude oil and gas prices, providing trading opportunities. We do not rule out solid gains to be made in ~ Kajaria Ceramics 9.9 276  (254)
such trading as Brent crude oil prices remain highly volatile (volatility is a trader’s friend). However, Nifty Index 14 (09) 0.1
any long-term Buy thesis on the stock depends largely on sustainable demand revival and market i : :
share gains. Therefore, we would like to see better demand visibility on the ground to upgrade our  Source: Bloomberg

rating on the stock as competition remains tough.

Sanitaryware and faucet business growth at 41%: KCL continues to make strong inroads into the

sanitary ware and faucet markets. Taking full advantage of its already established distribution

network and strong relationship with dealers, KCL was able to push its new products very well. The

combined sales of sanitary ware and faucets in 3QFY19 increased 41% YoY and 12% QoQ to

Rs489mn and now contribute 6.5% to KCL's overall sales.

Consolidated results (Rsmn) 3QFY19 3QFY18 2QFY19 YoY (%) QoQ (%) 9MFY19 9MFY18 YoY (%)
Net sales & other income 7,586 6,612 7,253 14.7 4.6 21,409 19,606 9.2
Purchase of finished goods (1,095) (809) (899) 35.3 21.8 (2,683) (2,456) 9.2
COGS (3,419) (2,958) (3,399) 15.6 0.6 (9,940) (8,910) 11.6
Opt & mfg. expenses (1,864) (1,745) (1,866) 6.8 (0.1) (5,520) (4,877) 13.2
EBITDA 1,208 1,100 1,089 9.9 10.9 3,266 3,363 (2.9
EBITDA margin (%) 15.9 16.6 15.0 (70bps) 90bps 15.3 17.2 (190bps)
Depreciation (221.8) (222.6) (225.3) (0.4) (1.6) 674 (657) 2.6
EBIT 987 877 864 12.5 14.2 2,592 2,706 (4.2)
EBIT margin 13.0 13.3 11.9 (30bps) 110bps 121 13.8 (170bps)
Net interest income & other income (cost) 9 (35) (33) (126) (127) (42) (130) (67.4)
PBT 996 843 830 18.2 19.9 2,549 2,577 (1.1)
Tax (337) (311) (324) 8.1 3.9 (931) (987) 57
PAT 659 531 506 24.1 30.1 1,619 1,590 1.8
PAT margin (%) 8.7 8.0 7.0 70bps 170bps 7.6 8.1 (50bps)
Diluted EPS 41 33 32 24.0 30.4 10.17 10.00 1.7
Minority interest 11 12 4 NA NA 17 100 (82.8)
Consolidated PAT 670 543 511 23.3 31.2 1,636 1,690 (3.2)

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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Exhibit 1: Quarterly revenues (Rsmn) Exhibit 2: Quarterly sales volume (msm)
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Exhibit 3: Long-term EBITDA margin Exhibit 4: Power & fuel costs as a percentage of net revenues
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Exhibit 5: Quarterly EBITDA (Rsmn)
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Exhibit 6: Income statement Exhibit 7: Cash flow
Y/E March (Rsmn): Consolidated FY17 FY18 FY19E FY20E FY21E  Y/E March (Rsmn): Consolidated FY17 FY18 FY19E FY20E FY21E
Net revenues 25496 27,106 30,049 34254 39260 PBT 3963 3553 3711 4424 5142
YoY (%) 6 6 11 14 15 Depreciation & amortisation 814 885 898 925 1,061
Purchase of finished goods (2,297) (3,432) (3,936) (4,852) (5,553)  Other non-cash adjustments (916) (1,046) (1,314) (1,527) (1,773)
% of sales 9 13 13 14 14 Changes in working capital (485)  (1,009) 119 (706) (920)
COGS (12,601) (13,274) (13,829) (15,631) (17,916)  Cash from operating activities 3377 2,383 3415  3M7T 3,508
Gross profit 10,599 10,400 12,285 13,770 15,792  Disposal of fixed assets 45 145 - -
Selling, general & admin. expenses  (2,372)  (2,307)  (3,215)  (3,460) (3,965)  Capital expenditure (1,470) (1,527) (1,533) (1,541) (1,531)
eo)zggrr]:gsratmg & employee (3,263) (3’529) (4,439) (4,956) (5,679) Increase in investments & subsidiaries 35 - -
EBITDA 4963 4564 4631 5354 6147 gecreése in investments 2z; ” ; ;
Depreciation (B14)  (885)  (898) (925 (1061) e mvestmgactviies @1 ; ; ;
EBIT 4149 3678 3733 4429 5087 C.a\?h from |r7vestment activities (1,3:?) (1,40125) (1,523) (1,5:(1)) (1,:3;)
Yoy (%) 8 (1) 4 19 15 glr:ndendls pz:d - | (:54) (53702 (537) (580) (842)
Interest expenses (340)  (41) (157  (135) (135 rengeinshorkierm borrowing (554) ; ;
Interest income 23 3% 136 130 fgp nereaseinlongterm borrowing : ; ;
Other Income 130 81 (34) 0 0 Decrease. in Ion.g-term borrowing (266) (225) - -
PBT (adjusted) 3833 3472 3711 4424 5142 :;‘Cfease in capital ISt°°kk (28) 12 ; ;
- Income tax expenses (1425)  (1267) (1314) (1527) (1,773) thcre?se mn Icap'tat. si°° 340' » ; ;
Effective tax rate (%) 36 % 3% 35 34 e':f'”ancf'_”g acues 1( . ) (72 ) . S
- Minority interest (10) 64 i i i ﬁas hrom |.nanc|:g a::tlvmes (1,679) (20) 1(534) (580) 1(81 )
PAT (adjusted) 2398 2269 2398 2898 3368 .etchangeincash balance 336 60 1345 9% 1135
Diluted EPS (adjusted) 15.1 142 151 1822 211  Source: Company, Nirmal Bang Institutional Equities Research
Source: Company, Nirmal Bang Institutional Equities Research
- Exhibit 9: Key ratios
Exhibit 8: Balance sheet y
Y/E March (Rsmn): Consolidated FY17 FY18 FY19E FY20E FY21E
Y/E March (Rsmn): Consolidated FY17 FY18 FY19E FY20E FY21E
- Profitability & return ratios
Equity 159 159 159 159 159 )
EBITDA margin (%) 19.5 16.8 15.4 15.6 15.7
Reserves 11592 13351 15212 17,530 20,056 )
Net worth 11,751 13510 15371 17,689 20,215 EBIT margin (%) 163 136 124 129 130
et wo , i ) ) B . ) .
X v - yor pers  aer  soss  aes O Netproftmagn i) 94 84 80 85 86
ccounts payables ) , ) , .
Oth USTF Z’I't' 2312 2153 2153 2153 2,153 RoE (k) 236 186 164175 178
e abilities ) , , , ,
. r:t ' | " w1 e e e e ROCE(H 313 253 234 248 251
ort-term loans
Pre-tax RolC (%) 322 26.5 25.8 29.1 30.7
Total current liabilities 5540 5487 5586 5996 6,446 ) ) .
Working capital ratios
Long-term loans 1,155 594 594 594 59 )
o Receivables (days) 44 53 52 51 51
Other LT liabilities 1,195 1,151 1,151 1,151 1,151
o Inventory (days) 93 82 82 82 82
Minority interest 760 661 661 661 661
. N Payables (days) 69 57 55 55 55
Total equity & liabilities 20,401 21,403 23,363 26,091 29,067 )
Cash conversion cycle 68 78 79 78 78
Gross block 16,504 16,833 18,366 19,907 21,438 .
o Leverage and FCF ratios
Depreciation (4,845) (5497) (6,395) (7,321) (8,381)
Net cash (debt) (Rsmn) (1,612) (879) 818 1,814 2,949
Net block 11,658 11,336 11,970 12,587 13,057 )
Net debt (cash)/equity (%) (14) (7 5 10 15
Other LT assets + WIP 522 549 549 549 549 X
Total debt/equity (%) 0.18 0.13 0.09 0.08 0.07
Long-term investments 1 4 4 4 4 .
FCFyield (%) 2.1 1.1 22 1.9 23
Inventories 3,720 3,785 3,991 4,602 5,272
FCF/sales (%) 7.7 3.7 6.3 46 5.0
Debtors 3,389 4,507 4,281 4,786 5,486 . .
Valuation ratios
Cash & ST Investments 520 824 2,169 3,165 4,300
EV/sales (x) 3.7 34 29 25 2.2
Other current assets 592 398 398 398 398
EV/EBITDA (x) 19.2 20.2 18.7 16.2 141
Total current assets 8,221 9,513 10,839 12,950 15,456
PIE (x) 38.8 40.0 35.6 294 253
Net current assets 2,681 4,026 5,253 6,955 9,010
P/BV (x) 7.9 6.7 55 48 42
Total assets 20,401 21,403 23,363 26,090 29,066

Source: Company, Nirmal Bang Institutional Equities Research

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track

Date Rating Market price (Rs) Target price (Rs)
28 September 2018 Buy 380 492
26 October 2018 Buy 390 492
21 January 2019 Accumulate 533 510
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also a
registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have
different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or its
associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject
company at the end of the month immediately preceding the date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an officer,
director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject company.

Analyst Certification: I/We, Mohit Khanna, Milind Raginwar the research analysts are the authors of this report, hereby certify that the
views expressed in this research report accurately reflects my/our personal views about the subject securities, issuers, products, sectors
or industries. It is also certified that no part of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the
inclusion of specific recommendations or views in this research. The analyst(s) principally responsible for the preparation of this research
report and has taken reasonable care to achieve and maintain independence and objectivity in making any recommendations.
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Disclaimer

Stock Ratings Absolute Returns
BUY >15%

ACCUMULATE -5% t015%

SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from
engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs of the
reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated to
all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their receiving
this report. This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such
distribution, publication, availability or use would be contrary to law, regulation or which would subject NBEPL & its group companies to registration or licensing
requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate,
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its
affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in
this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this
report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report should
rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and
alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and
would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice is
appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of securities
can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in international
investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the investment. Opinions
expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept any liability whatsoever for any direct,
indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it may be noted that neither
NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including
lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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