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CMP  Target Price 

Rs329 Rs430  

Rating Upside 

BUY  30.7 % 

 

Change in Estimates  

EPS Chg FY16E/FY17E (%)  NA 

Target Price change (%)  NA 

Previous Reco  NA 

   

Emkay vs Consensus  

EPS Estimates 

 FY16E FY17E  

Emkay 12.5 17.4 

Consensus 14.3 18.7 

Mean Consensus TP  Rs 439 

  

Stock Details  

Bloomberg Code  SOMC IN 

Face Value (Rs) 2 

Shares outstanding (mn) 42 

52 Week H/L  535 / 304 

M Cap (Rs bn/USD bn) 14 / 0.20 

Daily Avg Volume (nos.) 15,719 

Daily Avg Turnover (US$ mn) 0.1 

  

Shareholding Pattern Dec '15 

Promoters 51.5% 

FIIs 1.7% 

DIIs 14.1% 

Public and Others 32.6% 

  

Price Performance  

(%) 1M 3M 6M 12M 

Absolute (11) (11) 1 (10) 

Rel. to Nifty - (1) 13 12 
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 Somany ceramics has emerged as a leading player in the domestic tile industry with 13% 

market share in organised market (2nd largest after Kajaria in terms of profitability and 3rd 

largest in turnover) driven by focus on branding, distribution and improving product mix 

 An asset light business model through JV tie-ups helps Somany to enjoy higher asset 

turnover (approx. 3.1x against industry average of 1.8x) and easy access to capacity 

along with benefit of operating leverage driving its return ratios 

 Organised players in the domestic tile industry are likely to benefit from fall in fuel cost 

driven by recent renegotiation for natural gas pricing and expected anti-dumping duty on 

China along with GST implementation 

 We expect Somany to post FY15-18E Sales / PAT CAGR of 14% / 27% and achieve 

ROCE of 23% by FY18E. Valuing the stock at Rs 430 based on 20xFY18E, we initiate 

with Buy on the company 

  

Emerged as fastest growing company gaining market share  

Somany’s revenues have increased at a CAGR of 23% over the last five years (FY10-FY15) 

compared to industry growth rate of 15% during the same period witnessing market share 

gain from 10% to 13% in organised segment. Sustained focus on branding and distribution 

along with expansion in product mix are the key drivers for its market share gain. 

Benefit from improved product portfolio and asset light model  

Somany’s increased presence in value added segment to drive blended average realisations 

and hence drive EBIDTA margins. Somany to also benefit from its asset light business model 

under JV / Tie-ups as these tie-ups help the company to benefit from lower investment and 

enhances return ratios. We estimate revenue contribution from JVs/ tie-ups to increase from 

39% in FY15 to 53% by FY18E. 

Initiate with BUY as growth remains intact 

We believe that organised players like Somany are key beneficiary of expected anti-dumping 

duty on tiles from China and GST implementation. Benefit of lower gas cost and product mix 

change is expected to drive PBT margins from 4.4% in FY15 to 6.3% by FY18E. We initiate 

coverage on the stock with target price of Rs 430 and recommend BUY. 

Financial Snapshot (Consolidated) 

(Rs mn)  FY14 FY15 FY16E FY17E FY18E 

Net Sales  12,606  15,352  17,243  19,611  22,738 

EBITDA  814  1,076  1,404  1,719  1,985 

EBITDA Margin (%)  6.4  7.0  8.1  8.7  8.7 

APAT  289  464  530  736  911 

EPS (Rs)  7.4  11.9  12.5  17.4  21.5 

EPS (% chg) (19.9)  60.7  4.7  38.9  23.7 

ROE (%)  15.3  19.3  15.6  16.3  17.6 

P/E (x)  44.3  27.6  26.3  18.9  15.3 

EV/EBITDA (x)  16.6  13.0  10.4  8.5  7.0 

P/BV (x)  5.7  5.0  3.3  2.9  2.5 

Source: Company, Emkay Research 
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Investment rationale 

Sustained market share gain driving growth 

In the last few years, Somany Ceramics has continued to outperform the industry growth rate, 

thereby increasing its market share in the organized segment from 10% in FY10 to 13% in 

FY15. In fact, in the last two years, the growth rate for Somany Ceramics has even outpaced 

that of the industry leader, Kajaria Ceramics. Growth for Somany Ceramics is driven by: 

 Expansion of dealers network 

 Focus on advertising and branding 

 Increase in product offering by aggressively expanding portfolio of fast growing PVT/ GVT 
segment 

Further, company has easy access to capacity with lower investment in JV model. With healthy 

demand growth and increasing capacity through JV route, we expect revenues for Somany 

Ceramics to increase at a CAGR of 14% over FY15-18E. 

Exhibit 1: Market share of organized players (FY10) 

 
Source: Industry, Emkay Research 

Exhibit 2: Market share of  organized players (FY15) 

 
Source: Industry, Emkay Research 

 

Exhibit 3: Revenues (Rs mn) 

 
Source: Company, Emkay Research 

Increase in realisations and fall in gas prices to lead to margin expansion 

Fall in gas prices and improved product mix is expected to aid in margin expansion. The drop in 

long term contracted gas prices is on the back of renegotiation with Qatar gas. Further, continued 

shift towards premium segment is leading to increase in realisations. Thus, we expect both these 

factors to lead to 180 bps improvement in margins over FY15-18E. 
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Exhibit 4: PBT margin (%) 

 
Source: Company, Emkay Research 

Operating leverage translating into higher bottomline growth 

We expect higher operating leverage from improved product mix and easy access to capacity 

under JV model to drive margin expansion and subsequently, higher bottom line growth. We 

expect a 28% CAGR increase in PBT from Rs 681mn in FY15 to Rs 1,419mn in FY18E. APAT 

is also expected to increase at a CAGR of 27% from Rs 459mn in FY15 to Rs 951mn in FY18E. 

Exhibit 5: PAT (Rs mn) 

 
Source: Company, Emkay Research 

Somany’s asset light business model to drive return ratios 

Somany has successfully leveraged its strong distribution network and entered into various JV 

tie-ups with Morbi based players in order to drive revenues. JVs / associates contribute around 

50% of company’s total capacity, and this leads to higher asset turnover. We would like to 

highlight that unlike many other players, Somany has entered into 26% JV tie up with its partners, 

which helps in lower investment and higher asset turnover. Somany’s asset / turnover at 3x is 

significantly higher than other players. A higher asset turnover leads to higher returns.   

Exhibit 6: Asset turnover ratio  

 
Source: Company, Emkay Research 

Driven by higher asset / turnover and improvement in margins, we expect company’s ROCE to 

improve significantly from 17% in FY14 to 23% in FY18. Similarly RoE will increase from 15% in 

FY14 to ~18% in FY18. 
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Exhibit 7: RoCE and RoE (%) 

 
Source: Company, Emkay Research 

Somany to benefit from low capital cost & higher operating efficiency through 

JV model 

Somany Ceramics has been constantly moving towards manufacturing operations through JV 

and outsourcing model mainly on the back of low capital cost and higher operating efficiency. 

Further, with success of this model, company’s revenues from outsourced and JV together 

accounted for 60% of its sales in FY15 compared to 43% in FY11. Going forward, the share is 

likely to increase to 65% with continued increase in capacity through JV route. 

Exhibit 8: Change in revenue mix with JVs driving topline growth 

 
Source: Company, Emkay Research 

Capex – the key growth and profitability driver 

Given the healthy growth prospects of the tile industry (specially, the high-end segment), Somany 

Ceramics is focusing on expanding capacity in the value added segment through JV route. In 

October 2015, Somany Ceramics completed 4.3 msm p.a PVT capacity expansion with its JV 

partner, Somany Fine Vitrified Pvt. Ltd. Further, company is incurring Rs.700-750 million for 

commissioning 4 msm p.a GVT capacity at its Kassar plant, that is likely to get commissioned by 

Q1 FY17.  

In the sanitaryware segment, company is tripling its capacity from 3 lakh pieces p.a to 9 lakh 

pieces p.a that is likely to get commissioned by March 2017. Further, the company plans to 

spend Rs.150 million on SAP over the next two years (FY16 and FY17). Besides all these plans, 

company will continue to look actively for capacity expansions, either through existing or new 

JVs. 

Somany has achieved the inflexion point to support capex through internal cash 

flows 

Over the last 3-4 years, Somany has raised capital to fund its capex to meet its strong topline 

growth. The company’s internal cash flow generation were not enough to meet company’s 

growing requirement for capacity expansion and also working capital. However, with successful 

completion of its recent fund raising of Rs 1.2bn, we believe that company has achieved the 

inflexion point, where internal cash flow generation will be sufficient to meet its future capex 

requirements. Also, on the back of company’s strong balance sheet with net debt/ equity, a mere 

0.15x in FY16 and access to capacity with lower investment under JV model, we believe that the 

company is well poised to meet future topline growth without any further dilution.  
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Exhibit 9: Capex vs internal cash flow generation 

 
Source: Company, Emkay Research 

Valuations to continue to catch up with the leader 

Given the strong earnings growth visibility for the sector and the company, coupled with return 

of pricing power for the organized players (post the sharp decline in gas prices, which have 

narrowed the gap between organised and unorganised players), we expect the valuations of the 

company to continue to catch up with the industry leader, Kajaria Ceramics. The improvement 

in return profile will help in closing the gap between Kajaria Ceramics and Somany Ceramics, 

thereby leading to a re-rating on the stock. However, given the lower margin profile vs Kajaria 

Ceramics, we value the stock at 20x FY18E (which is 20% discount to leader Kajaria) EPS of Rs 

21.5 to arrive at a target price of Rs 430. We initiate coverage on the stock with a BUY rating. 
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Company Background 

Somany Ceramics headquartered in Delhi was founded in 1969 by Mr. Hira Lall Somany. The 

Somany family has promoted leading companies in ceramic space in India like HSIL, Hindusthan 

National Glass & Industries Limited (Container Glass) and Somany Ceramics Limited. 

The company is the second largest ceramic tiles company in India, in terms of profitability after 

Kajaria Ceramics. The company has manufacturing plants in Kadi, Gujarat and Kassar, Haryana, 

India and other Joint Venture plants, generating a production capacity of 47.25 msm p.a. 

Moreover, company has access to 9 msm p.a through plain vanilla outsouring model. 

Company has also ventured into Sanitaryware and Bath fitting business in order to leverage its 

brand and distribution channel. 

Exhibit 10: Product profile 

Segment Overview 

Revenue 

contribution 

FY15 

Growth Capacity  

No. of size 

variants Price range 

Ceramic 46.0% 8.6% 24.97 msm 9 Rs. 220-750 per sqm 

PVT 33.4% 33.4% 13.06 msm 4 Rs. 375-1000 per sqm 

GVT 15.2% 22.3% 4.49 msm 7 Rs. 625-1300 per sqm 

Sanitaryware &Bath fittings 5.0% 59.7% 3.03 lacs pcs  Sanitaryware -Rs. 450-12,000 per pcs 

     Bath Fitting -Rs. 100-10,000 per pcs 
 

Source: Company, Emkay Research 

Exhibit 11: Tile plant details 

Plants Location 
Equity  
Stake Products 

Commissioning 
date 

Original  
capacity  

(msm p.a.) 

Current 
Capacity  

(msm p.a.) 

Own plants (Tiles)       

Kassar Kassar, Haryana  Ceramic Tiles and GVT 1972 0.5 13.1 

Kadi Morbi, Gujarat  Ceramic Tiles 1983 0.6 8.4 

Total own capacity        1.1 21.6 

       

Subsidiary Plants (Tiles)            

Amora Tiles Pvt. Ltd. Morbi, Gujarat 51% Ceramic Wall Tiles Mar'2014 2.1 4.6 

Somany Fine Vitrified Pvt. Ltd. Morbi, Gujarat 51% PVT Oct'2015 4.3 4.3 

Total Subsidiary capacity     6.4 8.9 

             

Associates       

Vintage Tiles Pvt. Ltd. Morbi, Gujarat 26% PVT Jan'2012 2.6 3.0 

Commander Vitrified Pvt. Ltd. Morbi, Gujarat 26% PVT and GVT Jun'2012 2.0 4.8 

Vicon Ceramic Pvt. Ltd. Morbi, Gujarat 26% 
Industrial Vitrified Tiles/ Parking  
tiles and Ceramic wall tiles 

Mar'2014 4.0 4.0 

Acer Granito Pvt. Ltd Morbi, Gujarat 26% PVT Sep'2014 2.0 5.1 

Total Associate capacity        10.6 16.8 

Source: Company, Emkay Research 

 
Management overview 

Mr. Shreekant Somany: Chairman and Managing Director: Mr. Shreekant Somany has joined 

the company since 1992 and has over four decades of experience in ceramics and glass 

industry. Mr. Shreekant is a Science graduate from Kolkata University and has held key positions 

in ASSOCHAM, PHDCC and ICCTAS. Currently, he looks after overall management of the 

company and is responsible for providing strategic guidance to the company. 

Mr. Abhishek Somany: Managing Director: Mr. Abhishek Somany has joined the company 

since 1996 and has almost two decades of experience in Ceramic tile industry. Mr. Abhishek 

Somany is a graduate in business administration from Richmond University, UK.  He is also the 

member of executive committee of FICCI and currently looks after management of the 

company’s operations. 
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Second largest player in terms of profitability 

Somany Ceramics is one of the oldest and second largest player in terms of profitability after 

Kajaria Ceramics. However in topline, Somany Ceramics is the third largest tile player in the 

domestic tile industry, post Kajaria Ceramics and H & R Johnson. Poor profitability of H&R 

Johnson (part of Prism cement) makes Somany a strong player in the industry.   

Exhibit 12: Second largest player in terms of profitability 

 FY14 FY15 9MFY16 

  
Revenues  

(Rs mn) 

EBIT              

(Rs mn) 

EBIT 

Margins (%) 

Revenues  

(Rs mn) 

EBIT              

(Rs mn) 

EBIT 

Margins (%) 

Revenues  

(Rs mn) 

EBIT              

(Rs mn) 

EBIT 

Margins (%) 

Kajaria Ceramics           18,794           2,337  12.4%           21,778           2,961  13.6%           17,607            2,768  15.7% 

Somany Ceramics           12,648               590  4.7%           15,431               810  5.2%           12,144                667  5.5% 

Asian Granito             7,591               435  5.7%             8,232               424  5.1%             6,448                327  5.1% 

Orient Bell             5,851               288  4.9%             6,932               309  4.5%             4,932                196  4.0% 

H & R Johnson           18,988           1,266  6.7%           22,099               192  0.9%           16,685              -222  -1.3% 

Nitco             7,786             -593  -7.6%             8,374             -656  -7.8%             5,771              -434  -7.5% 

Source: Company, Industry, Emkay Research 

Third largest player in terms of topline 

The total installed capacity of the company stands at 47.3 msm pa, which includes 21.6 msm 

own manufacturing capacity and 25.7 msm capacity with the joint ventures. Apart from own 

manufacturing and JVs, the company has pure vanilla outsourcing contracts with players in Morbi 

region, which provides additional 9 msm sqm capacity. With all these included, the total access 

to capacity for Somany Ceramics stands at 56.3 msm sqm.  

Exhibit 13: Third largest player in terms of turnover 

Brands 

Turnover as on 31.03.2015 

(Rs/Mn) % share 

Kajaria Ceramics               24,040  20% 

Prism Cement (TBK Division)               23,860  20% 

Somany Ceramics               16,130  13% 

Asian Granito                 9,260  8% 

Nitco Tiles                 9,140  7% 

RAK Ceramics *                 8,000  7% 

Orient Bell Ceramics                 7,500  6% 

Simpolo *                 6,500  5% 

Varmora *                 6,500  5% 

Sun Heart *                 4,500  4% 

Murudeshwar Ceramics                 1,470  1% 

Others (Tocco, Swastic, Marbomax, Bell Granito etc)*                 5,000  4% 

Total           1,21,900    

* estimated  

Source: Industry, Emkay Research 

 

 

 

 

 

 

 

 

 

  

Somany – Second largest player 

in terms of profitability; third 

largest in terms of topline 
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Competitive Strength 

Strong well established brand name and distribution reach  

Somany Ceramics is one of the oldest players in the domestic tile industry. The company has a 

pan India distribution reach, with about 1300 dealers and 200 showrooms and retail outlets. The 

vast distribution reach helps the company access various markets across the country.  

Exhibit 14: Region wise revenues of Somany Ceramics 

 
Source: Company, Emkay Research 

 

The company has a strong brand name, which has been created over 45 years. Strong brand 

equity and positioning helped the company in registering faster than industry growth. 

Somany – one of the fastest market share gainers 

Over the last five years, market concentration in the industry has increased, as the market share 

of the top 3 leading players (Kajaria, HR Johnson and Somany) in organized segment has 

increased to 53% from 43% in 2010. This increase in concentration of leading payers is primarily 

led by Kajaria Ceramics (increased market share to 20% in 2015 from 13% in 2010) and Somany 

Ceramics (increased to 13% from 10%), while the share of HR Johnson, second largest tile 

manufacturer in India has remained largely stagnated at around 20%. 

Exhibit 15: Market share of organized players (FY10) 

 
Source: Industry, Emkay Research 

Exhibit 16: Market share of  organized players (FY15) 

 
Source: Industry, Emkay Research 
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Outperformed industry growth over the past few years 

Somany Ceramic’s revenues have increased at a CAGR of 23% over the last five years (FY10-

FY15) compared to industry growth rate of 15% during the same period. Thus, the company has 

been successful at consistently gaining market share and outperforming its peers. 

Exhibit 17: Somany outperformed industry 

 
Source: Company, Industry, Emkay Research 

Capacity addition to drive growth 

The company plans to significantly add capacities going forward in order to sustain the growth 

rate of 14-15% CAGR for the next 2 to 3 years. The company had recently added 4.29 msm p.a. 

in October 2015 with its JV partner, Somany Fine Vitrified Pvt. Ltd. Further, the company is 

adding another 4 msm p.a capacity, which is likely to get commissioned by Q1 FY17. With this 

plant, the access to capacity for Somany Ceramics will stand at 60.25 msm p.a. Further, the 

company will be actively looking for capacity additions either through existing or new JV partners. 

Near term environment remains challenging; Long term growth story intact 

In the last few quarters, the tile industry growth has been impacted mainly due to slow down in 

private real estate space, with sharp downfall in growth from metros and Tier 1 cities. Tier 2 / 

Tier 3 cities however, are holding on to sales growth, mainly driven by retail sales / small builder 

projects / housing projects etc. Moreover, in the past 1-2 years, both volumes and prices were 

impacted due to increased dumping by China. 

Exhibit 18: Net sales (Rs. Mn) 

 
Source: Company, Emkay Research 

Imports from China have adversely affected growth  

From FY06 to FY08, there was significant increase in imports from China, which adversely 

impacted the domestic industry’. Subsequently, to protect the domestic industry against dumping 

from China, the government imposed anti-dumping duty of around Rs. 155 per sq mt on Chinese 

tiles, which led to a decline in imports from China. However, anti-dumping duty was revoked in 

2013, and has not been re-imposed since then.  

Further, imports from China have increased over the last six months, even as many European 

countries, Brazil, Vietnam, Korea etc have imposed anti-dumping duty on China. Thus, 

increasing dumping by China, has significantly affected the industry- both on pricing and volume 

front.   
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Growth likely to pick-up from FY17 

Although the near term demand environment remains challenging mainly due to excess 

inventory with builders and moderation in demand, the following key catalysts are likely to lead 

to recovery in demand: 

Anti-dumping duty on China 

Dumping from China is hurting domestic players, mainly in the coastal and southern regions. 

Imports have increased sharply during the year mainly from China and account for about 10% 

compared to 2-3% over the last few years. Though China does not have any cost advantage, 

they are resorting to dumping in PVT segment (due to large capacities in their local markets), 

thereby exerting pressure on realisations in the domestic market. This has led to sharp increase 

in imports in PVT segment.  

Exhibit 19: Segment wise imports 

Segments 
Industry Size Imports  % of total  

Value  
(Rs Billion) 

Industry  
volume (msm) 

Volume  
(msm) 

Imports 

Glazed Vitrified Tiles 30 40 5 9% 

Polished Vitrified Tiles 105 276 40 73% 

Ceramic Wall & Floor Tiles  105 440 10 18% 

Total 240 756 55   

Source: Company, Industry, Emkay Research 

Anti-Dumping Investigation on a category of Vitrified Tiles (both PVT and GVT) originating from 

China was initiated by Ministry of Commerce on October 13, 2015. PVT segment is likely to be 

the largest beneficiary of anti-dumping duty, as almost 75% of imports in India are of PVT 

segment.  

Anti-dumping duty (expected to be levied soon) is a very positive step for tile industry including 

Somany Ceramics. With likely implementation of anti-dumping duty, imports are expected to 

revert back to previous levels, thus leading to increase in sales volume.  

Continued increase in Exports 

While there has been increase in dumping from China, India has gained significantly on the 

exports front. There has been sharp increase in exports led by anti-dumping duty on China from 

European countries, Korea, Vietnam, Brazil, Chile, etc. As these duties are imposed for a period 

of about 5 years, domestic players including Somany Ceramics will continue to tap newer 

markets and gain market share in exports market. Somany’s exports as a percent of overall sales 

have increased from just 2% in FY14 to about 5-6% currently 

Healthy retail demand 

Despite sluggish demand from private developers, retail demand remains firm driven by reducing 

replacement cycle, redevelopment and growing consumer preference for tiles since it has 

replaced mosaic, marble and other paving materials. 

Exhibit 20: Segment-wise demand 

 
Source: Company, Emkay Research 
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Healthy growth in demand from government and corporates 

There has been pickup in demand from government and corporates, mainly on the back of 

various government initiatives such as “Swachh Bharat Abhiyan”. Moreover, government’s 

initiatives like “Smart Cities” and “Housing for all by 2022” are likely to aid demand for ceramic 

tiles.  

Signs of revival from Commercial real-estate segment 

According to various industry reports, commercial real estate market is seeing some revival after 

being in the dumps for over three years. With continued slowdown in residential real-estate 

projects, this sector can give boost to the tile sector.  
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Share of sanitaryware segment in overall revenues to 
remain low 

Somany Ceramics ventured into the sanitaryware business in 2007 and bath fittings business in 

2010 by investing in a JV, Somany Sanitaryware Pvt. Ltd. (erstwhile Sonic Sanitaryware Pvt. 

Ltd.). Somany Ceramics holds 51% stake in Somany Sanitaryware Pvt. Ltd, having capacity of 

0.3 mn pieces p.a. The segment is a strategic fit for its existing tiles business as: 

 Products are sold mostly through the same dealer network 

 It provides higher brand visibility 

 Presence in high margin segment 

Segment’s total revenues have increased at a CAGR of 44% over FY11 to FY15, led by strong 

growth in both the businesses, Sanitaryware and Bathfittings, by 56% and 44% respectively. The 

segment currently contributes around 5% towards total revenues.  

The company is tripling its capacity from 3 lakh pieces p.a to 9 lakh pieces p.a and is expected 

to get commissioned by March 2017. Despite these capacity expansions, the share of this 

segment is likely to be less than 10% of capacity in the next two to three years.  

Exhibit 21: Sanitaryware segment’s revenues (Rs. Mn) 

 
Source: Company, Emkay Research 

Exhibit 22: Bath fitting segment’s revenues (Rs Mn) 

 
Source: Company, Emkay Research 
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Rising power and fuel cost dented profitability 

Change in product mix led to improvement in realisations…… 

The company has been a late entrant into the fast growing PVT and GVT segment. Hence, in 

order to address the same, the company has been significantly expanding its capacity for PVT 

and GVT. This has led to increase in share of value added products in value terms from 31% in 

FY11 to 51% in FY15.  Consequently, realisations have improved from Rs. 260 per sqm to Rs. 

357 per sqm. 

Exhibit 23: Change in sales mix led to…… 

 
Source: Company, Emkay Research 

Exhibit 24: ……increase in average realisation 

 
Source: Company, Emkay Research 

However, increasing power and fuel cost dented profitability of the company 

In the past few years, despite favorable change in product mix and consequent increase in 

realisations, tile manufacturers have faced pressure on margins mainly due to increasing power 

and fuel cost. Power and fuel cost as a percentage of manufacturing revenues increased from 

21% in FY11 to 30% in FY15. Given the limited pricing power for the organised players, the rise 

in cost was not passed onto end customers, leading to pressure on margins.  

Exhibit 25: Increasing power and fuel cost (Rs. Per sqmt) 

 
Note: Power and fuel cost (Rs per sqmt) is based on sales volumes 

Source: Company, Emkay Research 

Exhibit 26: Power and fuel cost as a % of sales 

 
Source: Company, Emkay Research 

Exhibit 27: Decline in EBITDA margins 

 
Source: Company, Emkay Research 
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Margins to improve going forward 

Going forward, we believe company will be able to achieve 50-70 bps margin expansion every 

year. Margin improvement will be aided by two important factors: 

Renegotiation of long term LNG contract to boost margins  

The drop in long term contracted gas prices (on back of renegotiation with Qatar gas) will have 

favorable impact on company’s profitability. Under the expected new formula, gas prices for 

company’s Kassar plant have dropped from Rs. 39 per scmd to Rs. 25 per scmd. Further, gas 

prices for its Kadi and other Morbi plants have declined marginally from Rs. 32 per scmd to Rs. 

29 per scmd, as these plants were already using gas linked to spot price. Thus, the major benefit 

is going to be out of Kassar plant and we believe that some of the benefit of the decline in gas 

cost is expected to be passed to customers. Further, company plans to spend a part of its savings 

towards branding that will help company gain market share.   

Value added segment to aid margin growth  

Average lower realisations for Somany Ceramics can be partially attributed to lower contribution 

from value added products- an area in which the company has lagged its key competitors 

historically. Realizing the same, the company has been focusing on increasing the contribution 

from high value tiles as compared to low value tiles. With this view, company is constantly adding 

capacity in higher value added segment. Recently, in October 2015, Somany ceramics added 

4.29 msm p.a. PVT capacity and is planning to commission another 4 msm p.a. GVT capacity 

by Q1 FY17.  

Thus, the mix is expected to continue to shift gradually in favor of the high value tiles, which will 

help narrow down the margin gap between industry leader, Kajaria Ceramics and Somany 

Ceramics. 

We will like to highlight that though PVT/GVT products generally fall in category where prices 

are higher than the ceramic tiles however it does not always leads to higher margins. Company’s 

focus towards higher value added segment implies upward move in high end product across all 

the categories including PVT, GVT and ceramic tiles (floor as well as wall). Moving towards larger 

size tiles, new designs and individual traits like “anti-skid tiles” etc also leads to higher margins.  

Exhibit 28: Product mix compared to peers (in volume terms)  

 
Source: Company, Emkay Research 
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Somany Ceramics one of the oldest players adding 
capacity through JV route 

Somany Ceramics is one of the oldest players in this industry, who started outsourcing low value 

products through plain vanilla outsourcing contracts. Ever since, the company has been moving 

higher on the learning curve and has realized that manufacturing operations are managed more 

efficiently by the JV partners due to lower overhead costs and focused attention of the JV partner. 

Hence, the company gradually started entering into long term outsourcing contracts in the form 

of JVs, even for high value products as opposed to plain vanilla outsourcing of low value 

products. 

Exhibit 29: Access to capacity 

Own plants (Tiles) Location 

Original capacity  

(msm p.a.) 

Current Capacity 

(msm p.a.) 

Kassar Haryana 0.52 13.13 

Kadi Gujarat 0.58 8.42 

Total  1.1 21.55 

    

Associates/ Subsidiary Plants (Tiles) Equity Stake 

Original Capacity  

(msm p.a.) 

Current Capacity 

(msm p.a.) 

Vintage Tiles Pvt. Ltd. 26% 2.55 2.99 

Commander Vitrified Pvt. Ltd. 26% 2.04 4.76 

Vicon Ceramic Pvt. Ltd. 26% 3.98 3.98 

Amora Tiles Pvt. Ltd. 51% 2.14 4.58 

Acer Granito Pvt. Ltd 26% 2.04 5.10 

Somany Fine Vitrified Pvt. Ltd. 51% 4.29 4.29 

Total  17.04 25.70 

    

Outsourced capacity with no equity stake - 9.00 msm 
 

Source: Company, Emkay Research 

This is also evident from the fact that outsourced and JV together accounted for 60% of its sales 

in FY15 compared to 43% in FY11. The share is likely to increase going forward, as company 

continues to increase capacity through JV model. 

Exhibit 30: Revenue mix (%) 

 
Source: Company, Emkay Research 

Key takeaways from discussion with JV partners  

In December 2015, we visited one of the JV partners of Somany Ceramics –Commander Vitrified 

Pvt. Ltd in Morbi to get their viewpoint on the JV model: 
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Post the commissioning of our 2 msm plants in June 2012, we had been able to quickly 

ramp-up the production. In fact, with increase in demand, we expanded our capacity to 4.8 

msm in December 2013. We have been able to earn better margins with Somany, as our 

plant is running at full capacity and our products (both PVT and GVT) are getting sold due 

to strong brand name of Somany. 
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Exhibit 31: Advantages of JV for organised and unorganised players 

Parameter Advantage to unorganised player Advantage to organised player 

Access Access to strong Brand name Access to significant capacity at a much lower capital outlay 

Focus Core focus remains on manufacturing Core focus remains on sales and marketing 

Cost advantage Savings in branding and marketing cost Low administrative and operating costs 

Expertise Gets expertise in branding and marketing Gets expertise in low cost production 

Ramp-up in 

utilisation rates 
Assured offtake ensures high utilisation rates 

Less lead time, as they generally tie up with capacities that are 

ready or are under advanced stage of completion. 

Benefits Reduced risk of delay in payments and bad debts 

Various cluster benefits (Mostly for Morbi based acquisition – 

Morbi based players share resources including logistics, labour, 

production knowledge and vendors) 

Expansion 
Easy expansions as they get upfront funds for their stake sale to 

organized players 

Lower capital cost incurred by unorganised players compared to 

organised players 

Returns 
Higher operating margins on the back of operating leverage 

(high utilisation) 
Asset light model, which results in higher RoCE 

 

Source: Industry, Emkay Research 

Somany’s asset light model ensures higher asset / turnover. However lower 

margins restricts return ratios 

The company’s strategy of expanding through the JV route as opposed to green field expansion 

is aimed at developing an asset light model. The company has been taking minority stakes in 

JVs, which helps it to get access to capacities without taking the entire debt on its books.  The 

asset light model has helped the company register significant improvement in return ratios. 

Higher contribution from the JV plants, coupled with margin expansion lead to an improvement 

in RoCE from 17% in FY14 to 21% in FY15, while RoE improved from 15 % in FY14 to 19% in 

FY15. 

Exhibit 32: RoCEs (%) 

 
Source: Company, Emkay Research 

Exhibit 33: RoEs (%) 

 
Source: Company, Emkay Research 

 

Further, despite lower EBITDA margins and lower return ratios (RoCEs and RoEs) compared to 

industry leader, Kajaria Ceramics, Somany Ceramics is having higher asset turnover ratio. 

Exhibit 34: Asset turnover ratio 

 
Source: Company, Emkay Research 
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Increasing spend towards advertising and promotion 

Somany Ceramics, being a leading Indian brand, has been focusing on building its brand and 

expanding its distribution reach. Given that majority of the sales comes from retail segment, 

brand recall plays an important role in influencing customer’s decision. Further, branding 

intensity has increased in the space, with H&R Johnson roping in actress Katrina Kaif as their 

brand ambassador while Cera Sanitaryware has hired actress Sonam Kapoor as their brand 

ambassador.  

Exhibit 35: Advertising & sales promotion expenses  

 
Source: Company, Emkay Research 

Exhibit 36: Advertising & sales promotion expenses as a % of sales 

 
Source: Company, Emkay Research 

 

Somany Ceramics has been constantly spending 1-2% of sales towards advertising and sales 

promotion. Company has cumulatively spent Rs.873 million on advertising and sales promotion 

from FY11 to FY15. Further, company is the second largest player in terms of Ad spend after the 

leader in ceramic tiles industry, Kajaria Ceramics. 

Exhibit 37: Peer comparison: Advertisement  & Sales promotion expenses (Rs mn) 

Company's FY11 FY12 FY13 FY14 FY15 Total 

Kajaria Ceramics 163 219 266 321 533 1502 

Somany Ceramics 125 111 152 196 289 873 

Nitco 253 91 104 151 161 760 

Orient Bell 46 70 48 52 81 298 

Asian Granito 49 71 69 57 44 289 
 

Source: Company, Emkay Research 

Exhibit 38:  Peer comparison: Advertisement  & Sales promotion expenses as a % of sales 

Company's FY11 FY12 FY13 FY14 FY15 

Kajaria Ceramics 1.7% 1.7% 1.7% 1.7% 2.4% 

Somany Ceramics 1.7% 1.3% 1.4% 1.6% 1.9% 

Nitco 3.5% 1.1% 1.4% 1.9% 1.9% 

Orient Bell 1.6% 1.3% 0.8% 0.9% 1.2% 

Asian Granito 0.9% 1.1% 1.0% 0.7% 0.5% 
 

Source: Company, Emkay Research 

In FY16, Somany is constantly running a digital campaign titled “Nahi Phislenge” on television, 

print media and even radio media. The campaign is intended towards promotion of its Anti-Skid 

tiles. 
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Exhibit 39: Recent advertisement 

 
Source: Company, Emkay Research 

On the sales distribution front, the company has been steadily increasing its dealership network, 

increasing the number of dealerships from 1,125 dealers in FY10 to about 1300 dealers in FY15. 

The total number of touch points have also actively increased from more than 6,500 in FY14 to 

around 10,000 in FY15. 

Company’s selling and distribution expenses have increased at a CAGR of 17% over FY10 and 

FY15. The company has been consistently spending 2 to 3% of its sales revenues on sales and 

distribution in the past five years.  

Exhibit 40: Sales & distribution expenses 

 
Source: Company, Emkay Research 

Exhibit 41: Sales & distribution expenses as a % of sales 

 
Source: Company, Emkay Research 

The increasing distribution reach and strong brand awareness has meant that the company has 

been able to grow its presence and foothold in Tier 2, Tier 3 and Tier 4 towns and cities, which 

have been the growth drivers in the past couple of years. As a result, the company’s sales from 

Tier 2 and Tier 3 cities has increased from 70% in FY10 to 75% in FY15. 

Exhibit 42: Area wise break-up 

 
Source: Company, Emkay Research 
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Financials and valuations 

Revenues to grow at a CAGR of 14%  

We expect revenues for Somany Ceramics to increase at a CAGR of 14% over FY15-18E to Rs 

22.7 bn by FY18E. Growth in revenues is expected to be driven primarily by 11% increase in 

overall volume (own manufactured, JV and outsourced) and 3% increase in blended average 

realisations. Own manufactured revenues are expected to report growth of 10% compared 27% 

CAGR growth through JV route. Growth in revenues for Somany Ceramics will be driven by: 

 Expansion of dealers network 

 Focus on advertising and branding 

 Increase in product offering by aggressively expanding portfolio of fast growing PVT/ GVT 
segment 

Exhibit 43: Sales volume estimates 

Sales volume estimate Location Products Commissioning date 
 Capacity 

(MSM p.a.) 
FY16E FY17E FY18E 

Own manufacturing plants        

Kassar Haryana Ceramic Tiles and GVT 1972 13.1 12.1 12.3 12.5 

Kadi Gujarat Ceramic Tiles 1983 8.4 7.7 7.9 8.0 

Ongoing capex - Kassar  GVT Apr'2016 4.0 0.0 2.8 3.8 

Total own manufacturing volume    25.6 19.8 23.1 24.3 

Expected utilisation rate     92% 94% 95% 

Subsidiary plants  
Equity 
Stake 

            

Amora Tiles Pvt. Ltd. 51% Ceramic Wall Tiles Mar'2014 4.6 3.7 3.9 4.1 

Somany Fine Vitrified Pvt. Ltd. 51% PVT Oct'2015 4.3 1.7 3.6 3.9 

Total subsidiary volume    8.9 5.4 7.5 8.0 

Expected utilisation rate     80% 85% 90% 

Associates plants               

Vintage Tiles Pvt. Ltd. 26% PVT Jan'2012 3.0 2.5 2.5 2.7 

Commander Vitrified Pvt. Ltd. 26% PVT and GVT Jun'2012 4.8 4.0 4.0 4.3 

Vicon Ceramic Pvt. Ltd. 26% 
Industrial Vitrified Tiles and 
Ceramic wall tiles 

Mar'2014 4.0 3.4 3.4 3.6 

Acer Granito Pvt. Ltd 26% PVT Sep'2014 5.1 4.3 4.3 4.6 

Expected capex     0.0 0.0 3.6 

Total associate volume    16.8 14.3 14.3 18.7 

Expected utilisation rate     85% 85% 90% 

Total volume (Subsidiary + Associates)     19.7 21.8 26.7 

Grand Total          39.5 44.9 51.0 

Source: Company, Emkay Research 

Exhibit 44: Gross sales estimate 

Gross sales FY12 FY13 FY14 FY15 FY16E FY17E FY18E 

Own manufacturing       1,262        5,673        6,423        6,220        6,230        7,317        8,278  

JV              -          1,436        2,569        6,096        7,659      10,184      12,535  

Outsourced       1,026        3,977        4,236        3,374        4,058        2,907        2,849  

Total       2,288      11,085      13,228      15,690      17,947      20,407      23,661  

Source: Company, Emkay Research 
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PBT margin expansion of 180 bps over the next 3 years (FY15-18E) 

We expect PBT margins to expand by 180 bps from 4.4% in FY15 to 6.2% by FY18E. The margin 

expansion will be on the back of fall in gas prices and improved product mix. Subsequently, we 

expect a 28% CAGR increase in PBT from Rs 681mn in FY15 to Rs 1,419mn in FY18E. APAT 

is also expected to increase at a CAGR of 27% from Rs 459mn in FY15 to Rs 951mn in FY18E. 

Exhibit 45: PBT (Rs mn) and PBT margins (%) 

 
Source: Company, Emkay Research 

Exhibit 46: PAT (Rs mn) and PAT margins (%) 

 
Source: Company, Emkay Research 

 

Return ratios to improve going forward 

Somany’s asset / turnover at 3x is significantly higher than other players mainly because 

company has entered into 26% JV tie up with its partners unlike many other players, which helps 

in lower investment and higher asset turnover. Driven by higher asset / turnover and 

improvement in margins, we expect company’s ROCE to improve significantly from 17% in FY14 

to 23% in FY18. Similarly RoE will increase from 15% in FY14 to ~18% in FY18. 

Exhibit 47: RoCE and RoE (%) 

 
Source: Company, Emkay Research 
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Healthy cash generation driven by higher margins and with with successful completion of its 
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internal cash flow generation will be sufficient to meet its future capex requirements. Moreover, 

company has access to capacity with lower investment under JV model. Thus, we believe that 
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Exhibit 48: Debt / Equity  

 
Source: Company, Emkay Research 

Valuations to continue to catch up with the leader 

Given the strong earnings growth visibility for the sector and the company, coupled with return 

of pricing power for the organized players (post the sharp decline in gas prices, which have 

narrowed the gap between organised and unorganised players), we expect the valuations of the 

company to continue to catch up with the industry leader, Kajaria Ceramics. The improvement 

in return profile will help in closing the gap between Kajaria Ceramics and Somany Ceramics, 

thereby leading to a re-rating on the stock. However, given the lower margin profile vs Kajaria 

Ceramics, we value the stock at 20x FY18E (which is 20% discount to leader Kajaria) EPS of Rs 

21.5 to arrive at a target price of Rs 430. We initiate coverage on the stock with a BUY rating. 
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Key Risks/Concerns 

Further delay in imposition of anti-dumping duty 

Anti-Dumping Investigation on a category of Vitrified Tiles originating from China was initiated by 

Ministry of Commerce on October 13, 2015. Though China does not have any cost advantage, 

they are resorting to dumping in PVT segment (due to large capacities in their local markets), 

thereby exerting pressure on realisations in the domestic market. Also, the imports from China 

have increased over the last six months, even as many European countries, Brazil, Vietnam, 

Korea, etc have imposed anti-dumping duty on China.  

Although the anti-dumping duty is expected within the next few days, any more delays will lead 

to significant increase in imports and will easily reach almost 15% of total consumption, the level 

last seen in October 2015. 

Slowdown in Middle East 

Middle East is a very big exports market to India for ceramic tiles. Many domestic players 

continue to export major proportion of their volumes to Middle East region. Slowdown in Middle 

East market will thus result in increase in competition in domestic market. Somamy ceramics, 

derives around 6% of its revenues from exports market. Thus, slowdown in exports market can 

also impact company’s volumes. 

Crude oil price risk 

Recently, the government of India has been successful in terms of revising the long term natural 

gas pricing contract with Qatar. The revision in prices formula involves linkage of gas price with 

three months average crude prices compared to five years prices earlier. Although, in the near 

term the change in formula has been the biggest advantage to tile industry, any adverse moment 

in crude oil prices will result in sharp increase in costs for companies. However, we believe, in 

such scenario, companies will be able to pass on the increase in costs. 

Unorganised players continue to remain threat 

Historically, tile industry has been dominated by unorganized players. Although, in recent years, 

the share of organized players have increased considerably, unorganized players have 

continued to remain major threat. Moreover, companies like Varmora, Simpolo and Sunheart 

have become national players with great distribution reach. Thus, unorganized players and 

leading national players can pose a major threat to organized players in tile industry. 

Slowdown in housing and infrastructure 

Tile industry growth is largely dependent on overall economic, housing and infrastructure growth. 

On account of overall slowdown, industry volume growth declined substantially in FY16. As a 

result, any major slowdown in housing and infrastructure sector may have an adverse impact on 

our estimates. However, Somany due to its larger presence in retail segment (retail contributes 

65% to total revenues) is better placed than others.  
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Annexure 1 - Long term structural growth drivers in 
place 

Healthy growth in demand from government and corporates 

There has been pickup in demand from government and corporates, mainly on the back of 

various government initiatives such as “Swachh Bharat Abhiyan”. Moreover, government’s 

initiatives like “Smart Cities” and “Housing for all by 2022” are likely to aid demand for ceramic 

tiles. Further, many corporates are contributing towards these initiatives, thereby raising the 

success quotient of these campaigns. 

Exhibit 49: Government and corporate initiatives 

 
Source: Industry, Emkay Research 

Low per capita consumption 

Low per capita consumption in the country at 0.59 sqm as against 3.57sqm in China and 4.2 

sqm in Brazil offers ample growth opportunity, driven by large and growing domestic market with 

large population and higher percentage of younger people.  

Exhibit 50: Per Capita consumption of tile (Sq Mtrs) 

 
Source: Industry, Emkay Research 
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Increasing personal disposable income 

The faster GDP growth in the last two decades has led to a faster increase in personal disposable 

income. The double digit increase in personal disposable income has translated into higher 

consumption and improving standard of living, which has aided in increasing demand for building 

products in total including tiles. 

Increasing number of ‘pakka’ houses 

Faster GDP growth and increasing urbanization has led to an increase in number of ‘pakka’ 

houses i.e. dwellings made of bricks and concrete, which has aided in increased demand for 

building material products.  

According to the census data, the percentage of houses with roofs made of mosaic or floor tiles 

increased to 11% in 2011, as compared to 7% in 2001. The increase has been faster in rural 

areas as compared to urban areas. The share of dwellings made of mosaic or floor tiles in urban 

areas increased from 20% in 2001 to 29% in 2011, while in rural areas it increased from 2% in 

2001 to 4% in 2011. This explains immense scope for penetration of ceramic tiles in India. 

Exhibit 51: In rural India, tiles still form a small component of 
flooring material…… 

 
Source: Industry, Emkay Research 

Exhibit 52: ….while in urban India, the pie share of tiles is becoming 
bigger 

 
Source: Industry, Emkay Research 

Increasing urbanization to drive demand 

Urbanization is likely to continue with emergence of various new cities and towns in the coming 

years. Increasing urbanization will continue going forward as more people shift out of villages to 

towns and cities in search of better employment. Urbanization in India was at a dismal 25.5% in 

1990. Urban population has been increasing at a rate of 2.5-2.8% annually to reach 31.1% in 

2016. However, the rate of urbanization in India remains low compared to other emerging 

economies. Further, with limited number of new cities being developed, population pressure is 

being felt across existing mega cities.  

According to industry reports, urbanization in India will pick up steam and will increase to 32.3% 

by 2021. 

Exhibit 53: Increasing urbanization trend is expected to continue 

 
Source: Industry, Emkay Research 
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Annexure 2 - India expected to surpass Brazil, second 
largest consumer  

Growing dominance of Asia in the global tile industry 

The global tile industry size is pegged at 12.1bn sqm and has been growing at a CAGR of 6.7% 

(CY05 to CY14). The ceramic tile industry is dominated by Asian countries with China being the 

leading producer and consumer of ceramic tiles. 

Exhibit 54: Region wise global consumption (CY14) 

 
Source: Industry, Emkay Research 

The growth of the global ceramic tile industry has been largely aided by strong growth across 

various emerging Asian countries including India, Indonesia and Vietnam. Ceramic tile 

consumption in these countries has been stronger than global averages growing at a CAGR of 

about 11% each. Faster growth in these Asian markets has led to a dominant position for Asian 

countries in the global ceramic tile industry. Leading ceramic tile consumption of Asian countries 

like China, India, Indonesia and Vietnam have grown at a CAGR of 10% in the period CY05 to 

CY14 as compared to global growth rate of around 7%. 

Consequently, the share of global ceramic tile consumption for these countries has increased 

from 39% in CY05 to 53% in CY14. 

China – Global leader in tile industry 

In 2014, world’s consumption for tiles increased at a marginally slower rate of 4% to reach 12,095 

million sq mtrs. China remained the world’s largest producer, consumer and exporter of ceramic 

tiles in 2014. Its output totaled 6 billion sq m (up 5% from 2013), equivalent to 48% of world 

production. The second and third largest producer countries were Brazil with 903 million sq mtrs 

and India with 825 million sq mtrs.  

Exhibit 55: World production (In Million Sq Mtr) 

Countries CY10 CY11 CY12 CY13 CY14 % share 

China 4,200 4,800 5,200 5,700 6,000 48% 

Brazil 754 844 866 871 903 7.3% 

India 550 617 691 750 825 6.6% 

Spain 366 392 404 420 425 3% 

Indonesia 287 320 360 390 420 3% 

Iran 400 475 500 500 410 3% 

Italy 387 400 367 363 382 3% 

Vietnam 375 380 290 300 360 3% 

Turkey 245 260 280 340 315 3% 

Maxico 210 221 231 230 230 2% 

World production 9,644 10,630 11,230 11,973 12,409  
 

Source: Industry, Emkay Research 
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Exhibit 56: World consumption (In Million Sq Mtr) 

Countries CY10 CY11 CY12 CY13 CY14 % share 

China         3,500          4,000          4,250          4,556          4,894  40% 

Brazil            700             775             803             837             853  7.1% 

India            557             625             681             718             756  6.3% 

Indonesia            277             312             340             360             407  3% 

Vietnam            330             360             254             251             310  3% 

Iran            335             395             375             350             280  2% 

Saudi Arabia            182             203             230             235             244  2% 

USA            186             194             204             230             231  2% 

Russia            158             181             213             231             219  2% 

Turkey            155             169             184             226             215  2% 

World consumption         9,543       10,486       10,978       11,604       12,095   
 

Source: Industry, Emkay Research 

India’s production growth outpaced China and Brazil 

In the last 10 years, India’s production increased at 12% CAGR from CY05 to CY14 compared 

to 6% increase in world’s production over the same period. Further, India has outpaced the two 

largest producers of ceramic tiles, namely China and Brazil (accounting for 48 and 7% of total 

production), as their production has increased by 10% and 5% respectively. 

India is likely to surpass Brazil 

India, with a share of 6.6% and 6.3% in terms of production and consumption respectively, is 

currently the third largest producer and consumer of ceramic tiles just after China and Brazil. 

Since the last few years, India has been constantly surpassing Brazil’s growth rate and thus, will 

soon become the second largest consumer of ceramic tiles in the world.  

Indian ceramic tile offers significant growth potential 

The Indian ceramic tile industry size was pegged at Rs 240bn at the end of FY15 and has grown 

at a CAGR of 15% between FY10 to FY15 in value terms. In volume terms, the Indian ceramic 

tile industry size is pegged at 756mn sqm growing at a CAGR of 9% in the period FY10 to FY15.  

Exhibit 57: Industry size (Rs Bn) and Growth (*%) 

 
Source: Industry, Emkay Research 

Increasing urbanization and rising disposable income across urban and rural centres have 

played a critical role in the consumption growth of the ceramic tile industry. 
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Annexure 3 - Increasing share of organised players 

Growing share of organized players 

The Indian ceramic tile industry consists of both organized and unorganized sector. The Morbi 

region in Gujarat is the manufacturing hub for more than 600 unorganised ceramic tiles units. 

Historically, the region has had competitive advantage mainly due to easy availability of raw 

materials and natural gas. However, in the last few years, Morbi-based tile manufacturers have 

continued to lose market share due to financial stress and increasing preference for branded 

products. This has led to faster growth of organised player’s vis-à-vis the unorganized sector. 

The share of the organized sector increased from 40% in FY07 to 50% in FY15.  

Going forward also, the organized sector is expected to increase at a faster clip vis-à-vis 

unorganized sector, which will result in the organized sector gaining market share.  

Exhibit 58: Share of organised vs unorganised players (FY07) 

 
Source: Industry, Emkay Research 

Exhibit 59: Share of organised vs unorganised players (FY15) 

 
Source: Industry, Emkay Research 

 

Unorganised players losing competiveness 

In the recent years, unorganised players are losing competitiveness mainly because of the 

following issues: 

Shift from coal gasifiers to gas, hurting profitability of Morbi players 

The unorganized players in Morbi prefer coal gasifiers, mainly because of 20-25% lower cost 

compared to natural gas. Moreover, with use of coal the unorganized industry benefits from tax 

evasion. While most of the coal can be easily procured from unauthorized sources (making tax 

evasion easy), procurement of gas is limited to GSPC (where all the offtake is accounted for). 

As a result, unorganised players’ thrust is more on using coal instead of gas. However, regulatory 

changes such as shift from coal gasifiers to gas based production has impeded the cost 

competitiveness of Morbi-based tile manufacturers. 

Lower gas cost adds further pressure on profitability of unorganised players 

Prices offered by Morbi based players have historically been much lower than prices offered by 

large organised players. Already, shift from coal to gas hurt the profitability of unorganised 

players as these companies lost the benefit of tax evasion. Further, with re-negotiation of long 

term contract between Petronet LNG and Qatar gas, the gas cost for organised players based 

out of Morbi has come down significantly.  

For example, gas cost for Somany’s Kassar plant has come down from Rs. 39/scm to Rs.25/scm, 

while the gas cost for Morbi based players has come down from Rs. 32/scm to Rs.29/scm only. 

This has led to further reduction of cost differential between organised and unorganised players. 

Any more decline of Rs.2-3/scm gas cost, can bring unorganised players under significant 

pressure as by then, the cost of using coal will be at par with cost of using gas. Thus, this will 

lead to shift of remaining unorganised players using coal towards gas and will add pressure on 

unorganized players. 
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Annexure 4 - Outsourcing through JVs / tie ups - a win-
win situation 

Organized and unorganized sector to be a part of the industry ecology 

Even though the organized sector has been gaining market share from the unorganized sector, 

in the long run, it will be a balanced eco-system with the existence of both- the organized and 

unorganized sector. The recent industry trend of organized players entering into JVs with 

unorganized players will continue going forward, as organized players will continue to focus on 

branding and marketing while outsourcing manufacturing to a large extent to the unorganized 

sector in the form of JV/partnerships and pure outsourcing. This will be lead to an eco-system of 

co-existence, thereby leading to pricing power gradually tipping in favor of the organized sector, 

while the unorganized sector will focus on maximization of volumes.  

Exhibit 60: Own manufacturing vs JV/Outsourcing volumes 

 
Source: Emkay Research, Company 

Challenges of the outsourcing model 

Managing Quality 

The key challenge of an outsourced model is managing quality. This is primarily addressed by 

the organized player deploying quality managers across the various JV plants, who are 

responsible for managing output quality.  

Protecting infringement of new technology and designs 

Another major challenge is that of protecting infringement of new technology and designs. This 

is both a challenge as well as a binding force, which keeps the trust between the branded player 

and the JV partner intact. On the negative side, sharing of technology and design with JV partner 

opens up an opportunity for the JV partner to spin off and compete with the branded player, 

which is a key risk for the branded player. On the flip side, if a JV partner resorts to such tactics, 

he loses the ability to work not only with the current JV partner, but also with any other branded 

player in the future. Further, it exposes the JV partner to both sales risk and debtor risk, which is 

largely protected in the JV arrangement. 
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Annexure 5 –Industry moving towards value added 
products 

Historically, the tile industry was dominated by ceramic tiles. However, increasing disposable 

income, urbanization, brand aspiration and home aesthetics have led consumers to shift to high 

value products like PVT and GVT. Driven by improvement in product mix with increasing 

acceptance of high value products like PVT, GVT and emerging new category of ceramic wall 

tiles, average realisation for the industry has gone up in the last few years. Continuous change 

in product mix is expected on the back of launch of new high-end value added products and shift 

in consumer’s preference towards these products. Thus, change in product mix will continue to 

aid increase in average realisations.  

Exhibit 61: Product Mix – volume wise (FY10) 

 
Source: Industry, Emkay Research 

Exhibit 62: Product Mix – volume wise (FY15) 

 
Source: Industry, Emkay Research 

 

Exhibit 63: Product Mix – value wise (FY10) 

 
Source: Industry, Emkay Research 

Exhibit 64: Product Mix – value wise (FY15) 

 
Source: Industry, Emkay Research 
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Key Financials (Consolidated) 

Income Statement 

Y/E Mar (Rs mn)   FY14 FY15 FY16E FY17E FY18E 

Net Sales  12,606  15,352  17,243  19,611  22,738 

Expenditure  11,834  14,356  15,924  17,972  20,833 

EBITDA  814  1,076  1,404  1,719  1,985 

Depreciation  224  266  374  421  432 

EBIT  590  810  1,030  1,298  1,553 

Other Income  31  77  58  80  56 

Interest expenses  185  205  262  215  190 

PBT  435  681  826  1,163  1,419 

Tax  170  222  273  384  468 

Extraordinary Items  0  0  0  0  0 

Minority Int./Income from Assoc.  17  13  30  30  39 

Reported Net Income  289  464  530  736  911 

Adjusted PAT  289  464  530  736  911 

 

Balance Sheet 

Y/E Mar (Rs mn)   FY14 FY15 FY16E FY17E FY18E 

Equity share capital  78  78  85  85  85 

Reserves & surplus  2,157  2,502  4,121  4,713  5,445 

Net worth  2,235  2,580  4,206  4,798  5,530 

Minority Interest  44  53  106  179  259 

Loan Funds  1,472  1,616  1,846  1,346  1,146 

Net deferred tax liability  284  287  287  287  287 

Total Liabilities  4,035  4,537  6,446  6,611  7,222 

Net block  2,405  2,638  3,664  3,842  3,610 

Investment  548  466  566  666  766 

Current Assets  4,489  5,544  6,866  7,089  8,303 

Cash & bank balance  346  179  863  473  859 

Other Current Assets  1,087  1,409  1,409  1,409  1,409 

Current liabilities & Provision  3,435  4,119  4,657  4,994  5,464 

Net current assets  1,053  1,425  2,208  2,095  2,838 

Misc. exp  0  0  0  0  0 

Total Assets  4,035  4,537  6,447  6,611  7,222 

 

Cash Flow 

Y/E Mar (Rs mn)   FY14 FY15 FY16E FY17E FY18E 

PBT (Ex-Other income) (NI+Dep)  435  681  826  1,163  1,419 

Other Non-Cash items (11) (18)  53  73  79 

Chg in working cap  34 (648) (99) (276) (357) 

Operating Cashflow  727  233  1,120  1,169  1,254 

Capital expenditure (589) (508) (1,400) (600) (200) 

Free Cash Flow  138 (275) (280)  569  1,054 

Investments (444)  104 (100) (100) (100) 

Other Investing Cash Flow (5)  25  0  0  0 

Investing Cashflow (1,028) (335) (1,500) (700) (300) 

Equity Capital Raised  60  0  1,200  0  0 

Loans Taken / (Repaid)  84  209  230 (500) (200) 

Dividend paid (incl tax) (48) (68) (104) (144) (178) 

Other Financing Cash Flow  477  0  0  0  0 

Financing Cashflow  388 (64)  1,064 (859) (568) 

Net chg in cash  88 (166)  684 (390)  386 

Opening cash position  258  346  179  863  473 

Closing cash position  346  179  863  473  859 
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Key Ratios 

Profitability (%)   FY14 FY15 FY16E FY17E FY18E 

EBITDA Margin  6.4  7.0  8.1  8.7  8.7 

EBIT Margin  4.7  5.2  5.9  6.6  6.8 

Effective Tax Rate  39.1  32.6  33.0  33.0  33.0 

Net Margin  2.1  3.0  3.2  4.0  4.2 

ROCE  17.1  20.7  19.8  21.1  23.3 

ROE  15.3  19.3  15.6  16.3  17.6 

RoIC  20.0  23.1  23.2  24.8  28.1 

 

Per Share Data (Rs)   FY14 FY15 FY16E FY17E FY18E 

EPS  7.4  11.9  12.5  17.4  21.5 

CEPS  13.2  18.8  21.3  27.3  31.7 

BVPS  57.5  66.4  99.2  113.2  130.5 

DPS  1.5  2.0  2.1  2.9  3.6 

 

Valuations (x)   FY14 FY15 FY16E FY17E FY18E 

PER  44.3  27.6  26.3  18.9  15.3 

P/CEPS  24.8  17.4  15.4  12.0  10.3 

P/BV  5.7  5.0  3.3  2.9  2.5 

EV / Sales  1.1  0.9  0.9  0.7  0.6 

EV / EBITDA  16.6  13.0  10.4  8.5  7.0 

Dividend Yield (%)  0.5  0.6  0.6  0.9  1.1 

 

Gearing Ratio (x)   FY14 FY15 FY16E FY17E FY18E 

Net Debt/ Equity  0.3  0.5  0.2  0.1  0.0 

Net Debt/EBIDTA  0.9  1.1  0.5  0.4  0.0 

Working Cap Cycle (days)  20.4  29.5  28.3  30.1  31.7 

 

Growth (%)   FY14 FY15 FY16E FY17E FY18E 

Revenue  20.1  21.8  12.3  13.7  15.9 

EBITDA (5.1)  32.2  30.5  22.5  15.5 

EBIT (9.6)  37.3  27.2  26.0  19.6 

PAT (9.8)  60.7  14.2  38.9  23.7 

 

Shareholding Pattern (%) Dec-14 Mar-15 Jun-15 Sep-15 Dec-15 

Promoters 56.2 56.2 56.2 56.2 51.5 

FIIs 5.7 5.8 5.8 5.1 1.7 

DIIs 2.9 3.1 3.0 3.9 14.1 

Public and Others 35.2 34.9 34.9 34.9 32.6 
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EGFSL offers research services to clients as well as prospects. The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject 

company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report. 

 

Other disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations, 2014 with reference to the subject 

company(s) covered in this report-: 

 

EGFSL or its associates may have financial interest in the subject company.  

 

Research Analyst or his/her relative’s financial interest in the subject company. (NO) 

 

EGFSL or its associates and Research Analyst or his/her relative’s does not have any material conflict of interest in the subject company. The research Analyst or research entity (EGFSL) have not been 

engaged in market making activity for the subject company. 

 

EGFSL or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of Research Report. 

 

Research Analyst or his/her relatives have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of Research 

Report: (NO) 

 

EGFSL or its associates may have received any compensation including for investment banking or merchant banking or brokerage services from the subject company in the past 12 months. EGFSL or its 

associates may have received compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company in the past 12 months. EGFSL 

or its associates may have received any compensation or other benefits from the Subject Company or third party in connection with the research report. Subject Company may have been client of EGFSL 

or its associates during twelve months preceding the date of distribution of the research report and EGFSL may have co-managed public offering of securities for the subject company in the past twelve 

months. 

 

The research Analyst has served as officer, director or employee of the subject company: (NO) 

 

EGFSL and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. Our salespeople, traders, and other professionals may 

provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses 

may make investment decisions that may be  inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other 

things, may give rise to real or potential conflicts of interest including but not limited to those stated herein. Additionally, other important information regarding our relationships with the company or 

companies that are the subject of this material is provided herein. This report is not directed to, 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 or regulation or which would subject EGFSL or its group companies to any 

registration or licensing requirement within such jurisdiction. Specifically, this document does not constitute an offer to or solicitation to any U.S. person for the purchase or sale of any financial instrument 

or as an official confirmation of any transaction to any U.S. person. Unless otherwise stated, this message should not be construed as official confirmation of any transaction. No part of this document may 

be distributed in Canada or used by private customers in United Kingdom. All material presented in this report, unless specifically indicated otherwise, is under copyright to Emkay. None of the material, 

nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of EGFSL . All trademarks, service marks 

and logos used in this report are trademarks or registered trademarks of EGFSL or its Group Companies. The information contained herein is not intended for publication or distribution or circulation in 

any manner whatsoever and any unauthorized reading, dissemination, distribution or copying of this communication is prohibited unless otherwise expressly authorized. Please ensure that you have read 

“Risk Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities and Exchange Board of India before investing in Indian Securities Market. In so far as this report 

includes current or historic information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed. 
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Emkay Rating Distribution 

BUY Expected total return (%) (Stock price appreciation and dividend yield) of over 25% within the next 12-18 months. 

ACCUMULATE Expected total return (%) (Stock price appreciation and dividend yield) of over 10% within the next 12-18 months. 

HOLD Expected total return (%) (Stock price appreciation and dividend yield) of upto 10% within the next 12-18 months. 

REDUCE Expected total return (%) (Stock price depreciation) of upto (-) 10% within the next 12-18 months. 

SELL The stock is believed to underperform the broad market indices or its related universe within the next 12-18 months. 
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