
Our Upstream Pick for the month of August is Kajaria Ceramics. It is the largest manufacturer of ceramic/vitrified tiles in India and 
enjoys leadership position with market share of 9%. It has annual manufacturing capacity of 68.37 million sq.mt. and has 8 plants 
across India, including one at Sikandrabad (UP), one at Gailpur (Rajasthan), one at Malutana (Rajasthan), one at Vijaywada (Andhra 
Pradesh) and four at Morbi (Gujarat). 

Tile manufacturing is an industry which is largely dependent on natural gas and electricity that accounts for 40-45% of total costs. 
The operating margins of the industry have been under pressure as the price of natural gas has seen a steep hike of around 23% in 
the past one year. Due to such high input costs, operating margins have declined consistently over the past four quarters. The dip 
in the margins has intensified in the last couple of quarters due to lower realisations. Kajaria Ceramics, although being the market 
leader has not been an exception to this scenario. However, prices seem to have stabilised after this correction. We expect growth 
revival from H2FY19 onward. Also, the management is optimistic about the growth outlook as the revival of consumer demand is 
seen on the back of normal monsoon and increasing rural spend with festive season around the corner. Thus, we see this company 
as our Upstream Pick. 

The management has guided revenue growth of 12-15% and EBITDA margin would be in the range of 16-18% in FY19. 

Growth in Sanitaryware segment 
Kajaria Ceramics offers ceramic wall and floor tiles (37% of sales), polished vitrified tiles (33% of sales), glazed vitrified tiles (25% 
of sales) and sanitaryware & fittings (5%). The demand in the tiles segment has been steady, but enormous growth is seen in the 
sanitaryware segment, which has grown by 40% YoY. It is in the process of increasing the capacity of sanitaryware products from 
the existing capacity of 5.4 lakh pieces p.a. to 6 lakh p.a. This capacity might further be ramped up to 7.2 lakh pieces p.a. With this, 
the company also plans to manufacture and sell value-added products. It was planned to get operational from end of July 2018. It 
is spending high on the marketing front to promote these products for which it has roped actress Anushka Sharma as the brand 
ambassador. 

Expansion plans in the tiles segment 
The company has strong network of dealers and associates across northern and southern regions of India. It now plans to foray in 
the southern region where it has a ceramic plant in Andhra Pradesh. It has set up another plant for manufacturing glazed vitrified 
tiles having capacity of 5 MSM. Also, it plans to set up a new plant with capacity of 4 MSM at Tirupati in FY19 by capex of Rs 125 crore. 
It is also investing Rs 80 crore for expanding its capacity of polished vitrified tiles plant in Malutana, Rajasthan. The capacity would be 
increased to 12.10 MSM p.a. from existing capacity of 5.6 MSM p.a. The expansion is expected to get completed in FY19. 

Acquisition of Kajaria Plywood 
The company has plans to acquire Kajaria Plywood to foray into the plywood segment. The company will acquire 50% stake by 
investing Rs 15 crore, post which Kajaria Plywood would become its subsidiary. In the short term, it has plans to indulge in trading of 
plywood and later foray into manufacturing in the long term. 
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Company Name :   Kajaria Ceramics 

BSE Code :   500233

Time Duration :  2 year
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Industry Outlook 
In June 2018, the government has approved construction of over 3.18 lakh more affordable houses in urban areas under the 
Pradhan Mantri Awas Yojana (Urban) PMAY (U) scheme, taking the total to 51 lakh units. This approval has triggered demand in the 
construction materials industry, which includes the tiles industry too. Also, the Swachh Bharat Abhiyaan, GST and implementation of 
e-way bill regulations would benefit the tiles industry. The ceramic tiles industry is estimated to grow in double digits by FY20. Also, 
62% incremental demand for polished vitrified tiles is expected till FY20E. 

Financial Performance 
Over the last three years, the company’s revenue has grown at a CAGR of 11.5%. In FY18, due to GST, it earned lower realisations. 
Also, the operating margins were under pressure due to high input costs. Thus, PAT also stood flattish over the last three years.
In Q1FY19, the company’s topline grew marginally by 4.6% YoY to Rs 657 cr from Rs 628 cr due to growth in volumes by 8.7%. Its 
EBITDA was down by 6.7% YoY from Rs 104 cr to Rs 97 cr. The EBITDA margin contracted to 14.7% from 16.5% due to higher power 
and fuel expenses. The PAT de-grew by 10.6% YoY from Rs 51 cr to Rs 45.6 cr due to lower operating profits and higher depreciation. 

Valuation 
The company is trading at TTM P/E of 31.5x with TTM EPS of Rs 14.44. Post-GST, the company has an opportunity to increase its 
market share as business is shifting from the unorganised players to the  organised players. Also, considering its brand recognition in 
the market, the company can pass on the hike in input costs to its customers. The capacity expansion plans in the pipeline will help 
the company to derive more revenue and profitability. The various initiatives by the government would boost the demand for the 
products and the industry outlook looks positive in the medium to long term. We see a potential upside of 45% with a target price of 
Rs 660 over a period of two years.
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Inc/Exp Statement(Consolidated) (Rs in Crore)
Description 201803 201703 201603 201503 201403

Net Sales 2739.0 2549.0 2413.0 2186.0 1836.0
Total Income 2749.0 2564.0 2423.0 2193.0 1837.0
Total Expenditure 2290.0 2053.0 1955.0 1838.0 1550.0
PBIDT 448.0 496.0 457.0 348.0 285.0
PAT 231.0 252.0 231.0 175.0 124.0
Adj. EPS(Rs) 14.6 15.9 28.3 21.3 15.8

Quarter On Quarter (Consolidated) (Rs in Crore)
Particulars 201806 201803 Q on Q Var% 201706 Y on Y Var%

Net Sales  657.0  750.0 -12.4% 628.0 4.6%
Total Expenditure  560.0  629.0 -11.0% 523.0 7.1%
PBIDT (Excl OI)  96.0  120.0 -20.0% 104.0 -7.7%
PAT  45.0  69.0 -34.8% 48.0 -6.3%
PBIDTM% (Excl OI)  14.6  16.0 -8.7% 16.6 -11.8%
PATM%  6.8  9.2 -25.7% 7.6 -10.5%
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