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1QCY12 Results Update | Sector: Metals

 Rain Commodities' (RCOL) 1QCY12 consolidated adjusted PAT increased 3% QoQ to INR1.8b (v/s our estimate
of INR1.6b). Net sales declined 10% QoQ to INR14.6b, in-line with our estimate of INR14.4b. Reported PAT was
boosted by forex gain of USD169m (v/s loss of USD294m in 4QCY11).

 EBITDA was flat QoQ at INR3.7b (estimate: INR3.3b) as the carbon business continued to deliver superior
margins with calculated EBITDA/ton at USD97 (down 6% QoQ). EBITDA/ton for cement improved 24% QoQ to
INR844/ton.

 Total carbon volumes (CPC and pet coke) increased 6% QoQ to 701kt, while cement volumes improved 15%
QoQ to 604kt.

 RCOL's gross debt has now come down to USD679m (from USD709m in 4QCY11) on account of reduction in both
term debt (USD625m to USD610m) and working capital debt (USD85m to USD69m). Net debt declined by
USD79m QoQ to USD463m. Net D/E ratio fell to 1.1x and is expected to decline further to 0.9x by 4QCY12.

 Interest charges declined 13% QoQ to INR582m on account of lower debt levels.
 The company completed the buyback of 10m shares at an aggregate amount of INR319.9m.
 Current valuations are (2x CY12E EPS and 2.8x CY12E EV/EBITDA) are attractive. We believe RCOL's business

remains strong and the stock offers superior risk-return ratio. We expect stock to get rerated on further de-
leveraging. Re-iterate Buy with target price of INR89/share.
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Adjusted PAT up 3% QoQ on superior performance of carbon business
 RCOL's 1QCY12 consolidated adjusted PAT increased 3% QoQ to INR 1.8b (v/s

estimate of INR1.6b). Net sales declined 10% QoQ to INR14.6b, in-line with our
estimate of INR14.4b. Reported PAT was boosted by forex gain of USD169m (v/s
USD294m loss in 4QCY11). We treat the forex gain as normal business expenditure
as it relates to working capital loan for raw material (GPC) inventory.

 EBITDA was flat QoQ at INR3.7b (estimate: INR3.3b) as carbon business continued
to deliver superior margins with calculated EBITDA/ton at USD97 (down 6% QoQ).
EBITDA/ton for cement improved 24% QoQ to INR844/ton.

 Total carbon volumes (CPC and pet coke) increased 6% QoQ to 701kt while cement
volumes improved 15% QoQ to 604kt.

Carbon business continue to deliver superior margins Cement margins recovered on lower base of 4QCY11

Source: Company/MOSL

Net D/E ratio down to 1.1x; gross debt declines by USD30m
 Gross debt declined o USD679m from USD709m in 4QCY11 on account of a reduction

in both term debt (down from USD625m to USD610m) and working capital debt
(USD85m to USD69m). Working capital debt declined due to lower raw material
(GPC) prices

 Cash and cash equivalents increased from USD167m in 4QCY11 to USD216m in
1QCY12. Net debt has declined by USD79m QoQ to USD463m. Net debt-to-equity
ratio is down to 1.1x and is expected to further reduce to 0.9x by 4QCY12. Interest
charges declined 13% QoQ to INR582m on account of lower level of debt.

 The company completed buyback of 10m shares at an aggregate amount of
INR319.9m and has extinguished 9.6m shares.

Carbon superior margins to sustain; attractive valuations of 2x CY12E EPS;
Maintain Buy
 Merchant calcining business would continue to deliver superior margins on

favorable demand-supply dynamics. Although there has been a slowdown concern
in Al industry, limited supply of key raw material (GPC) would continue to support
margins.

 Current valuations (2x CY12E EPS and 2.8x CY12E EV/EBITDA) are attractive. We
believe RCOL's business remains strong, and the stock offers superior risk-return
ratio. We expect stock to get rerated on further de-leveraging. Re-iterate Buy

with target price of INR89/share.
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Company description
Rain Commodities (RCOL) is one of the largest calciners
in the world, with a capacity of 2.5mtpa. Its CPC capacity
is located in North America (1.89mtpa), India (0.6mtpa)
and China (0.02mtpa). It has cogeneration capacity of
125MW. It also has cement operations (3.5mtpa) in South
India, which contribute 19% of its overall revenue.

Key investment arguments
 Increasing aluminum production is leading to strong

demand for calcined petroleum coke (CPC).
 Difficulty in raw material sourcing acts as an entry

barrier.
 Strong cash flows to help deleverage balance sheet;

expect D/E to decline to 0.5x in CY13.
 Cement scenario in South India to improve as pace

of capacity addition slows down.

Key investment risks
 RCOL derives ~90% of its CPC revenue from sales of

carbon anode to aluminum smelters. The aluminum
industry is cyclical in nature, with demand-supply
governed by a variety of factors, especially the
economic wellbeing of the world as a whole.

 With its current D/E at 1.1x and significant debt
service obligations in the next couple of years, RCOL

Comparative valuations
Rain Tata Adhunik

Commodities Sponge Metaliks

P/E (x) FY13E 2.0 4.6 4.1
FY14E 2.1 5.0 1.7

P/BV (x) FY13E 0.5 0.7 0.3
FY14E 0.4 0.7 0.3

EV/Sales (x) FY13E 0.7 0.2 1.7
FY14E 0.6 0.1 0.9

EV/EBITDA (x) FY13E 2.8 1.2 6.5
FY14E 2.4 0.5 3.4

Shareholding pattern (%)
Mar-12 Dec-11 Mar-11

Promoter 43.7 42.9 42.5

Domestic Inst 15.6 18.5 17.8

Foreign 17.8 15.8 17.5

Others 22.9 22.8 22.2

Rain Commodities: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

CY12 18.2 15.6 17.0

CY13 17.5 10.4 68.3

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

37 89 142 Buy

will be financially constrained in case of a major
downturn in the aluminum industry.

Recent developments
 The company has completed the buyback of 10m

equity shares on 29 March 2012.
 The company incorporated a wholly-owned

subsidiary - Rain Coke Limited. Rain Coke Limited
will carry on the business of manufacture and sale
of calcined petroleum coke (CPC) and other carbon
products.

Valuation and view
 Valuations are compelling as stock is trading at CY12E

P/E of 2x and EV/EBITDA of 2.8x.

Sector view
 Merchant calcining business will continue to deliver

superior margins on favorable demand-supply
dynamics. Although there has been a slowdown
concern in Al industry but limited supply of key raw
material GPC will continue to support margins.

 Cement demand scenario in South India continues
to be subdued. However margins and realizations
are expected to improve gradually as pace of
capacity addition slows down in South India.

Rain Commodities follows calendar year reporting. Read FY13/

FY14 as CY12/CY13
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