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Another steady quarter, but macro-outlook still subdued. Cera reported another
stable quarter. Focus remains on improving premium mix and margins. However, the
market remains dull and is likely to continue be so over the next 3-4 quarters and
hence, some expansion plans have been pushed back a notch. We continue to like the
management and their approach to growth, but macro trends do not support current
valuations at almost 28X FY2018E EPS on CMP. Maintain view.

REDUCE

OCTOBER 18, 2016
RESULT

Coverage view: Neutral
Price R): 2,585

Target price R): 2,050
BSE-30: 28,051

Company data and valuation summary
Cera Sanitaryw are

Stock data Forecasts/Valuations 2016 2017E  2018E
52-week range (Rs) (high,low) 2,719-1,475 EPS (Rs) 64.2 73.7 93.2
Market Cap. (Rs bn) 33.6 EPS growth (%) 23.4 14.9 26.4

Shareholding pattern (%) P/E (X) 40.3 35.1 27.7
Promoters 54.7 Sales (Rs bn) 9.3 1.1 134
Flis 1.1 Net profits (Rs bn) 0.8 1.0 1.2
MFs 7.3 EBITDA (Rs bn) 1.4 1.6 2.0

Price performance (%) ™M 3M  12M EV/EBITDA (X) 233 20.5 16.3
Absolute 8.8 5.7 21.3 ROE (%) 21.6 20.8 21.8
Rel. to BSE-30 11.0 4.5 17.7 Div. Yield (%) 0.3 0.3 0.4

Results review: 2QFY17

Cera’s revenues for 2QFY17 stood at ¥2.5 bn, up 11% yoy, in line with our estimates. EBITA
margins dropped marginally on a sequential basis, but remain high. Net income stood at 3251
mn, in line with our estimates for the quarter.

Highlights from the management conference call

» As per the management, demand environment still remains subdued, especially in southern
markets, Cera’s largest. The management indicated a delay in opening additional capacity in
sanitaryware (of 0.3 mn pieces /year) by a quarter or two, sighting slow demand. But Cera is
expected to increase prices in 3QFY17 (Nov'16) by 3-4.5% across the product range.

» For the quarter, sanitaryware grew 8%, faucets 12% and tiles 37%. The share of
sanitaryware (along with its allied products) is 61% of revenue, faucets 21%, tiles 15% and
wellness products 3%. The management expects high double digit growth to continue in
faucets and tiles for FY2017, while sanitaryware could remain in single digits. Focus will
continue on improving operating efficiencies and increasing premium product mix in sales.

» The tile JV has begun well with margins already in double digits. The management is
contemplating plans to increase production of GVT tiles versus 90% of the current
production which is soluble salt.

We maintain our net income CAGR estimates of 20% over FY2016-19E

We expect Cera’s profits to grow at a CAGR of 20% over FY2016-19E reflecting strong growth
in faucets/tiles businesses and steady sales in sanitaryware business with improving margins.
Maintain view on the stock valuing it at 22X FY2018E EPS of ¥93.2/share. We have assumed
11.6% growth in sanitaryware, 39% in faucets and 20% in tiles in FY2017. Key risks to our
estimates are better than estimated consolidated margins and lower growth in its faucets
business.
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Exhibit 1: Another steady quarter
Cera: 2QFY17 and THFY17 results snapshot, March discal year-ends (Rs mn)

% change
2QFY17 2QFY17E 2QFY16 1QFY17 2QFY17E 2QFY16 1QFY17 1HFY17 1HFY16 % change FY2017E
Financials snapshot

Net sales 2,492 2,503 2,253 2,136 (0) 11 17 4,628 4,196 10 11,052
Operating costs (2,079) (2,072) (1,961) (1,773) 0 6 17 (3,852) (3,622) 6 (9,447)
EBITDA 413 431 292 362 (4) 42 14 775 574 35 1,606
Other income 24 13 35 13 83 (33) 87 36 47 (23) 76
Interest costs 9) 18) 12) 7) (51) (25) 19 (16) (29) (45) (72)
Depreciation 41) (42) (39) (40) (1) 5 4 (81) (76) 6 (167)
PBT 387 384 276 328 1 40 18 714 516 39 1,442
Taxes (135) (131) 97) (114) 3 40 19 (249) (180) 38 (476)
PAT 251 253 179 214 (1) 41 18 465 335 39 966
EPS (Rs/share) 19.3 19.5 13.8 16.5 35.8 25.8 73.7
Key ratios

EBITDA margin (%) 16.6 17.2 12.9 17.0 16.8 13.7 14.5
PAT margin (%) 10.1 10.1 7.9 10.0 10.1 8.0 8.7
Effective tax rate (%) 35.0 34.1 35.1 34.7 34.9 34.9 33.0

Source: Company, Kotak Institutional Equities estimates

Exhibit 2: We expect Cera's net income to growth at 20% CAGR over FY2016-19E
Cera: Profit model, balance sheet, cash flow model, March fiscal year-ends, 2014-19E (Rs mn)

2014 2015 2016 2017E 2018E 2019E
Profit model
Net sales 6,637 8,217 9,337 11,052 13,416 16,110
EBITDA 949 1,175 1,413 1,606 2,012 2,388
Other income 62 66 100 76 80 85
Interest (64) (77) (55) (72)  (107) (89)
Depreciation (122) (155) (163) (167) (169) (186)
Pre-tax profits 824 1,009 1,295 1,442 1,816 2,198
Tax (265) (253) (394) (476) (599) (725)
Deferred taxation (40) (80) (66) — — —
Net income 519 677 835 966 1,217 1,473
Adjusted net income 519 677 835 959 1,212 1,459
Earnings per share (Rs) 41.0 52.0 64.2 73.7 932 1122
Balance sheet
Total equity 2,240 3,517 4,210 5,028 6,084 7,386
Minority interests — — 0 8 12 26
Non-current liabilities 646 769 898 952 1,085 891
Current liabilities 1,647 2,156 2,358 2,850 3,095 3,292
Total liabilities and equity 4,532 6,442 7,466 8,837 10,276 11,595
Net fixed assets 1,569 2,223 2,300 2,748 3,207 3,468
Other non-current assets and advances 283 320 368 394 426 458
Current assets 2,559 3,421 4126 5496 6,442 7,469
Investments 121 478 671 200 200 200
Total assets 4,532 6,442 7,466 8,837 10,276 11,595
Free cash flow
Operating cash flow excl. working capital 681 908 1,064 1,060 1,381 1,645
Working capital changes (70) (554) 141 (536)  (453)  (820)
Capital expenditure (398) (809) (240) (614) (628)  (446)
Investments (107) (356) (194) 471 — —
Free cash flow 106 (812) 771 380 299 379
Ratios (%)
Debt/equity 215 194 83  15.1 14.6 8.0
Net debt/equity 7.8 11.0 (5.8) (9.7) (10.5) (11.8)
ROE (%) 25.7 235 21.6 20.9 21.9 21.9
RoCE (%) 19.9 18.6 18.0 17.7 19.3 20.1
Book value per share (Rs) 177 270 324 387 468 568
Source: Company, Kotak Institutional Equities estimates
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0.5% 0.5% Equities Investment Research had investment ratings on 186
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Source: Kotak Institutional Equities As of September 30, 2016

Ratings and other definitions/identifiers

Definitions of rating

BUY. We expect this stock to deliver more than 15% returns over the next 12 months.
ADD. We expect this stock to deliver 5-15% returns over the next 12 months.
REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months.
SELL. We expect this stock to deliver <-5% returns over the next 12 months.

Our target prices are also on a 12-month horizon basis.

Other definitions

Coverage view. The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following
designations: Attractive, Neutral, Cautious.

Other ratings/identifiers

NR = Not Rated. The investment rating and target price, if any, have been suspended temporarily. Such suspension is in compliance with applicable regulation(s)
and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or strategic transaction
involving this company and in certain other circumstances.

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.
NC = Not Covered. Kotak Securities does not cover this company.

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and price target, if any, for this stock, because there is not a sufficient
fundamental basis for determining an investment rating or target. The previous investment rating and price target, if any, are no longer in effect for this stock
and should not be relied upon.

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.

NM = Not Meaningful. The information is not meaningful and is therefore excluded.
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