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KFIL

“The Company is promoted by
well diversified and established

Kirloskar Group having vast
experience in the field of
industrial manufacturing”

Table 1: Board of Directors

Name Designation
Mr. Atul C. )
Kirloskar Chairman
Mr. Sanjay C. Non-Independent
Kirloskar Non-Exeautive
Mr. R. V. Gumaste | Executive
Mr. A. R. Jamenis | Independent Non-
Execautive
Mr. S. N. Inamdar | dependent Non-
Executive
; Independent Non -
Mr. C. V. Tikekar Exeautive
. Independent Non -
Mr. S. G. Chitnis Executive
Mr. A. N. Alawani | ndependent Non-
Executive
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Company Profile

Kirloskar Ferrous Industries limited (KFIL) is a part of the
diversified Kirloskar Group. The company is promoted by
Kirloskar Oil Engines Limited (KOEL) and Shivaji Works Limited
(SWL). KFIL was incorporated in 1991 as a public limited
company and is in the business of manufacturing pig iron and
castings for the automotive and tractor sector. The company has
two manufacturing facilities. The pig iron manufacturing facilit y is
situated at Koppal (near Hospet), Karnataka. KFIL also acquired
KOELGs
Mr. Atul C Kirloskar is the Chairman of the company and Mr. R.

c ast i ng, Maharashtra en Danuany 2087p u r

V. Gumasteis the Managing Director .
Business areas

e Piglron
e Castings

e Steel Investment castings

Commercial production of pig iron commenced in 1994 at Mini
Blast Furnace | (MBF 1) which manufactured 120,000 MT per
annum of pig iron. The installed capacity of pig iron as of March
2010 stood at 360,000 MT per annum. Installed capacity of pig
iron increased on account ofcommissioning of Mini Blast Furnace
[l (MBF II) in 1995and installation of Hot Blast Stovesin January
2010.

Company manufactures three types of pig iron, namely, foundry

grade, basic grade and SG grade. Pig iron is sourced for captive
f or foundrye as evellnap fon gtlders
companies in the foundry industry.

consumpti on

The company is also into the business of manufacturing castings
for auto, tractors and diesel engine sectors. Products
manufactured under this segment include types of grey iron

castingslike cylinder blocks, cylinder heads and housings.
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“Foundry is equipped with
latest processes in designing,
methoding, melting,
moulding and core making”

“Strong pan-India dealership
network for pig iron”
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Blocks and headsare important components used in the engines of
tractors, cars jeeps, commercial vehicles and in diesel engines.The
cost of pig iron and scrap constitutes a substantial portion of the total
raw material cost of the castings.

KFIL has concentrated customers for its castings business and a
diversified customer base for pig iron segment. The company has its
branch offices and dealer network located near foundry units and has

market share of about 15% in pig iron industry.

Capacity utilization for pig iron has marginally declined from 79%
during FY09 to 76% during FY10 while that of castings has shown
substantial improvement from 38% in FY09 to 52% in FY10.

Table 2: Capacity utilization (as of March 2010)

Installed Production Capacity

Capacity (MT) (MT) Utilization (%)
Pig Iron 360,000 273,399 76%
Castings 102,000 52,822 52%
Investment/ 200 55 28%
Steel Castings

The company had revamped its castings manufacturing unit at
Solapur plant with installation of high pressure moulding line.
Consequenty, the production of castings manufactured at Solapur has
been shifted from old technology to the new high pressure moulding
line. The old foundry manufacturing operations will be totally phased
out in the financial year 2010-11.

Manufactur.i Pl ant s

are strategi

ng

The manufacturing plants are strategically located near to major
customers and well connected by national highway & railway line.
Distance between the two plants isapproximately 280 Kms, connected
by National Highway 13. The Koppal plant is dose to iron ore mine
area (within a radius of 35 Kms) with water availability from

Tungabhadra reservoir located approximately 6 Kms from the plant.
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Industry Outlook

End-use sectors India is an important producer of pig iron. The private sector

Pig Iron Industry

accounts for nearly 90% of total production for sale of pig iron in
the country. The metals and castings industry is dependent on

Steel other industries such as power, infrastructure, automobiles,

Foundry Industry Industry agriculture etc., for end consumption, and the growth of the

industry is dependent on the growth of these enduse setors.
Automotive Pumps

Tractors Pipes Steel Products
Diesel Engines Fittings The pig iron industry was one of the worst affected during the

global liquidi ty crisis. A slump in demand had forced companies

to shut production for a few months, which led to a sharp 20.4%

decline in output in FY09. The capacty utili zation of the industry

also declined to a low of 44% during the year. Athough
“Industry growth linked to the growth production has shown revival trends in FY 10, a full recovery in
of end-use sectors and influenced by ~ Production is expected only in FY11

macroeconomic scenario” _ . _
I ndi ads aut o moa rajpoe conswmert ob isteeli and

aluminum. The sustained growth in this sector is driving the
demand for both steel and aluminum. | ndi a i s the- v
largest manufacturer of two wheelers and the fifth-largest
manufacturer of commercial vehicles. The count ry &s
component segment is well established, with more than 500
companies in the organized sector and about 10,000 firms in the

unorganized sector.

Tractor Sales Indian Tractor market is the largest in the global tractor market
> 40 by volume. Tractor Industry is wit nessing growth on account of its
m3 > f I 30@ use in agriculture, being its primary market, as well as for
§2'5 / 20; commercial purposes. After declining marginally in 2007 -08 and
%1-5 105 2008-09 tractor sales recovered and rose by 27% in 2009 -10.
0.5 % 0 ® Increase in crop production on back of normal rainfall forecasted
05 5053006 3007 3008 3009 3010 -1° during the year coupled with increase in Minimum Support Price
—@—Sales (Nos.) —#—Sales Growth y-o-y(%) is expected to enhance farm income. Easy availability of credit at
favorable interest rates and terms is expectedto boost demand for

Source: CMIE, Brickwork Research
tractors.
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Coking Coal Price Trend Industry profitability is influenced by raw material prices especially

—— Coke price coking coal and iron ore. Driven by surge in demand from China,

global prices of coking coal are expected to harden during FY11Prices

— 550 520 500 . . . . .

s /\ / of iron ore has shown an increasing trend in the domestic market due
§ 350 / 575 to increase in export of iron ore to China.

) 150 215

Industry Competitiveness
2007 2008 2009 2010

Source: Company Annual Reports The five forces model helps to determine the competitive intensity and

therefore the industry attractiveness. The pig iron and castings industry
framework has been aralyzed on the basis of buyer and supplier
bargaining power, threat of new entrants, threat of substitutes that
“Operating margins remain determines the degree of rivalry among existing players.
vulnerable to sharp movements

in raw material prices as well as The existence of many big players and large unorganized sector makes

cyclic nature of steel industry” metals and castingsindustry highly competitive.

Supplier Power: Less Threat of New Entrants:

 India has rich resource of minerals and Moderate
Iron ore etc wFavorable policy regime
w Raw materials can be sourced from winitial setup cost is high which
internaltional market as well discourages entry of new players

wAvailability of skilled manpower wBackward integration by steel
manufacturers

Buyer Power: High Threat of Substitutes: Less

wFragmented and geographically wNo viable substitute in a majority of
diversified industry , therefore buyer can usage areas
ask for price discounts wMaterial like plastics, carbon fiber being
wLow switching costs tried in some user segments
wWide range of products, specifications
to meet different needs
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“15.4% CAGR in net
sales since 2007”

“4.3% and 3.3% CAGR in
EBIDTA and PAT since
2007”

BRICKWORK

Revenue growthandmar gi ns é

Through its pro-active business strategies the sale volumes of both pig iron
and castings increased over previous year. Segment wise revenue share and
growth is as shown in Table 2.

Table 3: Segment Revenue

(in% Crore) 2007 2008 2009 2010 CAGR (%)

Pig Iron 301.8 368.4 353.2 434.2 12.9%
Castings 165.8 257.9 246.9 262.0 16.5%
Investment Castings 1.0 5.0 5.4 4.6 69.1%
Others 56.7 95.1 93.7 106.2 23.3%
Total 525.1 726.5 699.2 807.0 15.4%

In FYQ9, sales had declineddue to adverse market conditions. High priced raw
materials and foreign exchange fluctuations had further impacted profitability
of the company. As a result, PAT declined toZ7.9 crore in FY09 from 349.0
crore in the previous year (Table 3).

Table 4: Key Financial Indicators

2007

2008 2009 2010

Income from Core Operations (in %Cr) 525.1 726.5 699.1( 807.0

EBITDA (in ZCr) 81.0 74.4 50.0 92.1
PAT (in ZCr) 44.5 49.0 7.9 49.1
Depreciation (in XCr) 14.0 18.5 23.0 26.0

Capital Structure

Tangible Net worth (in %Cr) 259.78 | 295.35| 29241 | 321.65
Debt Funds (in ZCr) 20.1 3.9 18.9 6.3

Debt/Equity (x) 0.08 0.01 0.06 0.02

Profitability

EBITDA/Core Income (%) 15.4%| 10.2% 7.1%| 11.4%
PAT/Core Income (%) 8.5% 6.7% 1.1% 6.1%
ROCE (%) 34% 24% 9% 21%
ROE (%) 17% 16% 3% 15%
Coverage

Interest Coverage Ratio (X) 11.7 8.9 4.3 15.2
Liquidity

Current Ratio (x) 1.83 1.36 1.12 1.10
Quick Ratio (x) 1.47 0.94 0.76 0.55

Source: CMIE, Company data
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The company adopted a number of measures to reduce cost such as

“Continuous sustainable improvement in blast furnaces, installation of turbo blower , energy
cost reduction drives” conservation projects and process controls in manufacturing and material
procurement.

K F | ledenuesalso increasedfrom I699.1 crorein FY09 to ¥806.9 crore in
FY10 representing a growth of 15.4%. Tus the cost of goods sold as
percentage of salestherefore came down from 75% in FYQ9 to 72% in FY10
“Debt-Equity ratio reduced which reflected in PAT increasing to ¥49.1 crore in FY10.
from 0.08 in 2007 to 0.02 in

| heeté
2010” Strong balance sheeté

KFIL has very low debt in its capital structure which reflects comfortable
financial risk profile as compared to other players in the industry. The
c 0 mp a rggadng stood at healthy 0.02 times as o March 2010. The
company has outstanding detachable warrants convertible into one equity
share at warrant exercise price of%35 per warrant. If all detachable warrants
are converted into equity shares, the Paid up share capital of the company

will enhance from 68.64 crore to 3100.9 crore.
“Wealth Creation”

Debtor days however worsenedto 40 days worth of sales outstanding as of

Value today for every ¥100

invested March 2010 as compared to 36 days in the previous yearimplying that
KFIL Sensex revenues have not being collected in an efficient manner. Inventory
3Months  77.67 102.19 turnover ratio stood at 45 days as of March 2010 up from previous year
6 Months  79.99 115.86 _ . o .
. 2 11743 figure of 39 days. This is however in line with industry trends.
3 Year 34.45 101.09

Table 5:

S Year 71.37 218.23 PEER ANALYSIS (as of 31 March 2010)

Mkt Cap (T Cr.) ROCE% ROE% P/E(x) P/BV (x)

Visa Steel Ltd. 376 3.61 15.38 9.85 1.48

Kirloskar Ferrous Inds. Ltd. 358 1451 151 9.7 1.4

Jayaswal Neco Inds. Ltd. 273 521 11.81 19.24 1.69

Tata Metaliks Ltd. 272 12.69 60.9 7.97 4.07

“KFIL has generated better Sathavahana Ispat Ltd. 111 744 1329 581 0.78
. Nelcast Ltd.

ROCE as compared to its elcas . 91 2.84 4.43 18.06 0.79

i " K I C Metaliks Ltd. 18 12.12 63.7 2.86 1.4
listed peers Source: CMIE

As compared to its peers,KFIL has managed to generate better ROCE and
was trading at P/E of 9.7 and P/BV of 1.4.
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Quarterly performanceé

Table 6
(inCr.) \ Sep-10 Jun-10 | Mar-10 Sep-09 | Mar-10 (Annual)
Revenue 281.18| 22458 | 258.26 | 176.94 806.99
Expenditure | 266.74 | 199.74| 234.14 149.1 714.94
PBDIT 14.44 24.84 24.12 27.84 92.05
PBT 7.23 18.22 22.43 20.02 70.26
“Bottom lines have Net Profit 44| 1262 11.4] 16.14 49.06

been under pressure

; . During the second quarter of FY11, incomefrom operations was I 281.18 crore
from fluctuations in

raw material prices” which registered a growth of 58.91% on y-o-y basis over Q2 FY10, while as
compared to Q1 FY11, the increase was 25.20 (g-o0-q). PAT however was
significantly lower at ¥ 4.4 crore due to sharp rise in raw materials
expenditure. As of 30" Sept ember , 2010, tdébewag Milm ¢
The prices of pig iron and coke have shown stable trends recently while the
demand for pig iron is expected to remain healthy due to strong growth in
automobile, tractor and steel industry which is expected to improve the

profitability of th e company.

New Business I|Initiatives proposed by
“Investments in cost The company is in the process of setting up additional foundry having
saving projects key to capacity of about 1 lac MT / annum to meet the increase in demand for
improve margins” castings. Additionally, the company plans to set up plant for conversion of

coal to coke in order to mitigate risk of price volatility. The company has also

undertaken following projects for cost optimization:

1. Installation of sinter plant to utilize the iron ore fines : the project is
expected to be completed by Q1 of Fy12.

2. Installation of turbo blower to utilize the ex cess blast furnace gas

3. Energy conservation projects

Backward Integrationé

KFIL is one of the few foundries which produce automotive and tractor
castings with backward integration with liquid metal from the blast furnace.
This results in significant savings in melting power and ensures supply of
consistent quality liquid metal.
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“Revival in demand
automotive and tractor
sectors presents
significant opportunity to
the players”

“Key challenge facing the
company is competition
from large integrated
steel producers that have
focused on backward
integration to bring down
operating costs”

BRICKWORK

TheRoad Aheadé

KFIL is an established player in pig iron industry and its financial risk
profile remains comfortable on account of low gearing level and high
coverage level. Demand for basic grade pig iron (used by the steel
industry) and foundry grade pig iron (used by automobiles and auto
components industry) is expected to be robust in FY1l Pig iron
production is likely to grow by a healthy 15%in FY11 This coupled with a

rise in pig iron prices is expected to drivethe salesgrowth.

The Indian market for automobiles and tractors is price sensitive asthe
manufacturers face considerable cost pressures. Profitability of the
company is sensitive to escalation in raw material costs and cyclicality of

demand from end-use sectors.

The company has identified number of projects such as installation of
sinter plant to utilize the iron ore fines , installation of turbo blower to
utilize the excess blast furnace gasand energy conservation projects.

These initiatives will enable the company to become costeffective.

Thecompanyds ability to adopt appr
customer requirements while ensuring healthy, long-term relationships
with major clients and cost saving measures would be vital for enhancing

its performance.
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Annexure: P&L and Balance Sheet
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Profit & Loss Statement: Zin Crore:
2006 2007 2008 2009 2010
INCOME
Net Sales 482.75 525.13 726.46 699.14 806.99
Other Income 4.45 6.44 18.35 5.09 10.23
Total Income 487.19 531.57 744.80 704.23 817.21
EXPENDITURE
Material Consumed 369.06 361.84 530.19 525.46 579.52
Employees Remuneration and Benefits 13.45 18.24 29.69 30.65 32.77
Operational, Selling and Administrative Expenses 45.96 64.00 90.93 92.97 102.55
Interest 6.99 6.93 8.39 11.73 6.06
Depreciation and Amortization 11.98 13.99 18.54 23.04 25.96
Total Expenditure 447.44 465.00 677.74 683.85 746.87
Profit for the year 39.75 66.57 67.06 20.38 70.34
Prior period Expenses (Net) - - 1.25 0.10 0.08
Profit before Tax 39.75 66.57 65.81 20.27 70.26
Provision for Taxation 13.68 22.10 16.78 12.32 21.20
Profit After Tax 26.08 44.46 49.03 7.95 49.07
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Balance Sheet: Zin Crore;

LIABILITIES : 2006 2007 2008 2009

SOURCES OF FUNDS:

Shareholders' Funds

Share Capital 36.11 68.50 68.50 68.65 68.65
Reserves and Surplus (37.9)7 194.63 231.64 228.66 257.90
Convertible Warrant application money i )
pending allotment into Equity Shares A5 Do T
102.89 263.13 300.15 297.30 326.58
Loan Funds 32.36 20.11 3.94 18.86 6.29
Deferred Tax Liability - Net -8.23 10.09 22.90 31.50 31.91
Total 127.01 293.33 326.99 347.66 364.77

ASSETS:

Fixed Assets

Gross Block 240.07 286.08 330.65 431.57 472.32
Less : Depreciation 119.67 133.39 151.86 166.12 191.64
Net Block 120.39 152.68 178.79 265.45 280.69
Capital Work-in-Progress 4.31 19.85 67.62 63.42 57.59
124.70 172.54 246.41 328.87 338.27
Investments - - - - -

Current Assets, Loans and Advances

Current Assets

Inventories 43.02 52.77 93.23 57.66 142.70
Sundry Debtors 45.07 79.39 95.10 69.20 88.95
Cash and Bank Balances 8.34 110.54 43.43 12.68 16.66
Other Current Assets 0.08 1.86 8.23 - -
Loans and advances 27.98 22.31 65.04 40.51 36.42
125.25 266.89 305.03 180.04 284.73

Less : Current Liabilities and Provisions
Current Liabilities 96.23 144.40 220.11 143.97 227.23
Provisions 26.72 1.70 4.35 17.27 31.00
122.95 146.10 224.45 161.25 258.23
Net Current Assets 2.30 120.79 80.58 18.79 26.50
Total 127.01 293.33 326.99 347.66 364.77
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Contact Details:

Jatin Vyas
Brickwork Ratings, Phone: +91-22-28389144
Email: jatin.v@brickworkratings.com
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