Kajaria Ceramics (KaIcer)

CMP:X 1345 Target: X 1580 (17%)

Target Period: 12 months
February 2, 2024

Volume growth recovery likely in FY25...

About the stock: Kajaria Ceramics is the largest manufacturer of ceramic/vitrified
tiles in India with current annual capacity of 84.5 mn. sq. meters (MSM)

e The company setting up a plant of 5.1 MSM in Nepal in JV. It has also
announced acquisition of 90% stake for an investment of X 50 crore in
Keronite Tiles Private Limited (KTPL), which has a GVT plant with a
capacity of 6 MSM

Q3FY24 Performance: Topline was up 5.6% YoY atX 1152 crore. Tiles sales volumes
were up ~6.4% YoY at 27.1 MSM with demand being muted. Tiles revenues were
up 2.9% YoY at X 1013 crore, with pricing decline of ~2.9% YoY. EBITDA was at X
179 crore, up 34% YoY, with resultant margins at 15.5%, up 333 bps YoY, on
account of decline in gas prices and benefits of alternate fuel in the overall mix. PAT
was at X 104 crore, up 40.2% YoY, given the operating margin expansion

Investment Rationale

e Real Estate completion cycle to drive recovery from FY25 onwards: We
highlight that overall domestic demand of Tiles have been muted (flattish
in MOFY24, while Kajaria has grown at ~6%. The modest growth has been
further been exacerbated by weakness in exports (impacted by Suez Canal
issues). Going ahead, company expects the demand to pick up in FY25
driven by the completion cycle of real estate kicking in along with demand
from government for infrastructure projects. Kajaria expects to beat
industry growth by 6-7% in FY25. We have baked in ~10.3% volume CAGR
over FY23-26 to 136.6 MSM. Overall Revenue CAGR is likely at 11.6%.

e Margin improvement & higher return ratios ahead: Driven by
operating leverage, likely benign gas prices, we expect margins to reach
17% in FY26 (at the upper end of 15-17% guidance). We expect ~24%
earnings CAGR over FY23-26. The strong earnings growth and healthy
dividend payout is likely to improve return ratios (RoCEs likely at 25.6% in
FY26E vs ~17.7% in FY23)

Rating and Target Price

e The real estate completion cycle and continued focus on infrastructure is
likely to drive a medium to long term demand trajectory of Building
Materials space including tiles. Kajaria with a net cash balance sheet and
superior brand, is a solid play on Tiles sector with expanding reach to tier
2/3 cities. We maintain BUY rating on Kajaria Ceramics. We value Kajaria
at target price of X 1580 (38x FY26 P/E).

Key Financial Summary

(X crore) FY21 FY22 Fy23 D YrCAGR FY24E
(FY18-23)
Net Sales 2,780.9  3,705.2 4,381.9 10.1%  4,588.0
EBITDA 508.8 610.8  592.0 5.3% 723.4
EBITDA Margin (%) 18.3 16.5 13.5 15.8
PAT 308.1 377.1 3445 7.9% 434.8
EPS R) 19.4 23.7 21.7 27.3
P/E (x) 69.4 56.7 62.1 49.2
P/B (x) 11.4 10.1 9.2 8.4
EV/EBITDA (x) 41.3 34.5 35.8 29.3
RoCE (%) 19.7 21.5 17.7 20.7
RoE 16.5 17.8 14.8 17.0
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Market Cap 21,388
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FY26E

26E)

5,479.4 6,095.5 11.6%

891.5 1,038.4 20.6%
16.3 17.0

557.4 659.2 24.1%
35.1 415
38.4 32.4
7.4 6.5
23.7 20.0
23.7 25.2
19.4 20.0

Source: Company, ICICI Direct Research;
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Q3FY24 Performance highlights and outlook

Commentary on Demand and Outlook ahead: The company
indicated that quarter saw subdued demand environment. The
North demand was also impacted due to cold weather. Tile exports
were impacted by higher ocean freight and increase in transit time
due to issues at Suez Canal. The average monthly run-rate of tile
exports from Morbi came down to ~ X 1300 crore vs. X 1800 crore
earlier. Going ahead, the company expects the demand to pick up in
FY25 driven by the completion cycle of real estate kicking in along
with demand from government for infrastructure projects.

Guidance: The company guided for similar volume growth (~6-7%)
in Q4FY24 with margin likely at upper end of 14-16% for FY24. For
FY25, it has guided for tiles volume growth of 5-6% over the industry
growth rate and expects EBITDA margins in the band of 15-17%. It
also expects Plywood segment revenue of INR X 110 crore in FY24
and X 150 crore in FY25.

Pricing: The company indicated that owing to weakness in exports,
Morbi region has been unable to take price hikes despite ~17%
increase in gas costs since August, 2023. Kajaria, thus, has also not
taken any price hikes, while it has given discounts to dealers to
incentivise higher sales.

Gas cost: Average gas price in Q3 was X39/scm (North: X 41/scm;
South: X42/scm; West: X 34/scm) and is expected to remain at
similar levels in Q4FY24 as per the company.

Capex and Investment Plans: Overall Capex for FY24 is likely at X
370 crore.

o The company indicated that greenfield expansion in Nepal
of 5.1MSM has been delayed due to unfavourable weather
and is now expected to commission by June, 2024

o The company has planned to acquire 100% stake for an
investment of X 30 crore in Kajaria Ultima Private Limited
(KUPL), through which it plans to purchase a land in Morbi
to setup a GVT manufacturing plant later

o It has also planned to acquire 90% stake for an investment
of X 50 crore in Keronite Tiles Private Limited (KTPL), which
has a GVT plant with a capacity of 6 MSM. The plant is
currently undergoing maintenance/machinery upgrade and
is expected to resume operations in April, 2024
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Exhibit 1: Q3FY24 Earnings Table

Q2FY24 QoQ (%) Comments

Net Sales

Other Income

Net Purchase of Stock in
Cost of Materials Consun
Staff cost

Other expenditure
Power & Fuel cost
EBITDA

EBITDA Margin (%)
Depreciation

Interest

PBT
Taxes
PAT

1,151.8

11.3

223.4
245.8
131.9
132.4
239.5
178.8

15.5
38.9
5.0

146.2
37.9
104.2

1,091.1

7.5

180.2
264.2
116.6
118.8
278.3
133.1

12.2
325
8.3

99.7
26.1
74.3

Q3FY24 Q3FY23 YoY (%)

5.6

50.7

23.9
-7.0
13.2
11.4
-13.9
34.3

333 bps
19.6
-40.1

46.6
45.5
40.2

1,121.6

8.3

2129
245.3
130.0
132.7
221.1
179.7

16.0
36.1
4.3

147.7
36.6
108.0

Tiles sales volumes were up ~6.4% YoY
at 27.1 MSM. Four-year volume CAGR
2.7 was at ~10%. Tiles revenues were up
2.9% YoY at X 1013 crore, with pricing
decline of ~2.9% YoY
36.3

4.9

0.2

15

-0.2

8.3

-0.5

.50 bps Margin expansion owing to lower power
and fuel costs

7.9

16.9

-1.0
3.5
-3.5

Source: Company, ICICI Direst Research

Exhibit 2: Key Assumptions

Volume in MSM

Sales

YoY

Realisation (X/sqm)
YoY

FY21

75.4

336

FY22 FY23 FY24E
91.7 1017 108.2
22% 11% 6%
367 390 375
9% 6% -4%

Comments
FY25 FY26

126.7 136.6
17% 8%
381 391

2% 2%

Source: Company, ICICI Direst Research
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Exhibit 3: Profit and loss statement X crore
(X Crore) FY23 FY24E FY25E FY26E (X Crore) FY23 FY24E FY25E FY26E
Net Sales 4,381.9 4,588.0 5,479.4 6,095.5 Profit after Tax 344.5 434.8 557.4 659.2
Depreciation 132.9 146.5 163.0 171.2

Raw Material Exp 925.0 968.1 1,172.6 1,298.3 Interest 22.3 19.1 12.0 10.1
Cost of Materials 882.1 968.1 1,129.6 1,256.6 Others 82.6 112.9 149.1 187.9
Emp Cost 461.2 511.1 564.4 627.8 CF before wc changes 582.3 713.4 881.5 1,028.4
Other Expenses 1,521.6 1,417.4 1,721.4 1,874.3 Net Increase in CA (257.3) (59.3) (262.1) (181.1)
Total op. expenses 3,789.9 3,864.7 4,587.9 5,057.1 Net Increase in CL 0.4 26.0 112.3 77.6
EBITDA 592.0 723.4 891.5 1,038.4 Net CF from op. activities 254.1 530.2 540.6 691.0
Interest 22.3 19.1 12.0 10.1 (Purchase)/Sale of FA (248.2) (370.0) (250.0) (150.0)
Depreciation 132.9 146.5 163.0 171.2 Net CF from Inv. activities  #### (333.0) (208.0) (104.0)
Other income 33.6 37.0 42.0 46.0 Inc/ (Dec) in Equity Capital 3.0 - (0.0) -
PBT 462.5 594.7 758.5 903.1 Dividend (143.1) (206.7) (238.5) (238.5)
Taxes 116.3 149.9 191.1 233.9 Interest paid (22.3) (19.1) (12.0) (10.1)
PAT before Ml 346.3 444.8 567.4 669.2 Inc/ (Dec) in Loans 81.4 (50.0) (50.0) (50.0)
Minority Interest 1.8 10.0 10.0 10.0 Net CF from Fin.activities (68.2) (265.8) (290.5) (288.6)
PAT 344.5 434.8 557.4 659.2 Net Cash flow (30.6) (68.6) 42.1 298.4
Growth (%) F @67 2627 2827 183 Opening Cash 4244 393.8 3252  367.3
EPS ((R) 21.7 27.3 35.1 41.5 Closing Cash/ Cash 393.8 325.2 367.3 665.7

Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research

(X Crore) FY23 FY24E FY25E FY26E FY23 FY24E FY25E FY26E
Liabilities Per Share Data ()

Equity Capital 15.9 15.9 15.9 15.9 EPS - Diluted 21.7 27.3 35.1 41.5
Reserve and Surplus 2,310.9 2,539.0 2,857.9 3,278.5 Cash EPS 30.0 36.6 45.3 52.2
Networth 2,326.8 2,554.9 12,873.8 3,2945 Book Value 146.3 160.7 180.7 207.2
Minority Interest 77.6 87.6 97.6 107.6 Dividend per share 9.0 13.0 15.0 15.0
Total Debt 209.3 159.3 109.3 59.3 Operating Ratios (%)

Other Liabilities 143.5 143.5 143.5 143.5 EBITDA / Net Sales 13.5 15.8 16.3 17.0
Total Liabilities 2,778.3 2,966.5 3,245.3 3,626.0 PAT / Net Sales 7.9 9.5 10.2 10.8
Assets Inventory Days 47 47 47 47
Gross Block 2,363.6 2,713.6 2,963.6 3,113.6 Debtor Days 50 50 50 50
Less Acc. Dep 951.1 1,097.7 1,260.7 1,431.9 Creditor Days 26 26 26 26
Net Block 1,412.4 11,6159 11,7029 1,681.7 Return Ratios (%)
Intangibles Assets 34.1 34.1 34.1 34.1 RoNW 14.8 17.0 19.4 20.0
Capital WIP 81.7 101.7 101.7 101.7 RoCE 17.7 20.7 23.7 25.2
Total Fixed Assets 1,528.3 1,751.7 1,838.7 1,817.5 RolC 20.0 22.7 26.3 30.4
Investments 1.9 1.9 1.9 1.9 Valuation Ratios (x)
Inventory 564.7 590.8 705.6 784.9 EV /EBITDA 35.8 29.3 23.7 20.0
Sundry Debtors 601.2 628.5 750.6 835.0 P/E (Diluted) 62.1 49.2 38.4 32.4
Loans & Advances 123.9 129.7 154.9 172.3 EV / Net Sales 4.8 4.6 3.9 3.4
Cash & Bank 393.8 325.2 367.3 665.7 Market Cap / Sales 4.9 4.7 3.9 3.5
Other Current Assets 116.8 116.8 116.8 116.8 Price to Book Value 9.2 8.4 7.4 6.5
Total Current Assets " 1,800.3 ¥1,791.0 ¥2,095.2 2,574.7  Dividend Yield (%) 0.7 1.0 1.1 1.1
Trade Payable 310.4 324.9 388.1 431.7 Solvency Ratios (x)

Other CL 233.7 244.7 292.2 325.1 Net Debt / Equity (0.1) (0.1) (0.1) (0.2)
Provisions 8.2 8.5 10.2 11.4 Debt/EBITDA 0.4 0.2 0.1 0.1
Net Current Assets 1,248.1 1,212.8 1,404.6 1,806.6 Current Ratio 2.5 2.5 2.5 2.5
Total Assets 2,778.3 2,966.5 3,245.3 3,626.0 Quick Ratio 1.5 1.5 1.5 1.5

Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according -to their notional target price vs. current market price and then categorizes them as Buy,
Hold, Reduce and Sell. The performance horizon is two years unless specified and the notional target price is
defined as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
@ icic diroct u)n:! 1 1
lhv“lmuvn’o‘::rm Fingertips BROKER \
ICICI Securities Ltd. 7S sTARMINE § |
i @-'-.:am Award 2012 &3‘
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,
Third Floor, Brillanto House,
Road No 13, MIDC,

Andheri (East)

Mumbai — 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Bhupendra Tiwary, CFA, MBA, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately
reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s)
or view(s) in this report. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the
preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.
ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory
Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number
— INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. Registered Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi,
Mumbai - 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807 7100. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various
subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of
which are available on www.icicibank.com.

Investments in securities market are subject to market risks. Read all the related documents carefully before
investing.

Registration granted by Sebi and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors. None of the research
recommendations promise or guarantee any assured, minimum or risk-free return to the investors.

Name of the Compliance officer (Research Analyst): Mr. Atul Agarwal
Contact number: 022-40701000 E-mail Address: complianceofficer@icicisecurities.com

For any queries or grievances: Mr. Prabodh Avadhoot Email address: headservicequality@icicidirect.com Contact Number: 18601231122

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have
investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons
reporting to analysts and their relatives are generally prohibited from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to
focusing on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and
Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and
opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly
confidential and meant 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 prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities
indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness
guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe
for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not
treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment
or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make
their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of
independent judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates,
foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not
necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results
may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any
other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report
for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger
or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the

companies mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts
did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither
ICICI Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last
day of the month preceding the publication of the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of
one percent or more or other material conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

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 ICICI Securities and affiliates 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.
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