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Kajaria Ceramics

Buy

DART”

DOLAT ANALYSIS & RESEARCH THEMES
IN-DEPTH, PRECISE, ACTIONABLE

Volume driven growth

Kajaria Ceramics reported topline of ¥ 6.5 bn (+4.6% YoY, -12.4% QoQ),
4.5% higher than D’est. Tile segment reported topline growth of 2.1% YoY
on the back of 8.7% YoY growth in Volumes (-11.5% QoQ), Volume growth
of 8.7% YoY during the quarter driven by 20.8% YoY growth in own
manufacturing sales. Blended realisation for the tile division declined to
I345/MSM  (-6.1% YoY, -0.5% QoQ).Sanitaryware/Faucets division
reported 68.7% YoY growth (-19.2% QoQ). Capacity addition by Morbi
based players in the wall segment likely to impact realisations going forward.

EBITDA below estimates

Increase in Power & Fuel cost resulted in, KIC reporting EBITDA de-growth
of 7.2% YoY to ¥ 968Mn (-19.4% Qo0Q), 2.4% lower than D’est, despite
73bps YoY expansion in gross margin expansion to 65.4% during the
quarter. EBITDA margin at 14.7% contracted by 187bps YoY (-127bps
QoQ). Weak operating performance resulted in EBIT Margin declining to
11.7% for the quarter (-184bps YoY, -167bps QoQ).

PAT below estimates
Lower than expected EBITDA resulted in KJC reporting APAT of ¥ 456Mn
(-9.7% YoY, -30.9% QoQ).

View

Concerns remain on the pricing environment, realisation in the wall tile
segment likely to be under pressure during the year on the back of capacity
addition by Morbi based players. Subdued pricing environment in the high
realisation GVT segment, JV issues (Soriso Ceramics ceased to be a
subsidiary of KJC). Stabilisation of gas prices during the quarter is a major
relief. We expect KJC to register sales CAGR of 9.4% during FY18-20E
which would drive operating & PAT CAGR by 7.8% & 9.4% respectively. We
have cut our eps estimates for FY19E/20E by 11.5%&22.5% respectively.
At CMP KJC is trading at 29x/24x FY19E/20E EPS of ¥14.7 & 17.9
respectively. We maintain BUY recommendation with a revised target price
of ¥ 538/share.

Q1FY19 Result & mn)

Particulars

Q1FY19 QIFY18 YoY (%) Q4FY18 QoQ (%)

CMP 3432
Target/Upslde .............................. ?538/24%
BSESensex ........................................... 36985
NSEN|fty ................................................. 11167
Scrip Details

Equity / FV % 159mnR1/-

Bloomberg Code
Shareholding Pattern June’18(%)

Promoters 47.6
MF/Banks/Fls ................................................. 96
Pubhc/otherslez
Valuation (x)

FY18 FY19E FY20E
P/E 29.3 29.3 24.1
EV/EBITDA 15.2 15.0 12.5
ROE 18.6 16.2 17.2
ROCE 14.8 13.7 14.5
Estimates (X mn)

FY18 FY19E FY20E
Net Sales 27,106 29,021 32,620
EBITDA 4,564 4,532 5,306
PAT 2,345 2,341 2,847
EPS 14.8 14.7 17.9

Net Sales

EBITDA Margin (%) 16.6 (187)bps 16.0 (127)bps
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Exhibit 1: Kajaria’s per ton matrix (X / SQM)

Particulars Q1FY19 QIFY18 YoY (%) Q4FY18 QoQ (%)
Net Sales per sq. m. 367 381 (3.8) 371 (1.1)
Cost per sq. m. 313 318 .7 311 0.4
Cost of Material Consumed 108 115 (5.9) 94 15.5
Purchase of Stock in trade 38 48 (19.4) 48 (20.3)
Change in Inventories (20) (28) (29.3) 2 (1,11238)
Raw Material Cost 127 135 (5.8) 144 (11.8)
Employee benefit expenses 48 46 4.4 40 21.6
Power & Fuels 86 77 11.9 75 14.3
Other expenses 51 60 (14.3) 52 (1.9
EBITDA per sq. m. 54 63 (14.6) 59 (8.9)

Source: Company, DART

Exhibit 2: KJC’s cost as a % of Net Sales

Particulars Q1FY19 Q1FY18 YoY (bps) Q4FY18 QoQ (bps)
Cost of Material Consumed 29 30 (64) 25 422
Purchase of Stock in trade 10 13 (203) 13 (253)
Change in Inventories (5) @) 194 1 (592)
Raw Material Cost 35 35 (73) 39 (423)
Employee benefit expenses 13 12 104 11 247
Power & Fuels 23 20 329 20 315
Other expenses 14 16 (173) 14 (12)
Source: Company, DART

Exhibit 3: KIC’'s Segmental Revenue (X mn)

Particulars Q1FY19 QI1FY18 YoY (%) Q4FY18 QoQ (%)
Sanitary ware / Faucets 397 235 68.7 491 (19.2)
Outsourcing (Tiles) 754 887 (15.0) 1,031 (26.9)
JV's (Tiles) 1,535 1,759 (12.8) 1,738 (11.7)
Own Manufacturing (Tiles) 3,885 3,400 14.2 4,241 (8.4)
Total 6,570 6,282 4.6 7,500 (12.4)
Source: Company, DART

Exhibit 4: KIJC’s production (MSM)

Particulars Q1FY19 QI1FY18 YoY (%) Q4FY18 QoQ (%)
Own 11.3 9.6 17.7 10.8 5.1
JV 5.0 5.7 11.7) 5.5 (8.4)
Total 16.3 15.3 6.8 16.2 0.6
Source: Company, DART

Exhibit 5: KIC's Sales (MSM)

Particulars Q1FY19 QI1FY18 YoY (%) Q4FY18 QoQ (%)
Own 10.5 8.7 20.8 11.3 (7.1)
JV 4.7 4.5 4.4 5.4 (12.9)
Outsource/import 2.7 3.3 (17.4) 35 (23.2)
Total 17.9 16.5 8.7 20.2 (11.5)

Source: Company, DART
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Exhibit 6: KIC’s blended realization (tiles only) (in )

Particulars Q1FY19 QI1FY18 YoY (%) Q4FY18 QoQ (%)
Own Realization 370 391 (5.4) 375 (1.4)
JV Realization 326 390 (16.5) 321 14
Outsource/import 278 271 29 292 (4.8)
Tiles Realization 345 367 (6.1) 346 (0.5)

Source: Company, DART

Exhibit 7: Segmental EBIT & EBIT margin

EBIT (Rs Mn) Q1FY19 QI1FY18 YoY (%) Q4FY18 QoQ (%)
Tiles 742 845 (12.2) 973 (23.7)
Others (Sanitary ware /faucets) (@) (20) (97.5) @) (16.7)
Total 741 825 (10.1) 972 (23.7)
EBIT margin (%) Q1FY19 QI1FY18 YoY (bps) Q4FY18 QoQ (bps)
Tiles 12.0 12,5 (51) 13.9 (183)
Others (Sanitary ware /faucets) -0.1 -8.0 784 (0.2) 0)
Overall 11.3 13.1 (184) 13.0 (168)

Source: Company, DART

View

Concerns remain on the pricing environment, realisation in the wall tile segment likely
to be under pressure during the year on the back of capacity addition by Morbi based
players. Subdued pricing environment in the high realisation GVT segment, JV issues
(Soriso Ceramics ceased to be a subsidiary of KIC). Stabilisation of gas prices during
the quarter is a major relief. We expect KJC to register sales CAGR of 9.4% during
FY18-20E which would drive operating & PAT CAGR by 7.8% & 9.4% respectively.
We have cut our eps estimates for FY19E/20E by 11.5%&22.5% respectively. At CMP
KJC is trading at 29x/24x FY19E/20E EPS of ¥14.7 & 17.9 respectively. We maintain
BUY recommendation with a revised target price of ¥ 538/share
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Income Statement & mn)

Particulars Marl7 Marl8 Marl9E Mar20E
Net Sales 25,496 27,106 29,021 32,620
Total Income 25,496 27,106 29,021 32,620
Total Expenditure 20,533 22,542 24,489 27,313
Raw Materials Consumed 9,194 10,603 11,463 12,754
Employees Cost 2,887 3,177 3,314 3,660
Power & Fuel expenses 4,480 5,194 5,601 6,198
Freight & Forwarding Exp. 860 894 987 1,076
Selling & Distribution Exp. 982 1,079 1,393 1,761
Other expenses 2,130 1,595 1,731 1,864
EBIDTA 4,963 4,564 4,532 5,306
Depreciation 814 885 906 955
EBIT 4,149 3,678 3,626 4,351
Other Income 154 108 105 120
Interest 340 241 210 200
PBT & EO Items 3,963 3,546 3,621 4,271
Extra Ordinary Exps/(Inc) 0 (8) 0 0
Profit Before Tax 3,963 3,553 3,521 4,271
Tax 1,425 1,267 1,127 1,367
Net Profit 2,538 2,286 2,394 2,904
Minority Interest 10 (64) 53 57
Net Profit 2,528 2,350 2,341 2,847
Adj. Net Profit 2,528 2,345 2,341 2,847
Balance Sheet ® mn)
Particulars Marl7 Marl8 Marl9E Mar20E
Sources of Funds
Equity Capital 159 159 159 159
Reserves & Surplus 11,592 13,351 15,215 17,584
Net Worth 11,751 13,510 15,374 17,743
Minority Interest 760 661 800 820
Long Term borrowing 1,155 594 1,044 844
Short Term borrowing 551 757 1,057 857
Loan Funds 1,706 1,351 2,101 1,701
Long-term provisions 103 52 56 63
Net Deferred Tax Liability 1,106 1,099 1,099 1,099
Total Capital Employed 15,427 16,673 19,429 21,426
Applications of Funds
Gross Block 16,618 17,182 18,694 19,694
Less: Accumulated Dep. 4,845 5,731 6,637 7,592
Net Block 11,773 11,451 12,057 12,102
Capital WIP 83 176 150 150
Non-Current Investments 1 4 4 4
Long-term loans and adv. 186 176 176 176
Other non-current assets 138 82 82 82
Current Assets, Loans & Advances
Inventories 3,720 3,785 4,052 4,555
Sundry Debtors 3,389 4,507 4,825 5,423
Cash and Bank Balance 520 824 2,771 4,035
Short Term Loans and Adv. 45 113 86 86
Other Current Assets 546 285 580 652
sub total 8,221 9,513 12,315 14,751
Less: Current Liabilities & Provisions
Other Current Liabilities 2,195 2,026 2,191 2,283
Trade payable 2,677 2,578 3,047 3,425
Provisions 103 127 117 131
sub total 4,975 4,730 5,355 5,839
Net Current Assets 3,246 4,783 6,960 8,912
Total Assets 15,427 16,673 19,429 21,426

E — Estimates

Cash Flow & mn)

Particulars Marl7 Marl8 Marl9E Mar20E
Profit before tax and EOI 3,963 3,609 3,468 4,214
Net Interest Exp 340 241 210 200
Depreciation & w.o. 814 885 906 955
Direct taxes paid (1,289) (1,267) (1,227) (1,367)
Change in Working Capital (481) (1,510) 70 (609)
Other 30 8 0 0
(A) CF from Opt. Activities 3,377 1,966 3,527 3,394
Capex (1,470) (663) (1,474) (1,000)
Free Cash Flow 1,907 1,303 2,053 2,394
(Inc.)/ Dec. in Investments 0) 3) 0 0
Other 73 259  (307) (72)
(B) CF from Inv. Activities  (1,397) (408) (1,781) (1,072)
Issue of Equity/ Preference 0 0 0 0
Inc./(Dec.) in Debt (820) (355) 750 (400)
Interest exp net (340) (241) (210) (200)
Dividend Paid (Incl. Tax) (491) (557) (478) (478)
Other %) (79) 158 47
(C) CF from Fin. Activities  (1,658) (1,233) 221 (1,031)
Net Change in Cash 322 326 1,967 1,291
Opening Cash balances 197 498 804 2,744
Closing Cash balances 519 824 2,771 4,035
Important Ratios

Particulars Marl7 Marl8 Marl9E Mar20E
(A) Measures of Performance (%)

EBIDTA Margin 19.5 16.8 15.6 16.3
EBIT Margin 16.3 13.6 12.5 13.3
Gross Profit Margin 63.9 60.9 60.5 60.9
Tax/PBT 31.9 35.4 32.0 32.0
PAT Margin 9.9 8.7 8.1 8.7
(B) As Percentage of Net Sales

Raw Materials Consumed 36.1 39.1 39.5 39.1
Employees Cost 11.3 11.7 11.4 11.2
Manufacturing & Other exp 12.2 9.9 10.8 11.1
(C) Measures of Financial Status

Debt / Equity (X) 0.1 0.1 0.1 0.1
Interest Coverage (X) 12.2 15.3 17.3 21.8
Average Cost Of Debt (%) 14.6 15.8 12.2 10.5
Debtors Period (days) 49 61 61 61
Closing stock (days) 53 51 51 51
Creditor (days) 106 89 97 98
Inventory Turnover Ratio (x) 6.9 7.2 7.2 7.2
Fixed Assets Turnover (x) 2.2 24 2.4 2.7
WC Turnover (x) 7.9 5.7 4.2 3.7
(D) Measures of Investment

EPS R) 15.9 14.8 14.7 17.9
Adj. EPS ®.) 15.9 14.8 14.7 17.9
CEPS ) 21.0 20.4 20.4 23.9
DPS R.) 25 3.0 25 25
Dividend Payout (%) 15.7 20.3 17.0 14.0
Profit Ploughback (%) 84.3 79.7 83.0 86.0
Book Value per share }.) 74.0 85.0 96.8 111.7
ROE (%) 23.6 18.6 16.2 17.2
RoCE (%) 18.9 14.8 13.7 14.5
(E) Valuation Ratios

CMP R.) 432 432 432 432
P/E (x) 27.1 29.3 29.3 24.1
Market Cap. . mn) 68,645 68,645 68,645 68,645
MCap/ Sales (x) 2.7 25 2.4 2.1
EV R. Mn.) 69,831 69,172 67,975 66,311
EV/Sales (x) 2.7 2.6 23 2.0
EV/EBDITA (X) 14.1 15.2 15.0 12.5
P/BV (X) 5.8 5.1 45 3.9
Dividend Yield (%) 0.6 0.7 0.6 0.6

E — Estimates
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DART RATING MATRIX
Total Return Expectation (12 Months)

Buy

Reduce
Sell

Accumulate

> 20%

10 to 20%
0to 10%
< 0%

Rating and Target Price History

900 ~ + Month Rating TP ®) Price ®)*
800 - * Jan-16 Buy 848 711
700 _W Feb-18 Buy 813 588
May-18 Buy 651 540

600 M
500 A A/\/\1\(\' * As on Recommended Dated
400 A
300 T T T T T T T T T T T T T

N M~ M~ M N~ M M 0O 0O O o 0 0

S L 7 S r B B S S, T S S Ny

c = (o)) Qo xS > (8] c o] = = > c =

2528062488 ¢82<c8 37

— Kajaria Cement ¢  Target
DART Team

Purvag Shah

Managing Director

purvag@dolatcapital.com

+9122 4096 9747

Amit Khurana, CFA

Head of Equities

amit@dolatcapital.com

+9122 4096 9745

CONTACT DETAILS

Equity Sales Designation E-mail Direct Lines
Dinesh Bajaj VP - Equity Sales dineshb@dolatcapital.com  +9122 4096 9709
Kartik Sadagopan VP - Equity Sales kartiks@dolatcapital.com +9122 4096 9762
Kapil Yadav VP - Equity Sales kapil@dolatcapital.com +9122 4096 9735
Equity Trading Designation E-mail

P. Sridhar SVP and Head of Sales Trading sridhar@dolatcapital.com +9122 4096 9728
Chandrakant Ware VP - Sales Trading chandrakant@dolatcapital.com +9122 4096 9707

Shirish Thakkar
Kartik Mehta
Bhavin Mehta
Hardik Mehta

VP - Head Domestic Derivatives Sales Trading
VP - Head Asia Derivatives Sales Trading
VP - Derivatives Strategist

Sales Trader

shirisht@dolatcapital.com
kartikm@dolatcapital.com

hardikm@dolatcapital.com

bhavinm@dolatcapital.com

+9122 4096 9702
+9122 4096 9715
+9122 4096 9705
+9122 4096 9703

Dolat Capital Market Private Limited.
20, Rajabahadur Mansion, 1st Floor, Ambalal Doshi Marg, Fort, Mumbai - 400 001




DART”

Analyst(s) Certification

The research analyst(s), with respect to each issuer and its securities covered by them in this research report, certify that: All of the views
expressed in this research report accurately reflect his or her or their personal views about all of the issuers and their securities; and No part
of his or her or their compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this
research report.

I. Analyst(s) and Associate (S) holding in the Stock(s): (Nil)

1. Disclaimer:

This research report has been prepared by Dolat Capital Market Private Limited. to provide information about the company(ies) and sector(s),
if any, covered in the report and may be distributed by it and/or its affiliated company(ies) solely for the purpose of information of the select
recipient of this report. This report and/or any part thereof, may not be duplicated in any form and/or reproduced or redistributed without the
prior written consent of Dolat Capital Market Private Limited. This report has been prepared independent of the companies covered herein.
Dolat Capital Market Private Limited. and its affiliated companies are part of a multi-service, integrated investment banking, brokerage and
financing group. Dolat Capital Market Private Limited. and/or its affiliated company(ies) might have provided or may provide services in respect
of managing offerings of securities, corporate finance, investment banking, mergers & acquisitions, financing or any other advisory services
to the company(ies) covered herein. Dolat Capital Market Private Limited. and/or its affiliated company(ies) might have received or may
receive compensation from the company(ies) mentioned in this report for rendering any of the above services. Research analysts and sales
persons of Dolat Capital Market Private Limited. may provide important inputs to its affiliated company(ies) associated with it. While reasonable
care has been taken in the preparation of this report, it does not purport to be a complete description of the securities, markets or developments
referred to herein, and Dolat Capital Market Private Limited. does not warrant its accuracy or completeness. Dolat Capital Market Private
Limited. may 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. This report is provided for information only and is not an investment advice and must not alone be taken as the basis
for an investment decision. The investment discussed or views expressed herein may not be suitable for all investors. The user assumes the
entire risk of any use made of this information. The information contained herein may be changed without notice and Dolat Capital Market
Private Limited. reserves the right to make modifications and alterations to this statement as they may deem fit from time to time. Dolat Capital
Market Private Limited. and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position
in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities
and earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act
as an advisor or lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any
recommendation and other related information and opinions. This report is neither an offer nor solicitation of an offer to buy and/or sell any
securities mentioned herein and/or not an official confirmation of any transaction. This report 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 Dolat Capital Market Private Limited. and/or its
affiliated company(ies) to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not
be eligible for sale in all jurisdictions or to a certain category of investors. Persons in whose possession this report may come, are required to
inform themselves of and to observe such restrictions.

For U.S. Entity/ persons only: This research report is a product of Dolat Capital Market Private Limited., which is the employer of the
research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are resident outside the
United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise
comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and trading
securities held by a research analyst account.

This report is intended for distribution by Dolat Capital Market Private Limited. only to "Major Institutional Investors" as defined by Rule 15a-
6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange
Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then
it should not act upon this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted
onward to any U.S. person or entity.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to
conduct certain business with Major Institutional Investors, Dolat Capital Market Private Limited. has entered into an agreement with a U.S.
registered broker-dealer Ltd Marco Polo Securities Inc. ("Marco Polo"). Transactions in securities discussed in this research report should be
effected through Marco Polo or another U.S. registered broker dealer/Entity as informed by Dolat Capital Market Private Limited. from time to
time.
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