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Strong Carbon segment margins; Outlook positive

Summary

Rain Industries (Rain) reported slightly better than expected Q2CY17 results with
EBITDA growth of 16.0% YoY to Rs 4,914 mn driven by Carbon Product segment
EBITDA which grew by 19.2% YoY to Rs 4,002 mn.

Adj. net profit remained flat YoY to Rs 1,556 mn (10.5% above our estimates). Net
debt remained flat QoQ to $952 mn.

The company announced setting up of vertical shaft kiln in Vishakapatnam
(370 ktpa) in Andhra Pradesh with a capex of Rs4,240 mn. The project is likely to
commence by March 2019.

We raise our estimates and target price to Rs144; Maintain BUY.

Key Highlights and Investment Rationale

B Strong growth in Carbon Products continues: During Q2CY17, Carbon Products

segment EBITDA stood at Rs4,002 mn (+6.8% QoQ, +19.2% YoY).

Chemical and Cement segment profitability falls: Chemical EBITDA fell by 35.1% YoY
to Rs465mn due to unfavourable forex exposure and higher raw material costs;
segment margins are likely to improve from Q3CY17. Cement EBITDA also fell 42.5%
YoY to Rs211 mn on lower volumes and higher costs.

New capex announced; leverage levels likely to remain high: The company
announced setting up of vertical shaft kiln in Vishakapatnam (370 ktpa) in Andhra
Pradesh with a capex of Rs4,240 mn. This is likely to keep leverage levels high over
CY17-18E.

Raise CY17-18 estimates on improved outlook: CPC and CTP demand has continued
to improve in the last six months which is also evident from Carbon Products margin
improvement during H2CY17. We raise our CY17-18 Carbon Products EBITDA
estimates by 9.5%/7.3% for CY17/CY18, respectively, on improving demand. Lastly,
we also raise our capex and net debt assumptions to factor in the new capex
announcement related to vertical shaft kiln in Vishakapatnam. We raise our target
price to Rs144 (previous Rs139) and maintain our BUY rating.
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Financial snapshot (Rs mn)
Year CY2014 CY2015 CY2016 CY2017E CY2018E
Revenue 119,370 102,185 93,164 101,769 111,167
EBITDA 12,145 13,492 13,537 18,769 19,328
EBITDA (%) 10.2 13.2 14.5 18.4 17.4
Adj. PAT 3,464 3,301 3,234 5,276 6,080
EPS (Rs) 10.3 9.8 9.6 15.7 18.1
EPS Growth (%) (10.2) (4.7) (2.0) 63.1 15.2
PE (x) 11.2 11.8 12.0 7.4 6.4
Dividend Yield (%) 0.9 1.0 1.0 2.1 2.1
EV/EBITDA (x) 8.4 7.5 7.3 5.0 4.6
RoE (%) 11.2 11.2 10.9 16.6 16.8
RoCE (%) 7.3 9.0 9.0 12.3 12.9

Source: Company; IDBI Capital Research
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Table 1: Quarterly Snapshot (Rs mn)
Financial snapshot Q2CY17 Q1cCY17 QoQ (%) Q2CY16
Net sales 27,641 25,555 8.2 25,315 9.2
Expenditure 22,488 20,935 7.4 20,874 7.7
EBITDA 5,153 4,619 11.6 4,441 16.0
EBITDA margin (%) 18.6 18.1 57bps 17.5 110bps
Interest 1,483 1,536 (3.4) 1,513 (1.9)
Depreciation 1,295 1,366 (5.2) 862 50.2
PBT 2,375 1,047 126.8 2,551 (6.9)
Tax 819 400 104.5 987 (17.1)
PAT 1,556 647 140.6 1,563 (0.4)
Adj. PAT 1,556 1,317 18.2 1,565 (0.5)
Adj. diluted EPS (Rs) 4.63 3.92 18.2 4.65 (0.5)

Source: Company; IDBI Capital Research

Table 2: Actual vs. Estimates (Rs mn)
Q2CY17E Q2CY17 Variance (%)

Net sales 27,872 27,641 (0.8)

EBTIDA 4,914 5,153 4.9

Margin (%) 17.6 18.6 104bps

PAT 1,409 1,556 10.5

Adj. diluted EPS (Rs) 4.39 4.63 10.5

Source: Company; IDBI Capital Research
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Key highlights from the earnings con-call

B Demand for CPC and CTP continues to improve. From Q4CY16, the tightness has continued in the market.

B  Company hopeful of raising margins in Carbon segment; Chemicals segment EBITDA should likely improve from
Q3CY17.

B Aluminium demand remains positive with prices rising alongside lower inventories. Some western world smelters
likely to restart smelters which will further improve demand for CPC and CTP.

B Tightness in supply of GPC too, but Rain well-poised to get supplies given its long-term relationships with suppliers.

B For Russian JV, Rain aims to source raw materials from their partner, Severstal.

Table 3: Sales volumes (mn tonnes)

Q2CY17 Q1cy17 QoQ (%) Q2CY16 YoY (%)
Carbon Products 0.76 0.73 2.9 0.80 (5.0)
Chemicals 0.06 0.06 nm 0.08 (20.0)
Cement 0.56 0.54 3.9 0.60 (7.9)

Source: Company; IDBI Capital Research

Table 4: Segment Revenues (Rs mn)
Q2FY17 Q1CY17 QoQ (%) Q2CY16 YoY (%)

Carbon Products 21,039 18,106 16.2 17,743 18.6

Chemicals 5,442 4,574 19.0 5,607 (2.9)

Cement 2,823 2,554 10.6 2,752 2.6

Total Revenues 29,304 25,234 16.1 26,102 12.3

less: intersegment sales 2,138 2,096 2.0 2,137 0.0

Net revenues 27,166 23,138 17.4 23,965 13.4

Source: Company; IDBI Capital Research
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Table 5: Segmental adj. EBITDA (Rs mn)

Q2FY17 QicY17 QoQ (%) Q2CY16 YoY (%)
Carbon Products 4,002 3,746 6.8 3,358 19.2
Chemicals 465 544 (14.5) 716 (35.1)
Cement 211 124 70.2 367 (42.5)
Total EBITDA 5,153 4,619 11.6 4,441 16.0

Source: Company; IDBI Capital Research

We have raised our CY17/18 margin estimates by 164bps/99bps to account for higher than expected demand for CPC
and CTP. Hence, our CY17/18 FY18/19 EBITDA and net profit estimates are revised upwards.

Table 6: Change in estimates

CY17E CY18E
old New (%) Chg (o][¢] New (%) Chg
Revenue (Rs mn) 102,092 101,769 (0.3) 110,114 111,167 1.0
EBITDA (Rs mn) 17,136 18,769 9.5 18,021 19,328 7.3
EBITDA margin (%) 16.8 18.4 164bps 16.4 17.4 99bps
Net profit (Rs mn) 4,177 5,276 26.3 5,207 6,080 16.8
EPS (Rs) 12.4 15.7 26.5 15.5 18.1 16.6
Source: Company; IDBI Capital Research
Table 7: Valuation (Rs mn)
Method FY18 EBITDA Multiple (x) Value ‘
Carbon EV/EBITDA 16,566 43 71,232
Chemicals EV/EBITDA 1,771 4.5 7,968
Cement (@ $90 EV/tonne) 21,105
Total EBITDA 97,763
Total EV (Rs mn) 51,170
Net debt (Rs mn) 46,593
Value per share (Rs) 144
CMP (Rs) 116
Upside potential (%) 27

Source: Company; IDBI Capital Research
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Financial Summary

Profit & Loss Account (Rs mn) Cash Flow Statement (Rs mn)
Year-end: June CY15 CY16 CY17E CY18E Year-end: June CYl5 Cvyi6  CY17E  CY18E
Net sales 102,185 93,164 101,769 111,167 Pre-tax profit 4,985 5,288 7,678 9,075
Growth (%) (14.4) (8.8) 9.2 9.2 Depreciation 3,278 3,461 5,253 5,306
Operating expenses (88,693) (79,627) (83,000) (91,838) Tax paid (1,567) (1,648) (2,402) (2,995)
EBITDA 13,492 13,537 18,769 19,328 Chg in working capital (587) 4,208 (2,384) (306)
Growth (%) 11.1 0.3 38.7 3.0 Other operating activities 6,500 5,867 5,839 4,948
Depreciation (3,278) (3,461) (5,253) (5,306) Cash flow from operations (a) 12,610 17,175 13,983 16,028
EBIT 10,214 10,076 13,517 14,023 Capital expenditure (4,939) (4,420) (3,250) (5,250)
Interest paid (5,964) (5,867) (5,839) (4,948) Chg in investments 60 - - -
Other income 796 737 - - Other investing activities (23) - - -
Pre-tax profit 4,985 3,576 7,008 9,075 Cash flow from investing (b)  (4,903) (4,420) (3,250) (5,250)
Tax (1,962) (1,648) (2,402) (2,995) Equity raised/(repaid) - - - -
Effective tax rate (%) 39.4 46.1 34.3 33.0 Debt raised/(repaid) (955) (2,342) (7,018) (5,750)
Net profit 3,023 1,928 4,605 6,080 Dividend (incl. tax) (405) (405) (810) (810)
Adjusted net profit 3,301 3,234 5,276 6,080 Other financing activities (6,708) (5,867) (5,839) (4,948)
Growth (%) (4.7) (2.0) 63.1 15.2 Cash flow from financing (c) (8,068) (8,613) (13,666) (11,508)

Shares o/s (mn nos) 336 336 336 336 Net chg in cash (a+b+c) (361) 4,142 (2,933) (730)
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Balance Sheet

Year-end: June CY15
Net fixed assets 85,398
Investments 59
Other non-curr assets 8,452
Current assets 39,321

Inventories 16,210

Sundry Debtors 11,968

Cash and Bank 8,605

Loans and advances 2,313

Other current Assets 90
Total assets 133,230
Shareholders' funds 29,375
Share capital 673
Reserves & surplus 28,702
Minority Interest 24
Total Debt 71,323
Other liabilities 11,836
Current liabilities 20,672
Curr Liab 19,146
Provisions 1,526
Total liabilities 103,831
Total equity & liabilities 133,230
Book Value (Rs) 87

Source: Company; IDBI Capital Research

(Rs mn)

CY16 CY17E CY18E
91,473 88,462 88,406
99 99 99
2,844 2,844 2,844
35,863 38,096 40,181
12,678 15,778 17,235
10,637 12,347 13,487
10,491 7,558 6,828
1,997 2,354 2,572
60 60 60
130,279 129,502 131,531
30,144 33,601 38,872
673 673 673
29,471 32,929 38,199
716 716 716
69,756 61,963 56,213
11,676 11,922 12,703
17,988 21,299 23,027
16,626 19,722 21,304
1,362 1,577 1,723
99,420 95,185 91,943
130,279 129,502 131,531
90 100 116

Financial Ratios

Year-end: June

Adj EPS (Rs)

Adj EPS growth (%)

EBITDA margin (%)

Pre-tax margin (%)

ROE (%)

ROCE (%)

Turnover & Leverage ratios (x)
Asset turnover (x)

Leverage factor (x)

Net margin (%)

Net Debt/Equity (x)

Working Capital & Liquidity ratio
Inventory days

Receivable days

Payable days

Valuation

Year-end: March
PER (x)

Price / Book value (x)
PCE (x)

EV / Net sales (x)

EV/ EBITDA (x)

Dividend Yield (%)

CY15
9.8
(4.7)

13.2

4.9

11.2

9.0

0.8
4.6
3.2
21

58
43
42

CY15
11.8
13
5.9

1.0

7.5

1.0

CYlé CY17E CY18E

96 157
(200 63.1
145 184

3.8 6.9
109 166
9.0 123
0.7 0.8
4.4 4.1
3.5 5.2
2.0 1.6
50 57
42 44
36 43
CY16 CY17E
12.0 7.4
1.3 1.2
5.8 3.7
1.1 0.9
7.3 5.0
1.0 2.1

18.1
15.2
17.4

8.2
16.8
12.9

0.9
3.6
5.5
13

57
44
43

CY18E
6.4
1.0
3.4

0.8

4.6

2.1
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= Notes

Dealing (91-22) 6637 1150 dealing@idbicapital.com

Key to Ratings Stocks:
BUY: Absolute return of 15% and above; ACCUMULATE: 5% to 15%; HOLD: Upto +5%; REDUCE: -5% to -15%; SELL: -15% and below.
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Disclaimer

This document has been prepared by IDBI Capital Markets & Securities Ltd (formerly known as “IDBI Capital Market Services Ltd.”) (“IDBI Capital”) and is meant for the recipient only for use as intended and not for circulation. This document should not be reproduced or copied
or made available to others. No person associated with IDBI Capital is obligated to call or initiate contact with you for the purposes of elaborating or following up on the information contained in this document. The Report and information contained herein is strictly confidential
and meant for solely for the selected recipient and may not be altered in any way, transmitted to copied or distributed, in part or in whole , to any other person or to the media or reproduced in any form, without the prior written consent of IDBI Capital.

Recipients may not receive this report at the same time as other recipients. IDBI Capital will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is from the public domain or sources believed to be reliable. While reasonable care has been taken to ensure that information given is at the time believed to be fair and correct and opinions based thereupon are reasonable, due to the very
nature of research it cannot be warranted or represented that it is accurate or complete and it should not be relied upon as such. In so far as this report includes current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be
guaranteed.

Opinions expressed are current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis, the information discussed in this material, IDBI Capital, its directors, employees are under no obligation to update or keep the
information current. Further there may be regulatory, compliance, or other reasons that prevent us from doing so.

Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice.

IDBI Capital, its directors and employees and any person connected with it, will not in any way be responsible for the contents of this report or for any losses, costs, expenses, charges, including notional losses/lost opportunities incurred by a recipient as a result of acting or non-
acting on any information/material contained in the report.

This is not an offer to sell or a solicitation to buy any securities or an attempt to influence the opinion or behaviour of investors or recipients or provide any investment/tax advice.

This report is for information only and has not been prepared based on specific investment objectives. The securities discussed in this report may not be suitable for all investors. Investors must make their own investment decision based on their own investment objectives,
goals and financial position and based on their own analysis.

Trading in stocks, stock derivatives, and other securities is inherently risky and the recipient agrees to assume complete and full responsibility for the outcomes of all trading decisions that the recipient makes, including but not limited to loss of capital.

Opinions, projections and estimates in this report solely constitute the current judgment of the author of this report as of the date of this report and do not in any way reflect the views of IDBI Capital, its directors, officers, or employees.

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 IDBI Capital and associates 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 certain category of investors. Persons in whose possession this
document may come are required to inform themselves of and to observe such restriction.

E-mail is not a secure method of communication. IDBI Capital Markets & Securities Ltd (formerly known as “IDBI Capital Market Services Ltd.”) cannot accept responsibility for the accuracy or completeness of any e-mail message or any attachment(s).

This transmission could contain viruses, be corrupted, destroyed, incomplete, intercepted, lost or arrive late. IDBI Capital, its directors or employees or associates accept no liability for any damage caused, directly or indirectly, by this email.
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