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Q4FY14 Results: Robust volume momentum to continue
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Kajaria Ceramics (KCL) reported PAT at Rs 421mn ahead of our and consensus
estimates on the back of a robust revenue growth (+17%, YoY) and healthy EBITDA
margins (16%). Notwithstanding the current challenging macro environment, we
believe that KCL is well placed to continue the healthy revenue growth momentum
led by capacity expansions/new ventures (increased market penetration). The recent
change in operating cost (from coal based to gas based power) of unorganized
players would benefit branded players such as Kajaria. We value the company at 22x
FY16E EPS with a target price of Rs 616.

Strong revenue growth led by volumes: Revenue grew by 17% (YoY) on the back of a
16% volume growth. Realization growth remains flat on YoY basis at Rs 358 per SM on
higher proportion of ceramic tiles during the quarter. Production grew by 13% (YoY)
driven by ramp-up of the production in JV Partners (up 51% (YoY). Thus the share of
outsourced component in overall sales reduced by 340 bps (YoY). EBITDA per SM grew by
6% (YoY).

EBITDA margins improved to 16%. Margin improvement of 90bps on a YoY basis
against our estimate of 14.9% despite of decline in gross margins (down 50 bps) on
account of lower proportion of vitrified tiles was encouraging.

Existing JV capacities operating at 90% +, further capacities to add: KCL will add
4.50MSM capacity of high end polished vitrified tiles acquired from Jaxx and 3.00
MSM additional capacity from Cosa which would come into operation by August
2014. Apart from this, the company’s expansion plans include (a) 1.5m-piece faucet
plant in Rajasthan (b) a 5m sq.mt. vitrified tile plant in Morbi by acquiring a 51%
stake in Taurus Tiles. (c) a 5m sq.mt. Greenfield vitrified tile plant in Rajasthan and
(d) 0.7m-piece sanitaryware plant in Morbi in a JV with local partners (a 34% stake).
The company will be spending Rs4.5bn over FY13-FY16E to increase its existing
capacity by 40% to 61.1msgm in FY16E from 43.6msqgm in FY14. Capex for the above
expansion would be Rs 4.5bn over FY14-16E. The additional capacities would
improve the product mix from current 50:50 ceramics vs. vitrified tiles to 45:50.

Debt position/ working capital days improve: Debt equity ratio at the consolidated
level improved to 0.42x from 0.82x since March 13. Consolidated debt at the end of
the quarter decreased by 840mn to Rs 2.36bn. Working capital days improved to 25
days from 32 days since March 2013.

Management Outlook: a) The company’s entry into new business vertical —
sanitaryware, will open avenues to further leverage on its distribution network over
825 dealers and around 5,000 sales points across India. b) Management guide for
topline growth of 18-20% CAGR over FY14-16E.

Outlook and Valuation: We believe that with the leadership position, product mix
shift and timely price increases, the company will continue to post robust
performance in the coming years. At CMP of Rs 490, the stock trades at ~17.5x FY16E
EPS. We marginally revise our estimates upward for FY16E to factor in better volume
growth aided by additional capacities. We continue to remain positive on the growth
prospects and the cash generation ability of the company in the coming years and
maintain our BUY rating on the stock. We value the company at 22x FY16E earnings
and arrive at target price of Rs 616.

Please refer to Disclosures and Disclaimers at the end of the Research Report.
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Other Key Ratios

Rs mn FY14E FY15E FY16E
Net Sales 18,400 22,051 27,575
EBIDTA 2,807 3,418 4,495
Net Profit 1,242 1,517 2,118
EPS, Rs 164 201 28.0
PER, x 29.8 244 175
EV/EBIDTA, x 140 117 8.9
P/BV, x 2.1 1.8 1.4
ROE, % 235 244 266
Debt/Equity, % 411 512 399

Source: PhillipCapital India Research Est.
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Quarterly Performance

Q4FY14 Q4FY13
Net sales 5,243 4,490
Growth YoY, % 16.8
Total income 5,243 4,490
Operating expenses 4,403 3,812
EBITDA 840 678
Growth YoY, % 23.8
Margin 16.0 15.1
Depreciation 119 103
EBIT 720 575
Margin 13.7 12.8
Interest paid 67 102
Other Non-Operating Income 25 18
Pre-tax profit 679 490
Tax provided 232 156
Profit after tax 447 334
PAT After Minority Interest 421 308
Growth YoY, % 36.9
Margin 8.0 6.9
Adj EPS, Rs 5.6 4.2
Unadj. shares (m) 75.6 73.6
Wtd avg shares (m) 75.6 73.6
Source: Company, PhillipCapital India Research
Sales Volume growth — Q4FY14 growth at 16% YoY
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Realization and growth — flat (YoY)
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EBIDTA per SM and growth — EBIDTA per SM at Rs 57.3
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Financials

Income Statement Cash Flow
Y/E Mar, Rs mn FY13 FY14E FY15E FY16E Y/E Mar, Rs mn FY13 FY14E FY15E FY16E
Net sales 16,120 18,400 22,051 27,575 Pre-tax profit 1,577 1,992 2,434 3,399
Growth, % 23 14 19.8 25.1 Depreciation 446 470 564 677
Total income 16,150 18,463 22,101 27,635 Chg in working capital 97 267 2,338 -988
Raw material expenses -7,485 -8,252 -10,011 -12,353 Total tax paid -479 -664 -803 -1,121
Employee expenses -1,364 -1,726 -1,874 -2,344 Cash flow from operating activities 1,641 2,065 4,533 1,967
Other Operating expenses -4,824 -5,615 -6,747 -8,383 Capital expenditure -1,491  -1,513 -3,564 -1,476
EBITDA (Core) 2,446 2,807 3,418 4,495 Chg in investments 0 0 -300 0
Growth, % 18.6 14.7 21.8 31.5 Cash flow from investing activities -1,491 -1,513 -3,864 -1,477
Margin, % 15.2 15.3 15.5 16.3 Debt raised/(repaid) -122 -795 0 0
Depreciation -446 -470 -564 -677 Dividend (incl. tax) -214 -564 -352 -352
EBIT 2,000 2,337 2,854 3,818 Cash flow from financing activities -167 -545 -604 -353
Growth, % 19.8 16.8 22.1 33.8 Net chg in cash -17 6 65 137
Margin, % 12.4 12.7 12.9 13.8
Interest paid 454 -408 -470 -480 Valuation Ratios & Per Share Data
Other Non-Operating Income 30 63 50 60
Pre-tax profit 1,577 1,992 2,434 3,399 FY13 FYI4E  FYISE  FY16E
Tax provided 499 678 803 1,121 Per Share data
Profit after tax 1,078 1,314 1,631 2,278 EPS (INR) 14.2 164 201 280
Others (Minorities, Associates) -33 -71 -114 -159 Growth, % 29.2 15.7 221 39.7
Net Profit 1,045 1,242 1,517 2,118 Book NAV/share (INR) 49.0 70.1 82.1 105.5
Growth, % 292 18.9 21 39.7 FDEPS (INR) 14.2 16.4 20.1 28.0
Net Profit (adjusted) 1,045 1,242 1,517 2,118 CEPS (INR) 20.3 22.6 27.5 37.0
Unadij. shares (m) 74 76 76 76 CFPS (INR) 12.5 21.9 46.1 25.2
Wtd avg shares (m) 74 76 76 76 DPS (INR) 3.0 35 4.0 40

Return ratios

Return on assets (%) 13.9 14.2 14.4 15.9
Balance Sheet Return on equity (%) 200 235 244 266
Y/E Mar, Rs mn FY13 FY14E FY15E FY16E Return on capital employed (%) 27.3 26.5 27.9 30.7
Cash & bank 55 61 126 264 Turnover ratios
Debtors 1,436 1,649 1,544 1,792 Asset turnover (x) 2.4 2.3 2.4 2.5
Inventory 2,197 1,931 2,205 3,033 Sales/Total assets (x) 1.6 1.7 1.6 1.7
Loans & advances 504 791 666 766 Sales/Net FA (x) 2.8 2.7 2.5 2.6
Total current assets 4,197 4,434 4,541 5,856 Working capital/Sales (x) (0.1) (0.1) (0.1) (0.1)
Investments 1 1 301 301 Receivable days 32.5 32.7 25.6 23.7
Gross fixed assets 9,302 10,893 14,457 15,934 Inventory days 49.7 38.3 36.5 40.2
Less: Depreciation -3,102 -3,572 -4,136 -4,813 Payable days 53.0 62.7 77.8 65.4
Add: Capital WIP 78 0 0 0 Working capital days (19.5) (19.2) (54.7) (30.7)
Net fixed assets 6,278 7,321 10,321 11,121 Liquidity ratios
Non-current assets 0 0 0 0 Current ratio (x) 0.8 0.8 0.6 0.7
Total assets 10,475 11,756 15,163 17,278 Quick ratio (x) 0.4 0.5 0.3 0.4

Interest cover (x) 4.4 5.7 6.1 8.0
Current liabilities 4,703 5,339 7,718 7,907 Dividend cover (x) 4.7 4.7 5.0 7.0
Provisions 438 0 0 0 Total debt/Equity (%) 72.8 41.1 51.2 39.9
Total current liabilities 5,140 5,339 7,718 7,907 Net debt/Equity (%) 71.3 40.0 49.2 36.5
Non-current liabilities 1,451 713 713 713 Valuation
Total liabilities 6,592 6,052 8,431 8,620 PER (x) 34.5 29.8 24.4 17.5
Paid-up capital 147 151 151 151 Price/Book (x) 10.0 7.0 6.0 4.6
Reserves & surplus 3,462 5,146 6,057 7,824 Yield (%) 0.6 0.7 0.8 0.8
Shareholders’ equity 3,884 5,706 6,731 8,658 EV/Net sales (x) 2.4 2.1 1.8 1.4
Total equity & liabilities 10,475 11,758 15,163 17,278 EV/EBITDA (x) 15.8 14.0 11.7 8.9

EV/EBIT (x) 19.3 16.8 14.0 10.5

Source: Company, PhillipCapital India Research Estimates
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Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives and Private Client Group. This report has been prepared by
Institutional Equities Group. The views and opinions expressed in this document may or may not match or may be contrary at times with the views, estimates, rating, target price of the
other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd. which is regulated by SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd. References to "PCIPL" in this report
shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL for information purposes only and neither the information contained herein
nor any opinion expressed should be construed or deemed to be construed as solicitation or as offering advice for the purposes of the purchase or sale of any security, investment or
derivatives. The information and opinions contained in the Report were considered by PCIPL to be valid when published. The report also contains information provided to PCIPL by third
parties. The source of such information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this information is correct, PCIPL does not offer any
warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or her own risk and PCIPL does not
accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements and past performance is not necessarily an indication to future
performance.

This report does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. Investors must
undertake independent analysis with their own legal, tax and financial advisors and reach their own regarding the appropriateness of investing in any securities or investment strategies
discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. In no circumstances it be used or considered as an offer to
sell or a solicitation of any offer to buy or sell the Securities mentioned in it. The information contained in the research reports may have been taken from trade and statistical services and
other sources, which we believe are reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that such information is accurate or complete
and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research report is subject to all aspects of
these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the research analyst’s personal
views about all of the subject issuers and/or securities, that the analyst have no known conflict of interest and no part of the research analyst’s compensation was, is or will be, directly or
indirectly, related to the specific views or recommendations contained in this research report. The Research Analyst certifies that he /she or his / her family members does not own the
stock(s) covered in this research report.

Independence: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment banking services from, the subject
issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek compensation for investment banking services from the subject
issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the securities mentioned in this research report, although it or its affiliates may hold either long or
short positions in such securities. PhillipCapital (India) Pvt. Ltd does not hold more than 1% of the shares of the company(ies) covered in this report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or particular requirements of any
individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors. Each investor must make its own determination as to the
appropriateness of any securities referred to in this research report based upon the legal, tax and accounting considerations applicable to such investor and its own investment objectives or
strategy, its financial situation and its investing experience. The value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by
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Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be reliable, but neither PCIPL nor
the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not be relied upon as such. Opinions expressed herein are current
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Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting or reproduction, in whole
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relevant circumstances.
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