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Morning Insight 

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

  

News Highlights 
 Govt plans to decriminalize less serious Companies Act violations. The 

corporate affairs ministry has set up a 10-member panel, led by secretary 
Injeti Srinivas, to review Companies Act, 2013, for a list of offences where 
a penalty can be levied in cases of default. (Mint) 

 India has flagged concerns of its large trade deficit with China, visa 
restrictions for Indian professionals and the challenges faced in exporting 
IT services, meat, rice and medicines to Beijing at the World Trade 
Organization (WTO). Trade is skewed in favour of China at a trade surplus 
of $63 bn. Bilateral trade was $89.6 bn in 2017-18. (ET) 

 SEBI has eased disclosure norms for initial public offerings (IPOs) and 
tightened the definition of ‘promoter group’ to prevent fraudulent 
transactions. IPO issuers will now be allowed to announce the price bands 
two days before the issue opens for subscription instead of the previous 
five days. The new IPO norms include ‘immediate relatives’ within the 
definition of promoter and promoter groups. (Mint) 

 The board of insurance behemoth LIC is scheduled to meet tomorrow to 
finalise the acquisition of 51 per cent stake in IDBI Bank. The due 
diligence process by LIC is complete as per the directions of Insurance 
Regulatory and Development Authority of India (Irdai). (ET) 

 NCLT gives 16 days to Lanco creditors to examine revised resolution plan. 
Judge announced that he would exclude certain days from the expired 
270-day period in order to grant additional time to the CoC to take a view 
on the modified resolution plan. (ET) 

 ICICI Bank has launched a second external probe to examine allegations 
of irregularities in 31 loan accounts raised by a third whistleblower 
complaint. (ET)  

 Aurobindo Pharma has inked a pact to acquire Apotex’s commercial 
operations across five European countries, including Poland and Spain, 
for €74 mn. (Mint)  

 Shoppers Stop is betting big on an omni-channel retail strategy, a 
combination of physical stores and online site -- to grow its business and 
aims to be completely debt-free by the end of this fiscal. (ET)  

 US court prevents Dr Reddy's Laboratories from selling gSuboxone the 
opioid dependence treatment drug. DRL disagrees with the court's 
decision, and will vigorously appeal it. (ET) 

 PC Jeweller withdraws Rs 4.24 bn share buyback proposal. In view of the 
non-receipt of the requisite NOC from the company's bankers, the board 
of directors at its meeting decided to withdraw the aforesaid buyback 
offer with immediate effect. (ET) 

 

 

 

What’s Inside 
 Company Update: Carborundum Universal Ltd 

Source: ET = Economic Times, BS = Business Standard, FE = Financial Express, IE = 
Indian Express, BL = Business Line, ToI: Times of India, BSE = Bombay Stock Exchange, 
MC = Moneycontrol  

Equity
13-Jul 1 Day 1 Mth 3 Mths

Indian Indices 
SENSEX Index 36,542 (0.0)     2.2      6.9      
NIFTY Index 11,019 (0.0)     1.5      5.1      
NSEBANK Index 26,936 (0.3)     1.1      6.9      
NIFTY 500 Index 9,349 (0.3)     (0.4)     0.9      
CNXMcap Index 18,263 (1.1)     (3.5)     (7.2)     
BSESMCAP Index 16,196 (1.4)     (4.9)     (9.9)     

World Indices
Dow Jones 25,019 0.4      (0.3)     1.8      
Nasdaq 7,826 0.0      1.0      9.4      
FTSE 7,662 0.1      0.4      6.4      
NIKKEI 22,188 1.2      (1.1)     3.5      
Hangseng 22,188 1.2      (1.1)     3.5      
Shanghai 28,525 0.2      (6.1)     (6.1)     

Value traded (Rs cr)
Cash BSE 16.9    
Cash NSE (2.9)     
Derivatives -     

Net inflows (Rs cr) 12-Jul MTD YTD
FII (942) (1,186) (6,026)
Mutual Fund 14 1,395 69,998

Nifty Gainers & Losers Price Chg Vol
13-Jul (Rs) (%) (mn)

Gainers
Titan Co Ltd 839     3.7      5.0      
BPCL 387     2.5      5.9      
Bajaj Finance 2,469  2.2      1.4      

Losers
ZEEL 509     (4.7)     2.7      
Bharti Infra 303     (3.6)     1.4      
UPL Ltd 563     (3.3)     10.1    

Advances / Declines (BSE)
13-Jul A B T Total  % total
Advances 101   256     52       409     100     
Declines 287   805     97       1,189  291     
Unchanged 1      19       9        29       7        

Commodity
13-Jul 1 Day 1 Mth 3 Mths

Crude (US$/BBL) 74.9    (0.6)     2.0      4.9      
Gold   (US$/OZ) 1,241  (0.5)     (2.9)     (7.7)     
Silver  (US$/OZ) 15.8    (0.9)     (4.5)     (5.1)     

Debt / forex market 13-Jul 1 Day 1 Mth 3 Mths
10 yr G-Sec yield % 7.8      7.8      7.9      7.4      
Re/US$ 68.5    68.6    67.6    65.2    

Nifty

Source: Bloomberg
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CARBORUNDUM UNIVERSAL LTD (CUMI) 
PRICE RS.338 TARGET RS.420 BUY 

We interacted with the management of CUMI to get an update on various 
business verticals in India and overseas. Overall the outlook of the management 
remains consistent with the earlier commentary in the analyst call post Q4FY18 
result. Volumes continue to grow across verticals. Industrial ceramics and EMD 
division have been witnessing rising demand across geographies. Company’s 
Russian subsidiaries VAW is likely to report high capacity utilization in FY19/FY20.  

Key Highlights 

 Management stated that the volumes in abrasives segment have started to 
improve at a reasonable pace led by uptick in economic activity. In the 
international abrasives business, momentum in company’s Russian subsidiary 
VAW is expected to flow into FY19. 

 Demand for value added/engineered ceramics including Metz (metalized 
cylinders) continues to drive ceramics sales. We believe that EBIT margin in 
the segment would further improve on back of operating leverage and higher 
capacity utilization levels in FY19/20. 

Valuation & Outlook 

 Given the recent poor share price performance (-12% returns post Q4 result), 
we believe that the market in building limited growth in 1HFY19. 

 Our investment thesis is predicated on expected turnaround/pickup across all 
the divisions led by global recovery for company’s products.  

 In view of upside to our unchanged target price of Rs 420, we maintain ‘BUY’ 
(ascribe PER 22x FY20 estimated earnings) rating on CUMI stock.  

Company Highlights  

Management stated that the volumes in abrasives segment have started to 
improve at a reasonable pace led by uptick in economic activity. Consistent with 
management view, we believe that there is enough headroom available (expected 
to play out over the next six quarters) in the abrasives division. Within abrasives, 
coated abrasives continue to outperform and is operating at 85% capacity 
utilization levels. Bonded abrasives division has also been operating at over 65% 
capacity utilization level.  

In the international abrasives business, momentum in company’s Russian 
subsidiary VAW is expected to flow into FY19. The abrasives part of Russian 
business continues to operate at c.100% capacity utilization levels. CUMI has 
envisaged brownfield expansion in Russia, ramping up capacity for thin wheeled 
and coated abrasives in VAW. We believe that the future growth at VAW would 
be a resultant of the de-bottlenecking exercise. VAW reported sales at Rs 5.6 Bn 
in FY18 vis-à-vis Rs 4.5 Bn in FY17 driven by higher volumes in abrasives and 
silicon carbide. Company reported VAW PAT at Rs 920 mn in FY18 against Rs 660 
mn in FY17.  

Demand for value added/engineered ceramics including Metz (metalized 
cylinders) continues to drive ceramics sales. We believe that EBIT margin in the 
segment would further improve on back of operating leverage and higher 
capacity utilization levels in FY19/20. Further, pickup in steel/other non-ferrous 
metals and pigment market augers well for CUMI’s refractory business. We note 

 
Financial Summary 

Y/E Mar (Rs mn) FY18 FY19E FY20E 

Revenue 23,678 27,841 33,092 

Growth (%) 12.1 17.6 18.9 

EBITDA 3,986 5,067 6,122 

EBITDA margin (%) 16.8 18.2 18.5 

PAT 2,049 2,886 3,569 

EPS 11.5 15.5 19.1 

EPS Growth (%) 23.3 34.4 23.3 

BV (Rs/share) 87 98 113 

Dividend/share (Rs)  2.2   3.1   3.8  

ROE (%) 13.3 16.6 18.0 

ROCE (%) 11.1 14.1 16.0 

P/E (x) 29.4 21.8 17.7 

EV/EBITDA (x) 16.5 12.9 10.7 

P/BV (x) 3.9 3.5 3.0 

Source: Company 

 

 
 

 
 

 
 

 

 

 

 
 

 

 

 

 

Market cap (Rs mn) : 65190

52-wk Hi/Lo (Rs) : 428 / 312

Face Value (Rs) : 1

3M Avg. daily volume (mn) : 64,687

Shares o/s (m) : 189

Source: Bloomberg

Company Update

Stock Details

(%) Mar-18 Dec-17 Sep-17

Promoters 42.4 43.7 42.4

FII 4.6 4.5 4.5

DII 23.6 19.0 21.0

Others 29.2 32.8 32.1

Source: Company

Shareholding Pattern  (%)

(%) 1M 3M 6M

Carborundum Uni 2.6       (3.7)     (14.9)   

Nifty 1.5 5.1      3.2

Source: Bloomberg

Price Performance (%)

Source: Bloomberg
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that currently business from large players have been showing traction and 
small/mid-sized steel players are yet to pick up production. Revival in this 
segment, mainly high temperature range (1200 plus degree temperature) would 
benefit CUMI over FY19 and FY20.  

Electrominerals division (EMD), demand for silicon carbide (SIC), Zirconia and 
alumina based products, continues to grow at a steady pace. We note that there 
has been a significant growth in demand for these products and there is no 
corresponding incremental capacities coming in. On contrary, capacities in few 
geographies, including China are been taking out on environmental concerns. 
This makes us feel more confident of sustainability (or rather increase) of the 
prices in EMD division.  New applications continues to create fresh demand for 
most of these products.  

CUMI Zirconia business is yet to realize full potential over FY19/20. It has 
successfully shifted Thukela/Foskor (South Africa) plants in India and these 
businesses would come on stream through FY19/20. Currently, pricing action has 
been constrained by strong resistance posed by the customers. On the cost side, 
power cost has moved up significantly in the last few quarters (+31% y/y in FY18) 
and graphite electrodes costs have also gone up 7-8x in FY18.  

We believe that it might take a quarter for company to push price hikes in Zirconia 
based products.  CUMI is making efforts for achieving improved efficiency and 
innovation. CUMI launched a Zirconia product Z450, which consumes much lesser 
electrodes and power for production. First trial production of Z450 is over and 
had been launched in 3QFY18. Management believes that this product can offer 
meaningful potential in current scenario of inflationary input prices. 

Revenue to grow on back of improved demand for premium products 
across verticals; margins likely to expand on back of operating 
leverage 

We project growth at 18.2%% CAGR between FY18-20 in consolidated revenues 
from Rs.23.6 Bn in FY18 to Rs 33.1 Bn in FY20E on back of 1) recovery in demand 
for abrasives (mainly premium products like coated/super abrasives in the 
domestic market 2) ramp up in other higher margin specialized products like 
Metalized cylinders, Semi friable, Zirconia based offerings going ahead and 
increase in prices of key EMD products.   

EBITDA trend  

 

Source: Company, Kotak Securities – Private Client Research 

We expect that the company is likely to maintain its revenue mix at current levels 
with abrasives division contributing nearly 40-45%, industrial ceramics 25% and 
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products is expected to increase within each product categories driven by 1/ 
favourable demand scenario and 2/ operating leverage. We build EBITDA margin 
at 18.2% and 18.5% in FY19E and FY20E respectively.  

Valuation and Recommendation  
Our investment thesis is predicated on expected turnaround/pickup across all the 
divisions led by global recovery for company’s products. In view of upside to our 
unchanged target price of Rs 420, we maintain ‘BUY’ (ascribe PER 22x FY20 
estimated earnings) rating on CUMI stock.  

 

About the company 

Carborundum Universal Ltd (CUL) is a global supplier of abrasives, ceramics and 
electro minerals. CUMI was founded as collaboration between the Murugappa 
Group, The Carborundum Co., USA and the Universal Grinding Wheel Co. Ltd., 
U.K. Company currently manufacturers over 20,000 different varieties of abrasives, 
refractory products and electro-minerals in ten locations across various parts of 
the country.  

CUMI's focus on R&D initiatives and strategic alliances with global leaders in 
grinding technology ensured international recognition as a manufacturer of 
quality abrasives and a provider of total grinding solutions. CUMI's products are 
being exported to 43 countries spread across North America, Europe, Australia, 
South Africa and Asia. CUMI enjoys leadership positioning in Indian abrasives 
industry and globally second and third position in silicon carbide and zirconia 
respectively. 
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Financials: Consolidated 
 Profit and Loss Statement (Rs mn) 

(Year-end March) FY17 FY18 FY19E FY20E 

 21,125  23,678  27,841  33,092 
 8.7  12.1  17.6  18.9 

 3,346  3,986  5,067  6,122 
 10.7  19.1  27.1  20.8 
 965  1,060  1,130  1,200 

 2,381  2,927  3,937  4,922 
 10.5  22.9  34.5  25.0 
 181  86  55  50 

 2,428  3,070  4,182  5,173 
 17.2  26.4  36.2  23.7 
 781  1,020  1,296  1,604 
 32.2  33.2  31.0  31.0 

- - - - 
 1,647  2,049  2,886  3,569 

35.4 23.3 34.4 23.3 

 9.3  11.5  15.5  19.1 
 1.8  2.2  3.1  3.8 

Revenues 
% change yoy 
EBITDA 
% change yoy 
Depreciation  
EBIT 
% change yoy 
Net Interest 
Earnings Before Tax 
% change yoy 
Tax 
as % of EBT 
XO Items 
Recurring PAT 
% change yoy 

EPS (Rs) 
DPS (Rs) 
CEPS  13.9  16.6  21.4  25.5 

Source: Company, Kotak Securities – Private Client Research 

Cash flow Statement 

(Year-end March) FY17 FY18 FY19E FY20E 

PBT  2,428  3,070  4,182  5,173 
Depreciation  965  1,060  1,130  1,200 
Current liabilities incl provisions  (72)  297  233  322 
inc in inventory  (163)  (513)  (730)  (1,055) 
inc in sundry Debtors  (131)  (945)  (818)  (1,050) 
inc in advances  -  -     -     - 
Tax Paid  (781)  (1,020)  (1,296)  (1,604) 
Other Adjustments  (122)  387  (58)  (164) 
Net cash from operations  2,124  2,335  2,642  2,823 

Purchase of fixed Assets  (1,513)  (1,386)  (1,430)  (1,500) 
Net investments  65  (558)  403  - 
Net cash from investing  (1,688)  (1,564)  (1,027)  (1,500) 

Change in Borrowings  (1,141)  (243)  (698)  - 
Dividend Paid  (398)  (497)  (700)  (866) 

Net Cash from financing  (1,539)  (740)  (1,398)  (866) 

Net Cash Flow  (1,103)  32  217  456 
Cash at the end of year  1,315  1,347  1,564  2,032 

Source: Company, Kotak Securities – Private Client Research 

Balance sheet (Rs mn) 

(Year-end March) FY17 FY18 FY19E FY20E 

Cash and cash equivalents  1,315  1,347  1,564  2,032 
Accounts receivable  3,806  4,751  5,568  6,618 
Inventories  3,867  4,380  5,110  6,165 
Current Assets  8,345  9,638  11,441  13,690 
WIP  5,638  6,634  8,204  10,131 

Investments  1,245  1,803  1,400  1,400 
Net fixed assets  5,818  6,144  6,444  6,744 
Total Assets  16,518  17,984  19,464  22,152 

Provisions  161  171  171  171 
Current Liabilities  2,707  3,004  3,237  3,559 
Minority Interest  -  -  -  - 
Debt  1,491  1,248  550  550 
Other liabilities(deferred tax)  464  383  383  383 
Equity & reserves  14,484  16,258  18,436  21,124 
Total Liabilities  16,518  17,984  19,464  22,152 

BVPS (Rs) 77 87 98 113 

Source: Company, Kotak Securities – Private Client Research; 

Ratio Analysis 

(Year-end March) FY17 FY18 FY19E FY20E 

EBITDA margin (%)  15.8  16.8  18.2  18.5 
EBIT margin (%)  11.3  12.4  14.1  14.9 

Net profit margin (%)  7.8  8.7  10.4  10.8 

Receivables (days)  65.8  73.2  73.0  73.0 
Inventory (days)  63.2  66.7  67.0  68.0 
Sales / Net Fixed Assets (x)  3.3  3.4  3.8  4.3 
Interest coverage (x)  13.1  34.0  71.6  98.4 
Debt/ equity ratio   0.1  0.1  0.0  0.0 

ROE (%)  12.2  13.3  16.6  18.0 
ROCE (%)  9.7  11.1  14.1  16.0 

EV/ Sales   2.9  2.7  2.4  2.0 
EV/EBITDA  19.6  16.5  12.9  10.7 
Price to earnings (P/E)  36.3  29.4 21.8 17.7 
Price to book value (P/B)  4.4  3.9  3.5  3.0 
Price to cash earnings  24.8  20.8  16.1  13.6 

Source: Company, Kotak Securities – Private Client Research 
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RATING SCALE 

Definitions of ratings 

BUY  – We expect the stock to deliver more than 12% returns over the next 12 months 

ACCUMULATE – We expect the stock to deliver 5% - 12% returns over the next 12 months 

REDUCE – We expect the stock to deliver 0% - 5% returns over the next 12 months 

SELL – We expect the stock to deliver negative returns over the next 12 months 

NR – Not Rated. Kotak Securities is not assigning any rating or price target to the stock. The 
  report has been prepared for information purposes only.  

SUBSCRIBE  -  We advise investor to subscribe to the IPO. 

RS – Rating Suspended. Kotak Securities has suspended the investment rating and price target 
  for this stock, either because there is not a Sufficient fundamental basis for determining, or 
  there are legal, regulatory or policy constraints around publishing, 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. 

NOTE – Our target prices are with a 12-month perspective. Returns stated in the rating scale are our 
  internal benchmark. 
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Disclosure/Disclaimer 
Kotak Securities Limited established in 1994, is a subsidiary of Kotak Mahindra Bank Limited. Kotak Securities is one of India's largest brokerage and distribution house.  
Kotak Securities Limited is a corporate trading and clearing member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE), Metropolitan 
Stock Exchange of India Limited (MSE). Our businesses include stock broking, services rendered in connection with distribution of primary market issues and financial 
products like mutual funds and fixed deposits, depository services and Portfolio Management.  
Kotak Securities Limited is also a depository participant with National Securities Depository Limited (NSDL) and Central Depository Services (India) Limited (CDSL). Kotak 
Securities Limited is also registered with Insurance Regulatory and Development Authority as Corporate Agent for Kotak Mahindra Old Mutual Life Insurance Limited and 
is also a Mutual Fund Advisor registered with Association of Mutual Funds in India (AMFI). We are registered as a Research Analyst under SEBI (Research Analyst) 
Regulations, 2014. 
We hereby declare that our activities were neither suspended nor we have defaulted with any stock exchange authority with whom we are registered in last five years. 
However SEBI, Exchanges and Depositories have conducted the routine inspection and based on their observations have issued advise/warning/deficiency letters/ or 
levied minor penalty on KSL for certain operational deviations. We have not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; 
nor has our certificate of registration been cancelled by SEBI at any point of time.  
We offer our research services to clients as well as our prospects. 
This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person. 
Persons into whose possession this document may come are required to observe these restrictions. 
This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This report is not to be construed as an offer 
to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of 
Kotak Securities Ltd. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual 
clients. 
We have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable though its accuracy or completeness cannot be 
guaranteed. Neither Kotak Securities Limited, nor any person connected with it, accepts any liability arising from the use of this document. The recipients of this material 
should rely on their own investigations and take their own professional advice. Price and value of the investments referred to in this material may go up or down. Past 
performance is not a guide for future performance. Certain transactions -including those involving futures, options and other derivatives as well as non-investment grade 
securities - involve substantial risk and are not suitable for all investors. Reports based on technical analysis centers on studying charts of a stock's price movement and 
trading volume, as opposed to focusing on a company's fundamentals and as such, may not match with a report on a company's fundamentals. 
Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information discussed 
in this material, there may be regulatory, compliance or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-
looking statements are not predictions and may be subject to change without notice. Our proprietary trading and investment businesses may make investment decisions 
that are inconsistent with the recommendations expressed herein. 
Kotak Securities Limited has two independent equity research groups: Institutional Equities and Private Client Group. This report has been prepared by the Private Client 
Group. The views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, target price of the Institutional 
Equities Research Group of Kotak Securities Limited. 
We and our affiliates/associates, officers, directors, and employees, Research Analyst(including relatives) worldwide may: (a) from time to time, have long or short positions 
in, and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or 
other compensation or act as a market maker in the financial instruments of the subject company/company (ies) discussed herein or act as advisor or lender / borrower 
to such company (ies) or have other potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of 
publication of Research Report or at the time of public appearance. Kotak Securities Limited (KSL) may have proprietary long/short position in the above mentioned 
scrip(s) and therefore may be considered as interested. The views provided herein are general in nature and does not consider risk appetite or investment objective of 
particular investor; readers are requested to take independent professional advice before investing. This should not be construed as invitation or solicitation to do business 
with KSL. Kotak Securities Limited is also a Portfolio Manager. Portfolio Management Team (PMS) takes its investment decisions independent of the PCG research and 
accordingly PMS may have positions contrary to the PCG research recommendation. Kotak Securities Limited does not provide any promise or assurance of favourable 
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