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EXXARO TILES LTD
A WHOLLY OWNED SUBSIDIARY OF CANARA BANK IPO NOTE
Date: 03.08.2021
Exxaro Tiles is engaged in the manufacturing and marketing of Issue details
vitrified tiles with market share of less than 1%. It operates in a Price Band (in ¥ per share) 118-120
highly competitive field with fragmented players. The company Issue size (in  Crore) 158.40-161.09
has presence across premium products such as Double Charge ffer le (sh in lakh .
Tiles and Glazed Vitrified Tiles of the ceramic industry. Its Retail Offer for Sale (shares in lakh) -38
and institutional sales volume mix 85% and 15% respectively in Total number of shares 134.24
FY2021. Exxaro Tiles’ profitability margin is better than its other (lakhs)
peers in the industry. Its D/E stood at 1.12x in FY2021 and post Issue open date 04-08-2021
issue, D/E would stand at “'.0.87.x. The c9mpany would trade .at Issue close date 06-08-2021
P/E of 26.43x for FY21 which is attractive as compared to its
peer competitors. We recommend ‘SUBSCRIBE’ for listing gains. Tentative date of Allotment 12-08-2021
Tentative date of Listing 17-08-2021
. QIB - 25 %, Retail- 40%,
Offer Allocation NIB - 35%
ew ro No. of shares for QIBs (lakhs) 32.89
-No.-of s..hares. for non- 46.05
institutional investors (lakhs)
About the Company No. of shares for retail inves- 52.62
tors (lakhs) ’
Incorporated in 2008, Exxaro Tiles is engaged in the manufacturing | NO- of shares for Employees 2.68
and marketing activities of vitrified tiles. The company manufac- (lakhs)
tures Double Charge Vitrified Tiles (double layer pigment) and Employees Discount (in %) NIL
Glazed Vitrified Tiles made from ceramic materials i.e. clay, quartz,
and feldspar. Its product portfolio consists of 1000+ different de- | Minimum order quantity 125
signs of tiles in 6 sizes. Topaz Series, Galaxy Series, and High Gloss
Series are some of the well-established products of the company. Face value (in %) 10

It supplies its products to large infrastructure projects i.e. residen-
tial, educational, commercial, hotels, hospitals, government, build-
ers or developers, religious institutions, etc. It also exports tiles to
different countries across the globe i.e. Poland, Bosnia, USA, and
others.

Currently, Exxaro Tiles has 2 state-of-the-art manufacturing facili-
ties in Padra and Talod with an installed production capacity of
1,32,00,000 sq mt per annum. It further has 6 display centers in 6
cities and 2 marketing offices in Delhi and Morbi.

Promoters

Amount for retail investors
(1 lot)

14750-15000

Maximum number of shares
for Retail investors at lower
Band

1625(13 Lots)

Maximum number of shares
for Retail investors at upper
band

1625(13 Lots)

Maximum amount for retail
investors at lower Band-
upper band (in%)

191750-195000

Exchanges to be listed on

BSE, NSE

Mr. Mukeshkumar Patel, Mr. Kirankumar Patel, Mr. Dineshbhai Patel, and Mr. Rameshbhai Patel

Objective of the Offer

The IPO proceed will be utilized towards following purposes:

e To make repayment or prepayment of secured borrowings availed by the company

e To meet working capital requirements
e Meet general corporate purposes
o Sell of 22,38,000 equity shares by Mr. Dixitkumar Patel
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Particulars (Rs. Cr)* FY21 FY20 FY19
Share Capital 33.56 33.56 33.56
Net Worth 128.19 112.89 101.61
Revenue from Operation 255.15 240.74 242.25
EBITDA 47.35 42.96 37.83
EBITDA Margin (%) 18.56% 17.85% 15.62%
PAT 15.22 11.26 8.92
PAT Margin (%) 5.97% 4.68% 3.68%
EPS(Rs) 4.54 3.36 2.66
Net Asset Value (Rs) 38.20 33.64 30.28
P/E # 26.43 - -
P/B # 3.14 - -
Source: RHP, *Restated Consolidated, FV Rs.10/-, # Calculated at the upper price band

Indian Ceramic Tiles Industry — Overview

The Indian Ceramic Tiles industry is highly fragmented in nature, with many small-size family- owned entities. The industry enjoys
some inherent advantages such as abundant raw material from indigenous sources, advanced infrastructure and low labour costs.
The size of the Indian tiles industry is estimated to be around Rs 35,000 to Rs 40,000 crores in 2019 with exports comprising of close
to 35% of the sector revenue. While, domestic sales were impacted, due to Covid-19-induced lockdown, one of the strictest ever
lockdowns, imposed in the country, exports remained continued to grow in 2020 which restricted the decline in overall size of the
industry to just 10-12% in 2020. Although, there has been concerns of exports declining in GCC countries due to imposition of anti-
dumping duty, access to newer markets in Europe and North America due to anti-China sentiments will keep the growth in exports
strong.

Indian Ceramic Tiles - Sales Trend (sq mt mn)

Canara Bank Securities Ltd
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Note: E — BWA Estimate, P — BWA Projection, Source: Ceramic World Review

Source: RHP, CBSL
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Industry Review
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The sector is highly competitive because of the limited product differentiation and largely unorganised nature of the business. How-
ever, the share of organised players is increasing on account of their product innovation, adoption of latest technologies, expanding
reach and branding activities. The organised players account for roughly half of the market size, and a few top players such as
Kajaria Ceramics, Prism Johnson, Somany Ceramics, Nitco and Asian Granito control the majority chunk of the market.

Tiles Market
Rs. 35,000
Organised Unorganised
Rs. 15,000 Rs. 20,000
Listed Majors Unlisted .
Rs. 10,000 Rs. 5,000 e Ll
Company Company
Kajaria Ceramics RAK Ceramic

Prism Johnson
Somany Ceramics
Asian Granito
Cera Sanitaryware
Orient Bell

Nitco

Source: RHP, CBSL

Simpolo Ceramics
Qutone Ceramic
Varmora Tiles
Sunhearrt Ceramik
& Others

Morbi in Gujarat has been the largest cluster in the country apart from other clusters such as Thangarh, Virudhachalam, Himat-
nagar, Khurja, Palpara, and East and West Godavari.

CLUSTER HIGHLIGHT

PRODUCTS

CLUSTER
TURNOVER

DRIVER FOR CLUSTER
FORMATION

KEY CHARACTERISTICS

Accounts for ~90% of total ceramic production in India

LOCATION MAP - CLUSTER

Wall tiles, floor tiles, vitrified tiles, sanitary ware,
industrial ceramics and technical ceramic producls

3.5 bln EUR

Access Lo key raw malarials, availabilily of dedicaled
gas lines from GSPC? and strategic location [close
proximity to port}

2" largest ceramic tile producing cluster {2.8 mio sqm|

tites/ day| in the world

Unorganized tile manufacturers hold P 50% of the tile|

manufacturing capacity and supplies significant
guantity to organized players ir: India

Exports to Middle East, Africa, Sri=Lanka, Bangladesh
and Latin America

Accelerated energy efficient technology up gradation
under BEE-SME?

Source: RHP, CBSL

SPLIT OF UNITS BY CATEGORY

ol
Others"

Wall Tiles

Roofing Tiles
SO SOy e 20,000
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Share of End Users - FY2020

» Institutional (Malls, Commercials
Space, Real Estate Developers,
Private Airports, Multiplex, Hotels,
Clubs)

= Retail (Individual Homes, Offices
and Small Shops)

» Government (Govt. & Semi Gowvt.
Like AAI, EIL, CPWD, NBCC etc)

Source: RHP, CBSL

The domestic industry has also now moved on from traditional products such as floor tiles to other value-added products such as
glazed vitrified tiles and polished vitrified tiles. Vitrified tiles are ceramic tiles with low porosity. Glazed vitrified tiles have a glazed
surface and offers a variety of design, art work and surface textures. These value-added products are witnessing faster growth than
traditional products do and are gaining share in the overall product segment.

Share of product segments - Consmuption

g 2019
2016 = Ceramic tiles
= Polished vitrified tiles
= Glazed vitrified tiles

Source: RHP, CBSL
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Competitive Strengths

State-of-the-art manufacturing facilities with strong focus on design and quality

Exxaro Tiles manufactures majority of products in-house at its two Units which have a combined installed production capacity of
1,32,00,000 sg.mt. p.a. Unit | is spread over 37,460 sq.mt. whereas Unit Il is spread over 1,23,504 sq.mt. The company’s manufac-
turing facilities are fully integrated from raw material handling to finished goods warehousing process, and are equipped with latest
key machineries such as Kiln, Press, Digital Printing, Glazing line (Unit Il) enable to manufacture various sizes of products, minimise
human labour involvement and achieving cost efficiencies. Its Unit Il is one of the single largest plant for manufacturing glazed vitri-
fied tiles under one roof in India. Majority of the key machineries are imported and match international standards. Exxaro Tiles also
has an in-house laboratory, enabling the Company to develop new varieties, besides facilitating conducting of tests and analysis of
various products. Over the years, the company made continuous investments in manufacturing infrastructure to support product
portfolio requirements and reach. For the Fiscal 2021, 2020 and 2019, it had made capital expenditure in tangible assets of INR
13.42 million, INR 14.37 million and INR 30.30 million. Exxaro Tiles expects to continue to further develop technological systems and
improve processes to increase asset productivity, operating efficiencies and strengthen competitive position.

Widespread sales and dealers network

Exxaro Tiles’ marketing model for domestic operations is majorly divided into two parts: 1) Supply of products through dealer-
distribution network 2) Supply of products for infrastructure related projects and to private customers. As on date of this RHP the
company has 2,000 registered dealers and domestically, PAN India presence (24 states/ union territories based on sales made dur-
ing Fiscal 2021). The company has maintained long term relationships with most of its dealers.

Exxaro Tiles’ dealer network is aided by capable in-house sales and marketing team which liaise with the dealers on a regular basis
for customer inputs, market demands as well as positioning of products vis-a-vis products of competitors. As on March 31, 2021, its
sales and marketing team has 82 dedicated employees and is responsible for increasing pan-India as well as global reach of prod-
ucts.

Wide product portfolio comprising 1000+ designs

Exxaro Tiles has gradually diversified, expanded and evolved its operations from manufacturer of frit (one of the raw materials in
manufacturing process) in 2007-08 to manufacturing vitrified tiles as per the needs of clients and dealers as on the date of the RHP.
As on March 31, 2021, its product portfolio consists of 1000+ designs which are categorised into various series and available over 6
sizes. The company engages in continuous product development and introduction of new designs to keep up with the trends and
meet customer requirements. Some of key product development highlights include: 1) 3D Effect in Double Charge Vitrified Tiles 2)
Replica of Natural Stones in Double Charge Vitrified Tiles 3) High transparent glaze in weight method for glazed vitrified tiles. Exxaro
Tiles has an in-house laboratory for quality control purpose which has 24 employees as on March 31, 2021.
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Risk Factors

Volatility in the supply and pricing of raw materials may have an adverse effect on business

The principal raw materials used in manufacturing process are feldspar, clay, frit, bentonite, etc. The costs of raw materials con-
sumed and stores and spares consumed for the fiscal 2021, 2020 and 2019 was 35.37%, 44.90%and 37.97% respectively total reve-
nue from operations. Further its raw materials purchased for the fiscal 2021, 2020 and 2019 was Rs. 737.35 million, Rs. 922.26 mil-
lion and Rs. 837.60 million respectively which was 28.90%, 38.31% and 34.58% of total revenue from operations. The company ma-
jorly source raw materials requirement and stores & spares locally. The import of raw-materials and stores (including hi seas pur-
chase) was Rs. 11.50 million, Rs. 44.36 million and Rs. 79.38 million which was 1.30%, 4.24% and 9.03% respectively of costs of raw
materials and stores and spares purchased for the fiscal 2021, 2020 and 2019. Exxaro Tiles do not have long term agreements with
any of raw material or inputs suppliers and it purchase such raw materials and inputs on spot order basis. The company’s top 10
suppliers for the financial year ended March 31, 2021 have contributed 26.10% and for the financial year ended March 31, 2020,
have contributed 35.12% of total purchases.

Further, there may be volatility in prices of raw material and stores & spares and if the company is not able to compensate for or
pass on increased costs to customers, such price increases could have a material adverse impact on result of operations, financial
condition and cash flows.
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Slowdown in real estate and infrastructure sector could adversely affect demand for products

Exxaro Tiles’ products are primarily used in the real estate, infrastructure and related sectors. Adverse conditions in or uncertainty
about these markets, or the economy could adversely impact end-customers’ confidence or financial condition, causing the reduc-
tion of demand for products or delay purchasing or payment for those products. The performance of these sectors, and conse-
quently the demand for products in these sectors, are dependent on economic and other factors such as government policies, regu-
lations and budgetary allocations as well as investments made in these industries and sectors. The financial performance of the end
users of the company’s products and any adverse developments that affect the tile industry and the real estate, infrastructure and
related sectors where products are used may adversely affect business, results of operations and financial condition.

Manufacturing process highly dependent on power & fuel

Exxaro Tiles manufacturing process requires substantial amount of power, fuel and water facilities. The company sources the power
requirements for manufacturing facilities mainly from state electricity boards. To battle electricity failures, it also has diesel genera-
tor to meet exigencies at facilities. It source fuel requirements, mainly natural gas, under long term gas supply agreements with vari-
ous suppliers of natural gas. If fuel supply is not available for any reason, it will need to rely on alternative sources, for example,
LPG, Propane etc. which may not be able to consistently meet its requirements.

The company’s highly dependent power & fuel demand is exposed to price fluctuations, mainly natural gas. Power and fuel cost

accounts for a significant percentage of cost of operations. For the Fiscals 2021, 2020 and 2019, its power and fuel expenses were
29.37%, 28.29%and 21.09% respectively of total revenue from operations.

Peer Comparison

=

-

v Face Basic

v Total Income NAV RoNW
B Name of the company Value . EPS . P/E P/B

= . (in% crore) . (in%) (%)
5 (in%) (in%)

(3]

g Exxaro Tiles 10 259.85 4.54 38.20 26.43 3.14 11.88%
~ Kajaria Ceramics 1 2,802.20 19.37 117.48 51.33 8.46 16.48%
g Asian Granito India 10 1,293.64 18.57 183.82 9.51 0.96 9.11%
=] Somany Ceramics 2 1,663.24 13.62 154.64 52.00 4.58 8.80%
g Orient Bell 10 504.34 5.36 167.30 66.46 2.13 3.20%
g Murudeshwar Ceramics 10 81.75 (2.48) 63.20 NA 0.47 (3.59%)
&)

*P/E & P/B ratio based on closing market price as on July 30th, 2021, At the upper price band of IPO, financial details consolidated audited results
ason FY21

Our Views

Exxaro Tiles is engaged in the manufacturing and marketing of vitrified tiles with market share of less than 1%. It operates in a highly
competitive field with fragmented players. The company has presence across premium products such as Double Charge Tiles and
Glazed Vitrified Tiles of the ceramic industry. Its Retail and institutional sales volume mix 85% and 15% respectively in FY2021. Exx-
aro Tiles’ profitability margin is better than its other peers in the industry. Its D/E stood at 1.12x in FY2021 and post issue, D/E would
stand at ~0.87x. The company would trade at P/E of 26.43x for FY21 which is attractive as compared to its peer competitors. We
recommend ‘SUBSCRIBE’ for listing gains.

Sources: Company Website and red herring prospectus
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Analyst Certification
Wel/l Lohit Bharambe, PGPM, MBA, Research Analyst authors and the names subscribed to this report, hereby certify that all of the views expressed in this re-
search report accurately reflect our views about the subject issuer (s) or securities. We also certify that no part of our compensation was, is, or will be directly or
indirectly related to the specific recommendation (s) or view (s) in this report. It is also confirmed that above mentioned Analysts of this report have not received any
compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies
mentioned in the report.

Disclosures and Disclaimers

CANARA BANK SECURITIES LTD (CBSL), a wholly owned subsidiary of CANARA BANK; is a SEBI registered intermediary offering broking services to its institu-
tional and retail clients; we also run a proprietary trading desk. CBSL is member of BSE & NSE. We are registered as RESEARCH ANALYST under SEBI
(INH000001253). CBSL or its associates do not have an investment banking business. Hence, they do not manage or co mange any public issue. Neither CBSL nor
its associates, neither the research analysts nor their associates nor his/her relative (i) have any financial interest in the company which is the subject matter of this
research report (i) holds ownership of one percent or more in the securities of subject company (iii) have any material conflict of interest at the end of the month
immediately preceding the date of publication of the research report OR date of the public appearance (iv) have received any compensation from the subject compa-
ny in the past twelve months (v) have received any compensation for investment banking merchant banking or brokerage services from the subject company in the
past twelve months (vi) have received any compensation for any other product or services from the subject company in the past twelve months (vii) have received
any compensation or other benefits from the subject company or third party in connection with the research report. (viii) Research Analyst involved in the preparation
of Research report discloses that he /she has not served as an officer, director, or employee of subject company (ix) is involved in market making activity of the
company.

We shall adhere to SEBI guidelines from time to time.

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. We 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 are-
as, units, groups or affiliates of CBSL. The Research Desk does not solicit any action based on the material contained herein. It is for the general information of the
clients / prospective clients of CBSL. CBSL will not treat recipients as clients by virtue of their receiving the research report. It does not constitute a personal recom-
mendation or take into account the particular investment objectives, financial situations, or needs of clients / prospective clients. Similarly, the Research Desk does
not have regard to the specific investment objectives, financial situation/circumstances and the particular needs of any specific person who may receive it. The secu-
rities discussed in the report may not be suitable for all investors. The appropriateness of a particular investment or strategy will depend on an investor's individual
circumstances and objectives. Persons who may receive the research report should consider and independently evaluate whether it is suitable for his/ her/their par-
ticular circumstances and, if necessary, seek professional/financial advice. And such person shall be responsible for conducting his/her/their own investigation and
analysis of the information contained or referred to in the research report and of evaluating the merits and risks involved in the securities forming the subject matter
of the reports. All projections and forecasts in research reports have been prepared by our research team.

The client should not regard the inclusion of the projections and forecasts described herein as a representation or warranty by CBSL For these reasons; The client
should only consider the projections and forecasts described in the research reports after carefully evaluating all of the information in the report, including the as-
sumptions underlying such projections and forecasts. Past performance is not a guide for future performance. Future returns are not guaranteed and a loss of origi-
nal 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. We do not provide tax advice to our clients, and all investors are strongly advised to consult regarding any potential investment. CBSL or its
research team involved in the preparation of the research reports, accept no liabilities for any loss or damage of any kind arising out of the use of these reports. The
technical levels and trend etc mentioned in our reports are purely based on some technical charts/levels plotted by software used by us and these charts/levels are
believed to be reliable. No representation or warranty, express or implied is made that it is accurate or complete. The recommendation expressed in the reports may
be subject to change. The 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. This research reports are 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 CBSL. The Research reports or any portion hereof
may not be printed, sold or distributed without the written consent of CBSL. The research report is strictly confidential and is being furnished to client solely for cli-
ent's information, may not be distributed to the press or other media and may not be reproduced or redistributed to any other person. The opinions and projections
expressed herein are entirely based on certain assumptions & calculations and are given as part of the normal research activity of CBSL and are given as of this
date and may be subject to change. 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. The report 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. Any opinions and projections contained herein are entirely
based on certain assumptions and calculations. None of the directors of the company or any other persons in the research team accepts any liability whatsoever for
any loss arising from any use of the research report or its contents or otherwise arising in connection therewith. 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 the client has read “Risk Disclosure Document for Capital Market and Derivatives Segments”
as prescribed by Securities and Exchange Board of India (SEBI) before investing in Securities Market. Please remember that investment in stock market is subject to
market risk and investors/traders need to do study before taking any position in the market.
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