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Graphite India Ltd

Result Update

Margins dip due to weak realizations; maintain hold

We

maintain Hold rating on Graphite India Ltd (GIL) with a target price of Rs93 as

operating environment remains challenging for the company with subdued demand

and

weak pricing due to increased competition among global electrode players.

FY14 results disappointed due to sharp drop in realizations and EBITDA was lower
by 7.7% YoY on a consolidated basis as overseas subsidiary recorded losses. We cut

our

consolidated EBITDA estimates by 5.4%/6.1% for FY15E/16E on account of lower

realizations and higher costs. Reduction in debt led by working capital release,
strong balance sheet and good dividend yield are key positives, but valuations at
6.2x FY15E EV/EBITDA leave limited upside. Recommend a switch to Vesuvius India.
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Utilizations pick up QoQ, but realizations dip sharply: Capacity utilization for Q4
stood at 83% (up from 70% in Q3) but realizations fell by ~9% QoQ due to severe
competition among electrode producers globally for greater market share. Global
steel production growth remains subdued (ex-China) despite improvements in
Europe and management commentary of various producers indicate further
weakness in realizations going ahead.

EBITDA margin drops sharply, working capital release reduces debt: EBITDA
was flat QoQ at Rs682mn (vs exp: Rs767mn) and margin dropped by 160bps QoQ to
14.3% (vs exp: 16.6%) due to sharp fall in electrode realizations and higher other
expenses. Cons EBITDA in FY14 was lower by ~7.7% YoY led by subdued standalone
performance and losses at the European subsidiary. GIL reduced its gross debt on a
consolidated basis from ~Rs7.1bn to Rs4.3bn on the back of working capital release
(led mainly by inventory reduction of needle coke).

Earnings revised downwards due to lower realizations: Management has guided
for capacity utilization of ~70% in FY15 while realizations are expected to remain
muted due to high competition. We see pressure on volumes and realizations due
to weak demand and high competition and reduce our consolidated EBITDA
estimates by 5.4%/6.1% for FY15E/16E. We build in capacity utilizations of 70%/72%
for standalone operations and 55%/60% for overseas subsidiary for FY15E/16E. We
factor in lower debt and reduced working capital requirements going ahead.

Valuations - maintain Hold: We like the strong balance sheet and good dividend
yield of the company, but see current valuation at 6.2x FY15E EV/EBITDA offering
limited upside potential, particularly in a weak global demand environment. We
maintain Hold with a revised target price of Rs93 (based on 6x FY16E EV/EBITDA) as
the stock lacks positive triggers. Recommend a switch to Vesuvius India in steel
consumables space. Key upside risks are better volumes & higher realizations while
downside risks are further investments at the overseas subsidiary to fund losses and
lower realizations.
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YoY (%) Adj.EPS (Rs)

Target Price Rs93 KeyData
CMP* Rs89 Bloomberg Code GRIL IN
Upside 4.6% Curr Shares O/S (mn) 195.4
Previous Target Rs80 Diluted Shares O/S(mn) 195.4
Previous Rating Hold Mkt Cap (Rsbn/USDmn)  17.4/290.7
Price Performance (%)* 52 Wk H/L(Rs) 95/57
MM 6M 1Yr 5YearH/L(Rs) 106.6/29.9
GRILIN (2.5) 132 135 Daily Vol. (3M NSE Avg.) 90007.8
NIFTY 29 159 142
*as on 09 May2014; Source: Bloomberg, Centrum Research
Shareholding pattern* (%)
Mar-14 Dec-13 Sep-13  Jun-13
Promoter 65.0 64.5 63.9 63.2
Flis 157 15.5 15.2 154
Dom. Inst. 35 4.0 4.8 5.0
Public & Others 15.8 16.0 16.2 16.3
Source: BSE, *as on 09 May2014
Capacity utilization trend
0% 103%
100%
0% 83%
80%
70%
70% 67% 66%
60%
50%
40%
Q4FY13 Q1FY14 Q2FY14 Q3FY14 Q4FY14
Source: Company, Centrum Research
Earnings Revision (Cons)
FY15E FY16E
Particulars
Rsmn) New Old Chg(%) New Old Chg(%)
Sales 18,858 19,715 (4.3) 19,946 21,344 (6.5)
EBITDA 2690 2844 (54) 2,891 3,080 6.1)
EBITDA Margin (%) 14.3 14.4 14.5 14.4
PAT-adj. 1,538 1477 4.1 1,666 1,642 1.5
Source: Centrum Research Estimates
Centrum vs. Bloomberg Consensus*
FY15E FY16E
Particulars
Rsmn) Centrum BBG Chg(%) Centrum BBG Chg (%)
Sales 18,858 20,549 (8.2) 19,946 22,946  (13.1)
EBITDA 2,690 2953 (8.9) 2,891 3,459 (16.4)
PAT 1,538 1,549 0.7) 1,666 1,900 (12.3)
*as on 09 May2014
Bloomberg Consensus Centrum  Variance
5 Target (%)
BUY  SELL Howp Tor9etPrice  price
(Rs) (Rs)
4 0 2 100 93 (7.0)

*as on 09 May2014; Source: Bloomberg, Centrum Research

Abhisar Jain, CFA, abhisar.jain@centrum.co.in
912242159928

ROE (%) RoCE (%) PE(x) EV/EBITDA (x)
7.9 6.4 129 8.1
7.4 6.6 134 7.2
85 7.7 1.3 6.2
8.8 8.1 104 57
9.0 85 9.7 52

Centrum Equity Research is available on Bloomberg, Thomson Reuters and FactSet
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Exhibit 1: Sensitivity Analysis (FY15E)

For 1% change % impact on EBITDA % impact on EPS
Electrode volumes 1.5 1.8
Electrode realizations 2.4 2.6

Source: Company, Centrum Research Estimates

Exhibit 2: 1 year forward EV/EBITDA chart Exhibit 3: 1 year forward P/E chart
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Exhibit 4: Comparative Valuations
Compan Mkt Cap CAGRFY14-FY16E (%) EBITDA Margin (%) PE (x) EV/EBITDA (x) RoE (%) Div Yield (%)
pany (USDmn) Rev. EBITDA PAT FY14 FY15E FY16E FY14 FY15E FY16E FY14 FY15E FY16E FY14 FY15E FY16E FY14 FY15E FY16E
Graphite India 291 0.5 7.5 13.3 127 143 145 134 113 104 7.2 6.2 5.7 7.4 8.5 8.8 3.9 4.5 4.5
SGL Carbon 2,365 (0.1) 12.0 (96.1) 6.8 4.9 8.5 3025 (12.3) (22.7) 316 29.7 157 (288) (12.1) (1.5) 02 03 04
Tokai Carbon 673 7.4 14.4 47.5 1.0 111 125 327 382 242 85 6.7 5.8 1.5 22 2.0 2.0 2.0
Graftec 1,452 0.1 18.2 153.1 124 142 173 126 939 793 147 125 98 1.0 39 42
Source: Bloomberg, Centrum Research Estimates
Exhibit 5: Graphite India EV/EBITDA valuation
(Rs mn) FY16E
EBITDA 2,891
Justified EV/EBITDA (x) 6
EV 17,348
Less: Debt 2,973
Add: Cash 3,874
Fair Value Mkt Cap 18,248
No. of Shares (mn) 195
Fair value/share (Rs) 93

Source: Company, Centrum Research Estimates

Graphite India Ltd
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Quarterly financials, operating metrics and key performance indicators

Exhibit 6: Quarterly Financials (GIL-Standalone)

Particulars (Rs mn) Q1FY13 Q2FY13 Q3FY13 Q4FY13 Q1FY14 Q2FY14 Q3FY14 Q4FY14
Net sales 4,068 3,947 4,192 4,983 3,948 4,307 4,303 4,753
Other Operating Income 107.5 123.7 99.3 129.2 89.8 102.1 42 137
Total Income 4,175 4,071 4,291 5,112 4,038 4,409 4,345 4,890
Accretion to Stocks in trade & work in progress (158.1) (328.0) (672.0) 384.3 (385.9) 58.1 (1.9) 122.8
Cost of Raw Materials consumed 1,807 1,778 2,236 2,067 2,105 1,859 1,890 2,128
Consumption of Stores & Spares 311 321 357 423 284 323 292 363
Power & Fuel 742 697 815 785 659 561 592 630
Staff Cost 261 285 336 318 309 316 350 373
Other Operational expenses 482 488 472 518 409 474 538 591
Operating Profit (Core EBITDA) 731 774 667 618 658 818 685 682
Depreciation 115 120 129 137 131 135 135 134
EBIT 616 654 538 481 527 683 550 547
Interest 53 45 52 71 44 49 38 39
Other Revenue/Income 45 87 33 98 87 53 103 159
Exceptional Items 0 0 0 0 0 0 0 0
Profit Before Tax 608 696 518 509 571 688 614 667
Tax 203 232 173 93 178 243 193 218
Profit After Tax 406 464 345 416 393 445 422 449
Growth (%)
Revenue 30.8 (11.9) (3.9) 13.0 (2.9) 9.1 2.6 (4.6)
EBITDA 17.4 1.3 (24.8) (25.4) (9.9) 57 2.7 10.3
PAT 10.0 10.9 (38.6) (43.3) (3.1) (4.2) 22.2 8.1
Margin (%)
EBITDA 17.5 19.0 15.5 12.1 16.3 18.6 15.8 13.9
EBIT 14.8 16.1 12.5 9.4 13.1 15.5 12.7 11.2
PAT 9.7 11.4 8.0 8.1 9.7 10.1 9.7 9.2
Key Drivers
Average Capacity Utilization (Electrodes) (%) 89 91 96 103 67 66 70 83
Source: Company, Centrum Research

Exhibit 7: Key Assumptions

Operating Metrics FY13 FY14 FY15E FY16E FY17E

Sales Volumes (Tonne)

Graphite Electrodes (standalone) 57,000 57,200 56,000 57,600 60,000

CP Coke 11,288 19,196 19,245 18,837 18,445

Realizations

Graphite Electrodes (USS$/tonne) 4,828 4,350 3,850 3,966 4,084

CP Coke (Rs/tonne) 29,349 29,936 30,535 31,146 31,769

Source: Company, Centrum Research Estimates

Graphite India Ltd
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Exhibit 8: Income Statement

Y/E March (Rs mn) FY13 FY14
Revenues 19,030 19,731
Raw Materials consumed 8,490 8,764
% of net sales 44.6 44.4
Employee expenses 1,861 2,028
% of net sales 9.8 103
Other operational expenses 2,375 2,394

% of net sales 12.5 12.1

Total expenses 16,779 17,592
% of net sales 88.2 89.2
EBITDA 2,709 2,501
EBITDA Margin (%) 14.2 12.7
Depreciation & Amortisation 620 581
EBIT 2,089 1,920
Interest expenses 307 239
Other Income 390 447
Excep. items - -
EBT 2,172 2,128
Provision for tax 828 829
Effective tax rate (%) 38.1 39.0
Net Profit Adjusted 1,344 1,299
Source: Company, Centrum Research Estimates
Exhibit 9: Key Ratios

Y/E March FY13 FY14
Growth Ratio (%)

Revenue 1.7 3.7
EBITDA (16.1) (7.7)
Net Profit (35.7) (3.4)
Margin Ratios (%)

PBIT Margin 11.0 9.7
PBT Margin 11.4 10.8
Adj. PAT Margin 7.1 6.6
Return Ratios (%)

ROE 7.9 7.4
ROCE 6.4 6.6
ROIC 7.2 8.2
Turnover Ratios (days)

Debtors 99 87
Inventory 234 192
Creditors 35 45
Net Working capital 314 237
Gearing Ratio (x)

Debt-equity 0.4 0.2
Net debt-equity 0.3 0.0
Current ratio 22 24
Interest coverage ratio 6.8 8.0
Dividend

Dividend per share (Rs) 35 35
Dividend Payout (%) 50.9 52.7
Dividend Yield (%) 4.0 4.0
Per share Ratios (Rs)

Basic EPS-adj 6.9 6.6
Fully diluted EPS-adj. 6.9 6.6
Book value 87.3 89.9
Cash earnings per share 10.1 9.6
Valuation (x)

P/E (Fully Diluted) 129 134
P/BV 1.0 1.0
EV/EBITDA 8.1 7.2
EV/Sales 03 0.4
M-cap/Sales 0.9 0.9

Source: Company, Centrum Research Estimates

FY15E

18,858
7,797
41.3
1,886
10.0
2,263
12.0
16,566
87.8
2,690
14.3
636
2,054
208
450

2,296
758
33.0
1,538

FY15E

44
78:4

10.9
12.2
8.2

85
7.7
9.8

90
190

40
244

0.2
0.0
27
9.9

4.0
50.8
4.6

7.9
7.9
93.1
1.1

1.3
1.0
6.2
0.4
0.9

FY16E

19,946
8,258
41.4
1,995
10.0
2,354
11.8
17,493
87.7
2,891
14.5
656
2,235
178
430

2,487
821
33.0

1,666

FY16E

58
7.5
8.3

11.2
125
84

8.8
8.1
10.1

90
190

40
244

0.2
0.0
2.8
12.5

4.0
46.9
4.6

85
85
97.0
11.9

104
0.9
57
0.4
0.9

FY17E

21,061
8,873
42.1
2,106
10.0
2,317
11.0
18,456
87.6
3,086
14.7
676
2,410
148
410

2,672
882
33.0
1,790

FY17E

5.6
7.4

11.4
12.7
85

9.0
85
10.4

90
190

40
244

0.1
-0.1
29
16.2

4.0
43.7
4.6

9.2
9.2
101.5
126

9.7
0.9
52
03
0.8

Exhibit 10: Balance Sheet

Y/E March (Rs mn)

Equity Share Capital
Reserves & surplus
Shareholders' fund

Long term borrowings
Total non-current liabilities
Short term borrowings
Total debt

Trade Payables

Total current liabilities
Total Liabilities

Net Block

Capital work in progress
Long term loans & advances
Non-current investments
Total non-current assets
Current Investments
Inventories

Trade Receivables

Cash & cash equivalents
Short term loans & advances
Other current assets

Total current assets

Total Assets

Source: Company, Centrum Research Estimates

Exhibit 11: Cash Flow

Y/E March (Rs mn)

PBT

Interest

Depreciation

Change in working capital
Tax

Cash flow from operations
Change in fixed assets
Change in investments
Cash flow from investments
Change in equity capital
Change in debt

Dividends paid

Interest paid

Cash flow from financing
Net cash flow

Opening cash balance
Closing cash balance

Source: Company, Centrum Research Estimates

FY13

391
16,677
17,068

1,269
2,261
5,759
7,070
1,823
10,138
29,467
6,379

817

179

284

7,659
2,364
12,207
5,156
74
1,804

202
21,807

29,467

FY13

2,172
307
620

(1,681)
828
590
500
152

(652)
1,094
795
307
@)
(71
145
74

FY14

391
17,180
17,571

1,002
1,933
3,229
4,273
2,416
8,439
27,943
6,513

452

214

421

7,600
3,427
10,354
4,723
316
1,332

192
20,343

27,943

FY14

2,128
239

581
3,503
829
5,622
350
1,199
(1,549)
(2,797)
795
239
(3,831)
242

74

316

FY15E

391
17,810
18,201

802

1,739
2,629
3,473
2,067
7,537
27,476
6,527
302
155
421
7,405
3,427
9,817
4,650

680
1,292

207
20,071

27,476

FY15E

2,296
208
636
399
758

2,782
500

(500)

(800)
909
208

(1,917)
365
316
680

FY16E FY17E
391 391
18,567 19,448
18,958 19,839
602 402
1,539 1,340
2,329 2,029
2973 2,473
2,186 2,308
7,520 7,510
28,017 28,689
6,321 6,095
352 402
164 173
421 421
7,258 7,091
3,427 3,427
10,383 10,963
4,918 5193
447 342
1,366 1,443
219 231
20,760 21,599
28,017 28,689
FY16E FY17E
2,487 2,672
178 148
656 676
(646) (662)
821 882
1,854 1,953
500 500
(500) (500)
(500) (500)
909 909
178 148
(1,587) (1,557)
(233) (105)
680 447
447 342

Graphite India Ltd
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Appendix A

Disclaimer

Centrum Broking Limited (“Centrum”) is a full-service, Stock Broking Company and a member of The Stock Exchange, Mumbai (BSE) and National Stock
Exchange of India Ltd. (NSE). Our holding company, Centrum Capital Ltd, is an investment banker and an underwriter of securities. As a group Centrum
has Investment Banking, Advisory and other business relationships with a significant percentage of the companies covered by our Research Group. Our
research professionals provide important inputs into the Group's Investment Banking and other business selection processes.

Recipients of this report should assume that our Group is seeking or may seek or will seek Investment Banking, advisory, project finance or other
businesses and may receive commission, brokerage, fees or other compensation from the company or companies that are the subject of this
material/report. Our Company and Group companies and their officers, directors and employees, including the analysts and others involved in the
preparation or issuance of this material and their dependants, may on the date of this report or from, time to time have "long" or "short" positions in, act
as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein. Centrum or its affiliates do not own 1% or more in the
equity of this company Our sales people, dealers, 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 are inconsistent with the recommendations expressed herein. We may have earlier issued or may issue in future reports on the
companies covered herein with recommendations/ information inconsistent or different those made in this report. In reviewing this document, you
should be aware that any or all of the foregoing, among other things, may give rise to or potential conflicts of interest. We and our Group may rely on
information barriers, such as "Chinese Walls" to control the flow of information contained in one or more areas within us, or other areas, units, groups or
affiliates of Centrum. Centrum or its affiliates do not make a market in the security of the company for which this report or any report was written.
Further, Centrum or its affiliates did not make a market in the subject company’s securities at the time that the research report was published.

This report is for information purposes only and this document/material should not be construed as an offer to sell or the solicitation of an offer to buy,
purchase or subscribe to any securities, and neither this document nor anything contained herein shall form the basis of or be relied upon in connection
with any contract or commitment whatsoever. This document does not solicit any action based on the material contained herein. It is for the general
information of the clients of Centrum. Though disseminated to clients simultaneously, not all clients may receive this report at the same time. Centrum
will not treat recipients as clients by virtue of their receiving this report. It does not constitute a personal recommendation or take into account the
particular investment objectives, financial situations, or needs of individual clients. Similarly, this document does not have regard to the specific
investment objectives, financial situation/circumstances and the particular needs of any specific person who may receive this document. The securities
discussed in this report may not be suitable for all investors. The securities described herein may not be eligible for sale in all jurisdictions or to all
categories of investors. The countries in which the companies mentioned in this report are organized may have restrictions on investments, voting rights
or dealings in securities by nationals of other countries. The appropriateness of a particular investment or strategy will depend on an investor's
individual circumstances and objectives. Persons who may receive this document should consider and independently evaluate whether it is suitable for
his/ her/their particular circumstances and, if necessary, seek professional/financial advice. Any such person shall be responsible for conducting
his/her/their own investigation and analysis of the information contained or referred to in this document and of evaluating the merits and risks involved
in the securities forming the subject matter of this document.

The projections and forecasts described in this report were based upon a number of estimates and assumptions and are inherently subject to significant
uncertainties and contingencies. Projections and forecasts are necessarily speculative in nature, and it can be expected that one or more of the estimates
on which the projections and forecasts were based will not materialize or will vary significantly from actual results, and such variances will likely increase
over time. All projections and forecasts described in this report have been prepared solely by the authors of this report independently of the Company.
These projections and forecasts were not prepared with a view toward compliance with published guidelines or generally accepted accounting
principles. No independent accountants have expressed an opinion or any other form of assurance on these projections or forecasts. You should not
regard the inclusion of the projections and forecasts described herein as a representation or warranty by or on behalf of the Company, Centrum, the
authors of this report or any other person that these projections or forecasts or their underlying assumptions will be achieved. For these reasons, you
should only consider the projections and forecasts described in this report after carefully evaluating all of the information in this report, including the
assumptions underlying such projections and forecasts.

The price and value of the investments referred to in this document/material and the income from them may go down as well as up, and investors may
realize losses on any investments. Past performance is not a guide for future performance. Future returns are not guaranteed and a loss of original capital
may occur. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to
change without notice. Centrum does not provide tax advice to its clients, and all investors are strongly advised to consult regarding any potential
investment. Centrum and its affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report. Foreign currencies
denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of or income derived from
the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign currencies effectively assume currency risk.
Certain transactions including those involving futures, options, and other derivatives as well as non-investment-grade securities give rise to substantial
risk and are not suitable for all investors. Please ensure that you have read and understood the current risk disclosure documents before entering into any
derivative transactions.

This report/document has been prepared by Centrum, based upon information available to the public and sources, believed to be reliable. No
representation or warranty, express or implied is made that it is accurate or complete. Centrum has reviewed the report and, in so far as it includes
current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed. The opinions expressed in
this document/material are subject to change without notice and have no obligation to tell you when opinions or information in this report change.

This report or recommendations or information contained herein do/does not constitute or purport to constitute investment advice in publicly accessible
media and should not be reproduced, transmitted or published by the recipient. The report is for the use and consumption of the recipient only. This
publication may not be distributed to the public used by the public media without the express written consent of Centrum. This report or any portion
hereof may not be printed, sold or distributed without the written consent of Centrum.

The distribution of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform
themselves about, and observe, any such restrictions. Neither Centrum nor its directors, employees, agents or representatives shall be liable for any
damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with
the use of the information.

This document does not constitute an offer or invitation to subscribe for or purchase or deal in any securities and neither this document nor anything
contained herein shall form the basis of any contract or commitment whatsoever. This document is strictly confidential and is being furnished to you
solely for your information, may not be distributed to the press or other media and may not be reproduced or redistributed to any other person. The
distribution of this report in other jurisdictions may be restricted by law and persons into whose possession this report comes should inform themselves
about, and observe any such restrictions. By accepting this report, you agree to be bound by the fore going limitations. No representation is made that
this report is accurate or complete.
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The opinions and projections expressed herein are entirely those of the author and are given as part of the normal research activity of Centrum Broking
and are given as of this date and are subject to change without notice. Any opinion estimate or projection herein constitutes a view as of the date of this
report and there can be no assurance that future results or events will be consistent with any such opinions, estimate or projection.

This document has not been prepared by or in conjunction with or on behalf of or at the instigation of, or by arrangement with the company or any of its
directors or any other person. Information in this document must not be relied upon as having been authorized or approved by the company or its
directors or any other person. Any opinions and projections contained herein are entirely those of the authors. None of the company or its directors or
any other person accepts any liability whatsoever for any loss arising from any use of this document or its contents or otherwise arising in connection
therewith.

Centrum and its affiliates have not managed or co-managed a public offering for the subject company in the preceding twelve months. Centrum and
affiliates have not received compensation from the companies mentioned in the report during the period preceding twelve months from the date of this
report for service in respect of public offerings, corporate finance, debt restructuring, investment banking or other advisory services in a
merger/acquisition or some other sort of specific transaction.

As per the declarations given by them, Mr. Abhisar Jain, research analyst and and/or any of his family members do not serve as an officer, director or any
way connected to the company/companies mentioned in this report. Further, as declared by him, he has not received any compensation from the above
companies in the preceding twelve months. He does not hold any shares by him or through his relatives or in case if holds the shares then will not to do
any transactions in the said scrip for 30 days from the date of release such report. Our entire research professionals are our employees and are paid a
salary. They do not have any other material conflict of interest of the research analyst or member of which the research analyst knows of has reason to
know at the time of publication of the research report or at the time of the public appearance.

While we would endeavour to update the information herein on a reasonable basis, Centrum, its associated companies, their directors and employees are
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