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We attended the Analyst meet of Kajaria Ceramics (KJC IN) recently and given
below are the key takeaways from the meet.

Industry Dynamics

e The tile industry in the country has grown by ~12% YoY to Rs 190bn in FY13
as compared to Rs 170bn in the previous year. Kajaria thus enjoys market
share of ~17% in the National brands players and ~9% in the overall industry.

e The industry is expected to grow at a CAGR of 12-13% over the next 5 years.
The major growth is expected to come from the Class ‘B’ and ‘C’ towns as
major new construction is coming up in these markets whereas the Class ‘A’
cities are growing slower on the back of renovation demand.

e According to the management, FY13 was one of the toughest years in terms
of demand scenario and also in terms of raw material cost inflation.

e Ceramic Tiles (expected growth of 18% for the company in FY14E) find
application in the Wall decoration whereas the Vitrified Tiles (both Polished
as well as Glazed — expected growth of ~22% for the company in FY14E) find
application in the flooring.

e A good opportunity for export to the European markets is what the industry
is eyeing over the next 3-5 years period. This can open a market of 20-50
MSM over the next few years.

Dealer Network

e The company currently has 825 dealers across the country — of which 125 are
exclusive Kajaria dealers and 700 dealers also sell other brands along with
Kajaria products. It has its reach to 6000 retail points through this network.

e 11 Kajaria Galaxy stores are set-up across the country since April 2012.
Galaxy stores are exclusive Kajaria dealer stores selling all varieties of Tiles
and store admeasuring more than 3000 square feet.

e There are other exclusive Kajaria stores as well — Prima for Ceramic Tiles only
and Kajaria Studio for Polished and Glazed Vitrified Tiles.

e All 3 segments of tiles put together make up around 1000 different SKUs for
the company.

Outlook and Valuation

We believe that with the leadership position, product mix shift and timely
increases in the production capacities, the company will continue to post robust
performance over the next few quarters. The management has guided for a 20%
CAGR in revenues over the next 5 year period which we believe is quite realistic
given the robust industry dynamics and company’s positioning. We have revised
our FY14E and FY15E EPS upwards by 2.9% and 0.6% respectively. At CMP of Rs
229, the stock trades at 13.5x FY14E EPS and ~10.7x FY15E EPS. 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 with
retained price target of Rs 318, which implies 15x FY15E EPS.
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Company Data

0/S SHARES (MN) : 74
MARKET CAP (RSBN) : 17
MARKET CAP (USDBN) : 0.3
52 - WK HI/LO (RS) : 261/153
LIQUIDITY 3M (USDMN) : 0.2
FACE VALUE (RS) : 2

Share Holding Pattern, %

PROMOTERS : 53.5
FIl / NRI : 16.6
FI / MF : 4.4
NON PROMOTER CORP. HOLDINGS : 9.5
PUBLIC & OTHERS : 16.0

Price Performance, %
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Other Key Ratios

Rs mn FY13E FY14E FY15E
Net Sales 16,120 18,726 22,114
Ebidta 2,446 2,810 3,369
Net Profit 1,045 1,249 1,570
EPS, Rs 14.2 17.0 21.3
PER, X 16.1 13.5 10.7
EV/EBIDTA, x 7.9 6.9 5.7
EV/Net Sales, x 1.2 1.0 0.9
ROE, % 29.0 27.4 27.1

Source: PhillipCapital India Research Est.
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Sales details

70% of the total revenues of the company are through retail sales and ~30%
come from institutional and project sales.

The Northern market is the strongest market for the company in terms of
sales distribution.

With the acquisition in Andhra Pradesh the lead time of supply from factory
to sales point has decreased from 15 days to less than 5 days.

Faucets contribute to around Rs 150mn out of the total sales of the
company. It is currently not looking to set-up its own manufacturing unit till
the time the turnover from this segment does not reach Rs 300-350mn.

The Value Added tiles account for ~45% of the total sales of the company in
FY13 as against 5% three years back.

The industry did not enjoy great pricing power in FY13.

Finance details

The current debt for the company stands at ~Rs 3.2bn and this could be the
peak debt according to the management for a sustained growth of 20% over
the next few years.

The company has earmarked a capex of Rs 1bn each for the coming 2 years.
Current consolidated cost of debt for the company stands at 11.5%. The cost
of debt at the parent level stands at 10.75% whereas for the JVs the cost of
debt works out to around 14%.

Key Risks

The availability and Pricing of gas is major cause of concern for the
management. But it believes that the prices of gas have more or less
stabilized.

Q4FY13 results highlights
The key highlights of the results are as under:

Net revenues for the quarter grew by 20.5% YoY to Rs 4490mn on the back
of volume growth to the tune of ~15%. The company sold 12.62 MSM of tiles
during the quarter as compared to 11 MSM in the corresponding quarter last
year. The realization per MSM increased by 2.7% YoY to Rs 380.3 on account
of the product mix shift.

For the year ended March 31 2013, the company reported revenue growth
of 22.8% to Rs 16120mn. The revenue growth during the year was driven by
13.9% growth in the volumes. The volume of tiles sold during the year stood
at 44.83 MSM as compared to 39.36 MSM in the corresponding period last
year. The realization per MSM for the year increased by 7.8% YoY to Rs
359.6.

The EBIDTA for the quarter increased by 16% YoY to Rs 678mn as the
margins declined by around 60bps to 15.1%. The decline in margins for the
quarter were largely on account of a ~20% in gas prices in the last 2-3
quarters and upward revised power tariff in the state of Andhra Pradesh.
The Power and fuel cost as a percentage of sales increased by 360bps YoY to
~18.7%. The EBIDTA per MSM increased by 0.9% YoY to Rs 53.75 for the
quarter.
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e The EBIDTA for the year saw a jump of 18.6% YoY to Rs 2446mn as the
margins declined by 50bos YoY to 15.2%. The EBIDTA per MSM increased by
4.2% YoY to Rs 54.6 for the year.

e PAT after Minority Interest for the quarter surged by 31% YoY to Rs 308mn
and the EPS stood at Rs 4.2. The increase in PAT was higher as compared to
the EBIDTA on account of 250bps decline in Tax as percentage of PBT to
31.9%. For FY13 the PAT after minority interest stood at Rs 1045mn, YoY
jump of 29.2% as the company reported EPS of Rs 14.2.

Quarterly Performance

Q3FY13 Q3FY12 9MFY13 9MFY12
Net sales 4,177 3,507 11,630 9,404
Growth YoY, % 19.1 23.7
Total income 4,177 3,507 11,630 9,404
Operating expenses 3,570 2,947 9,862 7,927
EBITDA 607 561 1,768 1,477
Growth YoY, % 8.3 19.7
Margin 14.5 16.0 15.2 15.7
Depreciation 113 103 343 284
EBIT 494 458 1,425 1,193
Margin 11.8 13.0 12.3 12.7
Interest paid 118 154 351 353
Other Non-Operating Income 3 - 13 -
Pre-tax profit 379 304 1,087 840
Tax provided 120 91 343 257
Profit after tax 258 213 744 583
PAT After Minority Interest 250 211 737 574
Growth YoY, % 18.5 28.5
Margin 6.0 6.0 6.3 6.1
Adj EPS, Rs 34 2.9 10.0 7.8
Unadj. shares (m) 73.6 73.6 73.6 73.6
Wtd avg shares (m) 73.6 73.6 73.6 73.6

Source: Company, PhillipCapital India Research

Sales Volume and growth — Q4 growth at 13.6% YoY
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Realisation and growth — 4% realization growth YoY

Realisation per SM (Rs)
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EBIDTA per SM and growth — EBIDTA per SM at Rs 53.7
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Change in estimates
FY14 FY15
Rs Mn Earlier Revised % Change Earlier Revised % Change
Net Sales 19035 18,726 -1.6 22417 22,114 -1.4
EBIDTA 2771 2,810 1.4 3335 3,369 1.0
Margin, % 14.6 15.0 +40 bps 14.9 15.2 +30 bps
PAT 1212 1,249 31 1559 1,570 0.7
EPS, Rs 16.5 17.0 2.9 21.2 21.3 0.6
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hillipCapital

Financials
Income Statement Cash Flow
Y/E Mar, Rs mn FY12 FY13E FY14E FY15E Y/E Mar, Rs mn FY12 FY13E FY14E FY15E
Net sales 13,130 16,120 18,726 22,114 Pre-tax profit 1,199 1,577 1,896 2,413
Growth, % 38 23 16 18 Depreciation 393 446 491 530
Other income 15 30 36 44 Chg in working capital 664 0 -536 -489
Total income 13,145 16,150 18,763 22,158 Total tax paid -523 -481 -603 -791
Operating expenses -3,488 -4,825 -5,532 -6,484 Cash flow from operating activities 1,733 1,542 1,248 1,663
EBITDA 2,062 2,446 2,810 3,369 Capital expenditure -710 -1,491 -991  -1,030
Growth, % 39.4 18.6 14.9 19.9 Chg in investments 33 0 0 -300
Margin, % 15.7 15.2 15.0 15.2 Cash flow from investing activities -677 -1,491 -991  -1,330
Depreciation -393 -446 -491 -530 Debt raised/(repaid) -896 -23 17 0
EBIT 1,669 2,000 2,319 2,839 Dividend (incl. tax) -171 -214 -257 -299
Growth, % 41.2 19.8 15.9 22.4 Cash flow from financing activities -1,067 -237 -239 -299
Margin, % 12.7 12.4 12.4 12.8 Net chg in cash -11 -186 18 34
Interest paid -485 -454 -459 -469
Pre-tax profit 1,199 1,577 1,896 2,413
Tax provided -381 -499 -607 -796
Profit after tax 818 1,078 1,289 1,618 Valuation Ratios & Per Share Data
Net Profit 809 1,045 1,249 1,570
Growth, % 334 29.2 19.6 25.6 P AU FY14E AL
Unadj. shares (m) 74 74 74 74 EPS, Rs 11.0 14.2 17.0 213
Wtd avg shares (m) 74 74 74 74 BVPS, Rs 38.3 49.0 62.0 78.6
DPS, Rs 2.5 3.0 35 4.0
Return on assets (%) 12.9 13.9 14.3 15.3
Balance Sheet Return on equity (%) 28.7 29.0 27.4 27.1
Y/E Mar, Rs mn FY12 FY13E FY14E FY15E Return on Capital Employed (%) 24.5 27.0 26.0 26.5
Cash & bank 72 55 73 105 Asset turnover (x) 2.2 2.4 2.3 2.5
Debtors 1,442 1,436 1,670 1,937 Sales/Total assets (x) 1.5 1.6 1.7 1.8
Inventory 1,865 2,197 2,575 3,041 Sales/Net FA (x) 2.6 2.8 2.9 3.1
Loans & advances 549 504 579 666 Receivable days 40.1 325 32.6 32.0
Total current assets 3,928 4,197 4,902 5,754 Inventory days 51.8 49.7 50.2 50.2
Investments 1 1 1 301 Payable days 73.8 44.3 41.8 39.1
Gross fixed assets 7,865 9,380 10,371 11,401 Current ratio (x) 0.9 0.9 1.0 1.1
Less: Depreciation -2,656 -3,102 -3,593 -4,123 Quick ratio (x) 0.4 0.4 0.5 0.5
Add: Capital WIP 24 0 0 0 Interest cover (x) 3.4 4.4 5.0 6.0
Net fixed assets 5,233 6,278 6,778 7,278 Dividend cover (x) 4.4 4.7 49 5.3
Non-current assets 1 0 0 0 PER (x) 20.8 16.1 13.5 10.7
Total assets 9,162 10,476 11,681 13,332 Price/Book (x) 6.0 4.7 3.7 2.9
EV/EBIT (x) 1.1 1.3 1.5 1.7
Current liabilities 4,352 4,605 4,742 5,058 EV/NOPLAT (x) 1.4 1.2 1.0 0.9
Provisions 357 437 497 560 EV/CE 9.1 7.9 6.9 5.7
Total current liabilities 4,709 5,042 5,239 5,618 EV/IC (x) 11.3 9.7 8.3 6.8
Non-current liabilities 1,560 1,550 1,567 1,567
Total liabilities 6,269 6,592 6,807 7,185
Paid-up capital 147 147 147 147
Reserves & surplus 2,673 3,461 4,412 5,637
Shareholders’ equity 2,893 3,884 4,874 6,147
Total equity & liabilities 9,162 10,476 11,681 13,332

Source: Company, PhillipCapital India Research Estimates
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Recommendation Chart
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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 other financial, economic or political factors. Past performance is not
necessarily indicative of future performance or results.

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 opinions as of the date appearing on this material and are subject to change without notice.Furthermore,
PCIPL is under no obligation to update or keep the information current.

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 or in part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only and only if it is

reprinted in its entirety.

Caution: Risk of loss in trading in can be substantial. You should carefully consider whether trading is appropriate for you in light of your experience, objectives,
financial resources and other relevant circumstances.
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2nd Floor, C-Block, Modern Centre, Mahalaxmi, Mumbai - 400011
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