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Kesoram Industries Ltd. 

Company Information 

BSE Code 502937 

NSE Code KESORAMIND 

Bloomberg Code KSI IN 

ISIN INE087A01019 

Market Cap (Rs. Cr) 1284 

Outstanding shares(Cr) 11.0 

52-wk Hi/Lo (Rs.) 154.95 / 55.05 

Avg. daily volume (1yr. on NSE) 476,949 

Face Value(Rs.) 10 

Book Value 42.7 

Company Description 

Incorporated in 1919, the company has been under the 

leadership of late G.D. Birla, late B.M. Birla, and its current 

Promoter, Mr. B.K. Birla. It has diversified business interests in 

Tyres, Cement and Rayon. Their manufacturing facilities for Tyre 

segment are at Haridwar and at Balasore, Orissa; while Kesoram 

Industries Ltd (KIL’s) cement manufacturing facilities are based in 

Southern India, four units are based at Sedam in Karnataka & one 

at Basantnagar, Andhra Pradesh. The products of KIL are marketed 

under the brand name ‘Birla Tyre’, ‘Birla Shakti Cement’ and 

‘Kesophane’ for its three segments. The company has a combined 

total installed cement capacity of 7.25 million MT as of 31 March 

2014. The Tyres, Cement and Rayon & Chemicals segments 

contributes 61%, 34% & 5% of the total revenues for the 

company as of FY14. 

Investment Rationale 

Falling rubber prices to provide support to Tyre Business 

EBITDA for the tyre business has seen a constant improvement 

for the last two years from a loss of Rs 428 crore in FY12 to profit 

of Rs 73 crore in FY13 and subsequently following up with a 

profit of Rs 212 crore in FY14. Natural rubber prices have eased 

by ~30% during the last one year and have been the major 

reason for the improving financials in the segment. Besides 

initiatives taken by the company relating to both on the revenue 

front (in terms of higher sale realisations per tonne of material 

sold) as well as initiatives relating to the cost front (in terms of 

wastage removal and productivity increases) have resulted in 

higher EBITDA for Tyre segment. Going ahead, it is estimated (by 

the global market experts) that the global rubber market will 

remain in surplus for another three years causing gluts of roughly 

652,000 tones, 483,000 tones and 316,000 tones in 2014, 2015 

and 2016, respectively. Besides, with the economy turning its 

head, auto industry will be one of the major leading indicator and 

thus the tyre industry to be benefited by the pent up demand. 

September 29, 2014 

Recommendation Buy 

Closing price  Rs. 117 

Target price  Rs. 176 

Potential upside 51% 

Relative performance chart (one year) 

In Rs. Cr. FY11 FY12 FY13 FY14 

Net Sales 5397.9 5903.4 5687.8 5063.0 

Growth (%) 14.4 9.4 -3.7 -11.0 

EBITDA 262.7 -97.9 312.1 286.1 

EBITDA Margin (%) 4.8 -1.7 5.5 5.6 

Net Profit -210.2 -391.0 -329.2 -515.6 

PAT Margin (%) -1.9 -3.3 -2.9 -5.0 

EPS (Rs) -46.0 -83.0 -72.0 -47.0 

Source: Capitaline 
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Investment Rationale Cont… 

Higher infrastructural activities & demand from new state to boost up cement 

demand 

The cement industry as a whole is expected to continue the growth trajectory as 

underlying trends remains positive led by the government’s thrust on infrastructure 

development. Cement demand typically lags GDP growth by 1.5-2 years. Yet, recovery 

could be faster this time due to high pent-up demand in the system. The recent 

government announcements for building 100 new cities and ‘housing for all’ by 2022 

will provide major boost to the cement demand. EBITDA for the segment has declined 

from Rs 543 crore in FY12 to Rs 434 crore in FY13 and Rs 277 crore in FY14. The major 

reasons for decline in EBITDA have been the depressed market conditions and weak 

cement prices in South and West India. KIL has strong market presence in Andhra 

Pradesh where infrastructural activities were virtually standstill since 2009 due to 

agitation over the creation of Telangana. Hence, with the problem getting sorted and 

creation of new state Telengana would provide a fillip to infrastructure and real estate 

development in Andhra Pradesh state, resulting in buoyant cement demand. Creation 

of new states historically has led to pick up in construction activities in both for the 

parent and the new states. 

Clients spread across India and abroad 

The company sells tyres to some of the leading truck and bus and two‐ and 

three‐wheeler manufacturers in India, including Tata Motors, Ashok Leyland and Bajaj 

Auto. The company’s tyres are currently sold to end users in approximately 30 

countries including Afghanistan, Bangladesh, Philippines, Thailand and Vietnam. 

De-leveraging balance sheet to reduce interest costs 

At the end of FY14, the company has total loan book of ~Rs.4,900 crore. The total debt 

of the company has declined from ~Rs 5,100 crore as the company retired debt from 

funds raised to the tune of Rs 405 crore raised through rights issue in May 2013. 

Further, the company is also implementing measures to reduce its working capital 

requirement going ahead. These initiatives for the company are expected to lower the 

interest burden for the company, the factor which has been driving the bottom-line 

lower. 
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Key Risks  

 Increase in price of key raw material “Rubber” 

 Cement over supply in southern market leading to lower cement prices 

 Overleveraged balance sheet 

Outlook & Valuation 

KIL is a diversified company with business interests in Tyres, Cement and Rayon. 

Lower rubber prices & pick up in auto sector are the major triggers for the tyre 

business of the company wherein the company supplies to major auto OEMs in India 

as well as abroad. However, the bulk of revenue is driven by replacement market 

(~70%) which will see a strong rebound as the economy turns and demand revives. In 

cement business, the company sources limestone from its two leasehold mines (one 

each at both the locations) against royalty payment. The limestone reserves at both 

the mines extend beyond economic life of the respective plants. The said mines are 

located in proximity of the clinker plants, thereby enabling the company to optimise 

cost pertaining to its mining activities. Besides, the company meets the entire power 

requirement for cement manufacturing from its captive coal based power plants 

(installed capacity of 92.5 MW), while it sells the surplus power generated (if any) 

from the plant in the open market, thus can potentially operate at one of lowest cost 

in the industry. However, the cement segment had to cope with the overcapacity in 

Southern markets which has reduced realizations, besides the agitation over the 

Telangana state also choked the cement demand. But with the creation of new state, 

we believe there will be strong pent up demand as witnessed historically coupled 

with the government’s impetus to higher infrastructural activities. At the CMP of Rs 

117, the cement business trades at an enterprise value of ~$46/Tonne, a steep 

discount to its potential. The management is considering demerging the existing 

business into one or more of its divisions like cement and tyre. If the demerger 

materializes, then the cement business will fetch higher valuation, thus providing a re-

rating to the firm value and the replacement cost of scrip stands at Rs 176. 

Disclaimer:  
This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Ashika 
Stock Broking Ltd., is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely for your 
information and should not be reproduced or redistributed to any other person in any form. The report is based upon information that we consider 
reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. Ashika Stock Broking Ltd. or any of its affiliates or 
employees shall not be in anyway responsible for any loss or damage that may arise to any person from any inadvertent error in the information 
contained in this report. Ashika Stock Broking Ltd., or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any 
kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular 
purpose, and non-infringement. The recipients of this report should rely on their own investigations. “Ashika Stock Broking Ltd., and/or its affiliates and 
/or employees may have interests/positions, financial or otherwise in the securities mentioned in this report.” 

SOTP Valuation 
in Rs Cr. Capacity/Sales Parameter Value (in Rs. Cr) 

Cement 7.25 MT $100/ton 4350 

Tyre 830 MT/TPD Rs 2.5 cr/TPD 2158 

Rayon & Others Rs. 269 cr 0.9 x FY14 Sales 250 

EV 6758 

Net Debt 4831 

Fair Value 1927 

No of Shares 10.98 

Value per Share (Rs.) 176 

CMP (Rs.) 117 

Upside Potential 51% 


