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Explanation of CRISIL Fundamental and Valuation (CFV) matrix

The CFV Matrix (CRISIL Fundamental and Valuation Matrix) addresses the two important analysis of an investment making process — Analysis

of Fundamentals (addressed through Fundamental Grade) and Analysis of Returns (Valuation Grade) The fundamental grade is assigned on a

five-point scale from grade 5 (indicating Excellent fundamentals) to grade 1 (Poor fundamentals) The valuation grade is assigned on a five-

point scale from grade 5 (indicating strong upside from the current market price (CMP)) to grade 1 (strong downside from the CMP).
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CMI Ltd

Wired for growth in a fragmented industry

Fundamental Grade: 3/5 (Good fundamentals) Valuation Grade:

Industry: Cables and Wires Fair Value: 211 CMP: %130

CMI Ltd, a Delhi-based multi-speciality cables manufacturer, is well placed to capitalise on
strong domestic demand for cables owing to timely acquisition of a large capacity plant in
Baddi, Himachal Pradesh. The attractively priced acquisition backed by management’s
proven ability to reroute a small, financially challenged company on the path to rapid growth
augur well for CMI. However, in the background of aggressive growth, we expect competition
to put pressure on its working capital. We initiate coverage on the company with a
fundamental grade of 3/5.

Investments in end-user segments to drive cables demand in the near to medium term
The cables industry is estimated to grow at ~13% CAGR to ~%640 bn by FY20 from ~Z390 bn
in FY16. Large-scale investments in key end-user segments, in the background of
government initiatives such as ‘smart cities’ and ‘housing for all’, are expected to drive the
demand for cables. While the 3.9 trillion railway network decongestion plan, which is
underway, is a key driver for signalling cables, we expect power cables to grow 1.5-1.7x in
the next three years vis-a-vis the past three years.

Well-timed acquisition of Baddi plant to bolster revenue growth in the near term

In February 2016, CMI acquired the manufacturing plant of General Cable Energy India
(GCE), a wholly owned subsidiary of the US-based General Cable Corporation. The plant in
Baddi has an installed capacity to potentially generate 3-4x CMI's FY16 revenue. The new
plant should lead to product and client diversification; Indian Railways (IR) currently
dominates with 52% revenue contribution. As the company scales up operations, we expect
revenue to increase at a three-year CAGR of 40% to 6.6 bn in FY19. However, we expect
CMI’'s EBITDA margin to contract to 11.5% in FY19 from 13.9% in FY16 owing to competitive
intensity.

Relatively commoditised and fragmented industry keeps operating cash flows in check
Cable companies have historically faced challenges in working capital management. CMI,
too, has been unable to generate positive operating cash flows, despite strong revenue
growth in the past three years. We expect the pressure to continue and managing working
capital requirements is a monitorable.

We initiate coverage with fair value of 211

We value CMI by the discounted cash flow (DCF) method and arrive at a fair value of 3211
per share. At this fair value, implied P/E multiples are 9.1x FY18E and 7.2x FY19E EPS. At
the current market price of 2130, our valuation grade is 5/5.

KEY FORECAST

(® mn) FY15 FY16# FY17E FY18E FY19E
Operating income 1,358 2,418 3,769 5,358 6,637
EBITDA 146 337 498 658 762
Adj net income 59 165 247 342 436
Adj EPS (%) 5.1 11.7 16.7 23.1 29.5
EPS growth (%) 4.7) 127.7 42.7 38.5 27.4
Dividend yield (%) - 0.7 0.2 0.2 0.3
RoCE (%) 22.6 18.1 13.9 16.3 16.8
RoE (%) 23.0 155 13.1 15.7 17.0
PE (x) 28.2 124 7.8 5.6 4.4
P/BV (x) 4.5 1.2 1.0 0.8 0.7
EV/EBITDA (x) 13.6 9.4 6.5 51 4.3

NM: Not meaningful; CMP: Current market price

Source: Company, CRISIL Research estimates

For detailed initiating coverage report please visit: www.crisil.com
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Table 1: Business environment

Railway signalling

Instrumentation and Other
Product / segment cables and quad Power cables o
control cables specialised cables
cables
Revenue contribution
52% 24% 12% 12%
(Fyie)*
Estimated revenue
L 38% 30% 15% 17%
contribution (FY19E)*
Cables for bulk transfer :
Cables used for ) Rubber cables and fire
. Cables used for o of electrical energy from . )
Product / service o connecting instrument . retardant cables used in the oil
i transmission of . ) generation to sub-
offering . ) circuits and provide ) and gas sector, solar cables,
railway signals o . stations and then for o o
communication services . . . air field lighting cables, etc.
distribution
Sales growth (CAGR
88% 38% 2% 12%
over FY13-16)
Sales forecast (FY16-
19) 28-30% 47-50% 50-53% 55-58%
KEI Industries KEI Industries .
Delton Cables o . KEI Industries
) Shilpi Cables Finolex Cables
Key competitors Polycab . ) Polycab
) . Paramount Sterlite Technologies .
Vindhya Telelink o i Finolex Cables
Communication Universal Cables
Market position One of the fastest-growing cables manufacturers in India
Key risks Rapid scale-up in production and sales may put margins and working capital at risk on account of a

fragmented industry
Note: Selected peers in this report include Apar Industries, KEI Industries, Shilpi Cables Technology and Universal Cables

Source: Company, CRISIL Research



Grading Rationale

Strong demand for cables & capacity expansion to boost
revenue; fragmented industry to limit profit growth

CMI, one of the leading cables manufacturers in India, is on the growth track thanks to:

a) Expected recovery in demand for speciality cables and conductors resultant of heavy
investments in power transmission and distribution, railways, metros and smart city-related
infrastructure projects over the next three-five years.

b) Large capacity Baddi plant acquired from GCE, which can enhance the company’s
revenue generating capacity by 3-4x its FY16 revenue.

c) The company’s strength in the B2B segment and the demonstrated ability to increase
revenue significantly with limited dilution of margins and returns.

However, fragmentation in the industry and high competition are expected to curtail the
company’s ability to scale up and manage revenue growth without significant dilution of
margin, leading to working capital constraints.

Wires and cables industry expected to grow at 13% CAGR until FY20

The wires and cables industry in India has grown significantly in the past decade. As per
Indian Electrical & Electronic Manufacturer's Association (IEEMA), the estimated size of
the industry is ~¥392 bn as of FY16, with power cables forming ~40% of the market.
Significant investments across key end-user segments in the background of government
initiatives such as ‘smart cities’ and ‘housing for all’ are expected to drive the demand for
cables. We estimate the industry to grow at ~13% CAGR over FY16-20 and the market
size to reach ~¥640 bn by FY20.
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Figure 1: Indian wire and cables industry to grow at 13% Figure 2: Power cables account for ~40% of the cable
CAGR over FY16-20 market as of FY16
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Table 2: Summary of key demand drivers for the cable industry

Segments

Power
(transmission
& distribution
and solar)

Railways

Smart cities

Oil and gas

Key demand drivers

e Rural electrification, through centrally-funded schemes, to
create fresh demand for power conductors. In FY16, PGCIL
approved projects worth ¥103 bn for system strengthening
and integration of renewable energy capacity into the national
grid.

e The Central government is expected to bid out transmission
projects worth 1 trillion over the next two-three years, driving
sustainable demand for power conductors and power cables
for the next three-five years.

e We expect 25-26 GW of solar PV capacity additions over
FY17-19, boosting demand for cables and conductors.

We expect the power cables market to expand 1.5-1.7x in the
next three years compared to FY14-16. Power conductors are
estimated to grow at 10-12% CAGR over FY16-18.

e Railway investments to the tune of 8.5 trillion over FY15-19
include %3.9 trillion pertaining to network decongestion and
expansion. The government plans to electrify up to 33,000 km
route by 2020.

e In the metro railway space, as of February 2016, the
government has sanctioned investments amounting to
~%1,022 bn. In addition, value of projects yet to be sanctioned
amounts to ~¥690 bn.

Expansion of railway network, railway electrification along
with development of metro rail projects — strongly positive
for railway signaling cables, quad cables, overhead catenary
wires, etc.

As part of the smart city program, approved investments of
%480 bn in 100 cities planned over five years until 2020.
Strengthening of the existing power network is one of the key
features.

As a part of this initiative, overhead wires are expected to be
replaced by underground cables, implying immense growth
for power cables.

e Investments in India’s oil and gas sector are expected to
touch %2.5-3 trillion over the next few years. Increase in safety
measures have augmented demand for fire retardant cables

Replacement and new demand for speciality cables such as
fire retardant and control cables to pick up as safety
standards increase.

Source: Company, CRISIL Research

CMPI’s key products which are likely to
benefit

Power conductor
Extra-high voltage cables

High-tension and low-tension power cables,
flat power cables

Arial bunched cables

Fire alarm cables

Railway signaling and power cable
Axle counter and quad cables
Catenary wires

Hard drawn copper wires

Low-smoke zero halogen cables

Medium and low voltage power cables

Fire retardant low smoke cables
Fire alarm cables

Instrumentation and control cables, etc.
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Historic revenue growth driven by IR for the past 3 years;
diversification needed for expansion and sustainable growth

CMTI’s revenue posted robust growth of 33% CAGR over FY11-16. In the past three years,
IR accounted for over half of revenue, thus exposing the company to customer
concentration risk. The company is in the process of diversifying its product portfolio and
tap opportunities in other sectors. As a result, IR’s share has reduced to 52% of revenue in
FY16 from 62% in FY14. With the acquisition of the Baddi facility (not directly approved for
railway business, as of Q1FY17), we expect IR’s revenue share to gradually decline to 38-
40% by FY19.

Figure 3: Revenue increased at 33% CAGR over FY11-16 Figure 4: IR’s revenue share moderated in FY16
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Source: Company, CRISIL Research Source: Company, CRISIL Research

Strong and well-entrenched relationship with IR

Orders from IR have played a pivotal role in the company’s sharp revenue growth over
FY14-16. This is the result of a long-standing relationship with IR with proven capability of
consistently meeting IR’s standards over the years. For H2 2016, CMI has been
empanelled by IR to supply eight of the nine cable products required by it (five of which are
under Part I and three under Part 112), more than any other player in the industry. We
expect revenue from IR to grow at 28-30% CAGR over FY16-19, benefitting from the
substantial investments in railways and optimal utilisation of the freed up capacity at CMI's
Faridabad plant.

1 As per IR, Part | is the regular category of approval given to firms with capability to produce consistent quality material with regular monitoring of quality assurance

system.

2 As per IR, Part Il is the initial category of approval given to firms whose capability to consistently produce the quality material and satisfactory service life in field is yet to
be established. The firm can also be under the Part Il category after downgrade from Part | category owing to a specific cause.
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Table 3: CMIl is empanelled to supply most signalling and telecom cables to IR

CMI Delton Cables KEI
Cables for IR

Partl  Partll Partl @ Partll Partl Partll
Pvc insulated armoured,
unscreened, underground, railway v
signalling cable (above 12 core)
Pvc insulated armoured,
unscreened, underground, railway 4 v 4
signalling cable (below 12 core)
Pvc insulated armoured,
unscreened, underground power 4
cable
Pvc insulated railway signalling
indoor multi core cable
Pvc insulated railway signalling
indoor single core cable
1.4 mm diameter copper conductor
4/6 quad cable
Polythene insulated polythene
sheathed jelly filled telephone cable v v
with poly-al moisture barrier
underground railway jelly filled
telecom quad cables for signalling 4 4
and telecom installations
24 fibre armoured optic fibre cable
Total 5 3 4 1 - 1

Source: Indian Railways, CRISIL Research

Over the next few years, company to become more diversified; margin and
working capital to come under pressure

The addition of the Baddi facility is expected to expand the company’s share in the
speciality cables industry and increase business in power cables and conductors in India.
In the long term, we expect the company to become geographically diversified as steady
momentum builds in developing relationships and certifications to target marquee global
customers. As a result, we expect IR’s share of revenue to reduce from ~52% in FY16 to
38-40% in FY19, and exports to reach ~10% of revenue from ~2% in FY16. The business
model is expected to become more diversified and de-risked from a customer
concentration and geographic concentration standpoint. However, in this process, we
expect the company's margin and working capital to be under pressure owing to larger
scale and more complex customer mix.

Polycab
Partl Partll

v

v

v
v
v
v

v

4 3

Vindhya
Telelinks

Part |

v

Part Il



Acquisition of Baddi facility sets the platform for rapid revenue
growth in future

The company acquired the modern manufacturing facility established by General Cable
Energy India in FY16. The facility was originally designed to produce building wires and
has ~16,000 sg. m cable plant with 35 meter continuous vulcanisation tower. The ‘green’
facility complies with Indian Green Building Council standards and is designed for energy
and water efficient operations. This is a significant factor, as being a ‘green supplier’ can
aid in developing relationships with international customers in addition to aiding energy
cost advantage in competing for large volume domestic orders. The cost of acquisition of
the facility is lower than the capital cost involved in the building of the plant and is visible in
the impairment value of the asset on the financials of the erstwhile General Cable India.

Depending on the product mix and pricing of new orders, we expect the Baddi facility’s
revenue potential to reach 3-4x CMI's FY16 revenue in the long term at full utilisation (in
the backdrop of low metal prices).

Order book of ¥1.6 bn provides visibility for the near term

CMI’s order book was valued at ¥1.6 bn in FY16 vis-a-vis 0.8 bn in FY15, providing
revenue visibility for the near term. Order inflow increased 91% to %3.1 bn in FY16, of
which 51% orders were for supply of signalling and quad cables to IR. We expect the order
inflow to pick up in FY17-18, especially for power cables and overhead conductors as the
company looks to ramp up operations in Baddi. We estimate order inflows to be ¥10-11 bn
over FY17-18.

CRISIL

An S&P Global Company

Figure 5: Order inflow rose 91% to ¥3.1 bn in FY16 Figure 6: IR formed 51% of ¥1.6bn order book as of FY16
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In a fragmented industry, CMI’s EBITDA margin relatively better
than average of selected peers

The cables industry is commoditised and fragmented; 40-45% are unorganised players.
Hence, the industry’s EBITDA margin and working capital metrics are constantly under
pressure. As of FY16, CMI has one of the highest adjusted EBITDA margin of 13.9%
amongst selected peers. Margin significantly expanded in FY15 and FY16 owing to volume
expansion and reduction in the selling and general administrative overheads. Going
forward, as the company looks to ramp up operations and optimally utilise its capacity at
the Baddi plant, we expect EBITDA margin to come under competitive pressure. The
company'’s foray outside of speciality cables, into the high volume and low margin power
cables and overhead conductors will be a key factor in achieving revenue growth. In effect,
we expect EBITDA margin to gradually reach 11.5% in FY19 from 13.9% in FY16.

Table 4: EBITDA margin for selected peers under pressure; CMI’s margin picked up

in FY15-16

Company FY12 FY13 FY14 FY15 FY16
Apar Industries 6.1% 6.8% 6.6% 5.2% 7.4%
CMI 9.0% 9.1% 8.6% 10.8% 13.9%
KEI 9.0% 10.3% 9.7% 9.8% 10.9%
Shilpi Cable Technologies 10.9% 11.0% 9.8% 8.1% ~9.2%
Universal Cables 2.5% 4.7% -0.2% 3.8% 10.0%

Note: Figures have been recomputed as per CRISIL Research’s standard parameters

Source: Companies, CRISIL Research.

Table 5: Selling and other expenses for CMI below the median amongst selected

peers

Particulars FY12 FY13 FY14 FY15 FY16
Apar Industries 5.8% 6.9% 5.9% 6.4% 6.7%
CMI 3.4% 4.0% 3.5% 3.7% 2.0%
KEI 5.8% 5.1% 5.6% 5.7% 5.6%
Shilpi Cable Technologies 1.4% 1.2% 1.0% 1.1% ~1.1%
Universal Cables 6.8% 3.7% 5.2% 2.9% 4.2%

Note: Figures have been recomputed as per CRISIL Research’s standard parameters

Source: Companies, CRISIL Research

Fragmented industry puts pressure on working capital for most players

The highly competitive cables industry keeps the working capital requirements relatively
higher for players in the B2B market. CMI is slightly better off than selected peers, though
still broadly maintaining its debtors at a high 85-90 days over FY14-16. CMI’'s creditor days
are slightly aggressive, in part attributable to its relatively lower scale of operations. As the
company scales up, we expect creditor days to increase to 77 days in FY19 vis-a-vis 68
days in FY16.



Table 6: Debtor days high for industry; CMI at median level amongst selected peers
in FY16

Particulars Fy12 FY13 FY14 FY15
Apar 82 60 80 83
CMmI 78 82 73 89
KEI 97 84 90 81
Shilpi 188 124 144 118
Universal 71 119 130 124

Note: Figures have been recomputed as per CRISIL Research’s standard parameters

Source: Companies, CRISIL Research

Table 7: Inventory days for CMI higher than average of selected peer for FY16

Particulars FY12 FY13 FY14 FY15
Apar 79 68 92 76
CMmI 117 121 129 109
KEI 83 95 113 103
Shilpi 46 47 43 31
Universal 67 82 67 65

Note: Figures have been recomputed as per CRISIL Research’s standard parameters

Source: Companies, CRISIL Research

Table 8: Creditor days slightly aggressive amongst compared peers

Particulars FY12 FY13 FY14 FY15
Apar 113 135 123 126
CMI 68 81 64 64
KEI 111 103 108 110
Shilpi 154 101 128 96
Universal 48 100 75 72

Note: Figures have been recomputed as per CRISIL Research’s standard parameters

Source: Companies, CRISIL Research

Debt/EBITDA higher than that of selected peers

CMI’'s debt/EBITDA increased to 3.4x in FY16 from 2.3x in FY15 as its total debt increased
by ~%800 in FY16, partly to fund the acquisition of GCE. This caused the ratio to be higher
than that of selected peers. In order to funds its working capital requirements, CMI would
potentially have to raise further debt. Going forward, CMI’s ability to meet its working
capital requirements in conjunction with servicing its debt obligations is a key monitorable.

Table 9: As of FY16, debt/ EBITDA higher than that of selected peers

Particulars FY12 FY13 FY14 FY15
Apar 45 3.1 2.6 1.9
CMmI 4.2 3.9 4.1 2.3
KEI 3.2 2.7 3.2 2.3
Shilpi 1.8 1.3 1.3 1.7
Universal 10.5 7.2 NM 14.0

Note: Figures have recomputed as per CRISIL Research’s standard guidelines

Source: Companies, CRISIL Research
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Import substitution of high value cables presents long-term
opportunity; global grade plant positive for exports potential

India’s imports of cables (excluding optical fibre cables) have been significant. The value of
imported cables increased ~8% between FY13 and FY16. Slight decline in the value of
imported cables is in the context of global metal prices declining significantly in FY16.
India’s imports have been gradually moving to cables with higher value realisations in
rupee terms. China, Korea, Germany and the USA account for about two-thirds of the
value of imports; China has been steadily gaining share.

Figure 7: Cable imports to India declined to ~¥54 bn in FY16
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Source: DGFT, CRISIL Research

With imports accounting for 14-18% of the value of the Indian cables industry over FY13-
16, there are significant opportunities for CMI. We expect the company to build on its
capabilities and efficiencies from a bigger plant and target substitution of imports in a
focused way over the long term.

Further, we expect the company’s export credentials to gain over the long term on account
of the energy efficient Baddi plant. As the company diversifies from India and engages with
customers across the world as part of its international sales process, we expect it to
significantly benefit in the vendor qualification criteria pertaining to the manufacturing
facility. This is important since key GCC countries, Singapore and South Africa imported
over $4 bn worth of cables in 2015.

10



Key Risks

Rapid expansion to historically untested scale creates
operational challenges

As CMI strategically expands scale, higher complexity can impact management of
customers and product mix optimally. Weakness in pricing and ability of operations to keep
pace with rapid business growth can adversely impact the ability to manage operating

margin and working capital, particularly debtor days.

Volatility in commodity prices can weaken working capital
situation

Sudden rise in copper and aluminium prices in the backdrop of planned business growth
can adversely impact raw material procurement and inventory costing. This is a significant
risk for the highly fragmented and competitive cables industry.

Slowdown in new orders can impact capacity utilisation,
projections

Although the outlook for cables demand is positive, delay in awarding of new projects or
cancellation of orders can impact the company’s utilisation of capacity and, accordingly,

our financial projections.

11
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Financial Outlook?®

Revenue to grow at 40% CAGR over FY16-19

Revenue is expected to grow at a three-year CAGR of 40% to 6.6 mn in FY19. The power

segment is expected to grow the fastest at 47-50% CAGR, driven by large government Power cables to drive revenue
spending on power transmission and distribution. The railway segment is likely to post growth over the next two-three
healthy CAGR of 28-30%, augmented by expected optimal use of capacity at the years

Faridabad plant.

Figure 8: FY19 estimated revenue to be 2.8x of FY16 Figure 9: Share of power cables to rise to 30%
T mn Y% .
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Figures have been reclassified as per CRISIL Research’s standard
parameters
Source: Company, CRISIL Research Source: Company, CRISIL Research

PAT to grow at 38% CAGR over FY16-19E; margin likely to
contract in the near term

We expect PAT to grow at a slightly lower CAGR of 38% over FY16-19. While strong
revenue growth of 40% is a driver of PAT growth, slight decrease in EBITDA margin is an
inhibitor, as PAT margin is estimated to drop to 6.6% in FY19 from 6.8% in FY16.

3 Figures have been reclassified as per CRISIL Research’s standard parameters
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Figure 10: PAT margin to contract 20 bps over FY16-19E Figure 11: EBITDA margin to moderate to 11.5% by FY19
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Return ratios to gradually improve

Owing to the acquistion of GCE, financed via debt and equity in March 2016, RoCE
dropped to ~18 in FY16 from 22.6% in FY15 and RoE dropped to 15.5% in FY16 from 23%
in FY15. As operations at the Baddi plant ramp up, we expect RoCE to gradually recover to
16.8% and RoE to improve to 17% by FY19 from 15.5% in FY16. We expect the Bawal
(Haryana) facility, which is held as land and building, to be sold in FY18.

Figure 12: RoE & RoCE to gradually improve ... Figure 13: ...driven by improving asset turns
(%) x)
25.0% 7 23.0% 7.0 7 6.4 - 8.0%
6.0 4 - 7.0%
2000 | 226% 18.1%
16.3% 17.0% - 6.0%
: 5.0 A
13.9% L
15.0% A ) 16.8% 4.0 5.0%
15.5% 15.7% =]
13.1% [ 40%
L 3.0
10.0% - - 3.0%
201 - 2.0%
5.0% - : . .
1.0 A L 0,
N - uA u/\ *A 1.0%
0.0% T T T T S - T T T T 0.0%
FY15 FY16 FY17E FY18E FY19E FY15 FY16 FY17E FY18E FY19E
O ROE e ROCE e=(mm (5r0SS asset turnover === Debt/equity ratio === PAT margin (RHS)
Source: Company, CRISIL Research Source: Company, CRISIL Research
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Operating cash flow to remain a concern until FY19

Owing to challenging working capital requirements of the industry, CMI has been unable to
generate operating cash flows despite strong revenue growth and improving EBITDA
margin in the past three years. We expect working capital requirements to remain
challenging, with the company generating postive operating cash flow only by FY19.

Figure 14: Operating cash flow to remain negative until FY20

h flow from ration
FY19E Cash flo om operations

56
FY18E
FY17E

FY16 (301)

FY15 (65)

(3:50) (360) (2;50) (2IOO) (1;50) (lIOO) (5IO) . 5IO 1(IJO
(X mn)

Note: Parameters are as per CRISIL Research estimates
Source: Company, CRISIL Research
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Management Overview

CRISIL's fundamental grading methodology includes a broad assessment of management
quality, apart from other key factors, such as industry and business prospects, and

financial performance.

Experienced top management

CMI has an experienced management team headed by Mr Amit Jain, Managing Director.
The management team has, on average, three decades of experience in the cables and
metals industry. Under the guidance of the current management, the company has been
able to turn around from a financially weak and small cable player to a company with larger
scale, bigger product portfolio and profits over the past decade.

Support from second line

While promoters hold key management positions, the second line, comprising industry
professionals with significant domain expertise, manages all the business verticals. Our
interactions indicate the second line is well versed with the day-to-day operations of the
company and ably supports the top management team for its immediate growth
aspirations. However, over the longer term, we expect the company to expand its second
line, as it expands further.

Good performance record

Over the past decade, CMI has established a track record of strong financial performance,
despite volatility in raw material prices and rising competition. Management has been able
to turn around the performance by expanding its product mix and scaling up the existing
operations, with growth in revenue and EBITDA in nine of the previous 10 years.
Additionally, with acquisition of GCC’s wholly owned subsidiary, the company is well
positioned to strengthen its product portfolio and achieve robust growth in earnings in the
near to medium term.
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Corporate Governance

CRISIL’s fundamental grading methodology includes a broad assessment of corporate
governance and management quality, apart from other key factors such as industry and
business prospects, and financial performance. In this context, CRISIL Research analyses
the shareholding structure, board composition, typical board processes, disclosure
standards and related-party transactions. Any qualifications by regulators or auditors also

serve as useful inputs while assessing a company’s corporate governance.

Corporate governance at CMI is commensurate with its size. This is in the backdrop of
rapid growth in business and turnaround from financial distress to becoming one of the
leaders in operating margin.

The board comprises seven directors, five of whom are non-executive independent
directors, which meets Clause 49 of SEBI’s listing agreement. The company has all the
necessary committees — audit, stakeholders, corporate social responsibility, nomination
and remuneration — in place.

Relatively weak disclosure levels

Based on the information furnished in the annual reports, presentations, websites and
quarterly earnings call, CMI's disclosure levels are relatively weak in comparison to its
publicly listed peers. For instance, historically, there have been no periodic conference
calls on results or regularly updated company presentations or data on order book
positions.

Weak quality of earnings; dividend payout started in FY16

Weak quality of earnings: Operating cash flows have been negative historically (though
reducing as percentage of revenue until FY15), indicating weakness in the quality of
earnings. As typically characteristic of the cables industry, high working capital

requirements adversely impact operating cash flow.

Started dividend payout in FY16: The company started paying dividends in FY16. In that
fiscal, dividend amounted to 1% of the reported PAT.

Fund raising and associated processes: In FY15 and FY16, the company raised equity
by allocating equity shares on a preferential basis. The BSE had suspended trading in the
company’s stocks on March 29, 2016 in relation to allocation of preferential shares.
However, management clarified that the suspension was attributable to the process/
documentation related aspects. The stock commenced trading within one business day on
March 31, 2016.

Independent directors: In July 2016, the company appointed Mr Kishor Otswal as one of
the independent directors. As of September 2016, CNI Research Ltd, where Mr Otswal is
the managing director, holds 300,000 shares of CMI, which is more than 2% of issued
shares. An independent director with significant shareholding can potentially create a
conflict of interest.
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Valuation Grade: 5/5

We value CMI by the DCF method to arrive at a fair value of 211 per share. At this value,
implied P/E multiples are 9.1x FY18E and 7.2x FY19E EPS, and EV/EBITDA multiples are
6.9x FY18E and 5.9x FY19E EBITDA. The stock is currently trading at 2130, implying P/E
multiples of 5.6x FY18E and 4.4x FY19E. At the current stock price, the valuation grade is
5/5.

Key DCF assumptions

e We have taken FY19 as the base year and have discounted the estimated free cash
flows from FY17E to FY27E.

e We have assumed a terminal growth rate of 3% beyond the explicit forecast period.

WACC computation

FY17-26E Terminal value
Cost of equity 19.5% 19.5%
Cost of debt (post-tax) 10.1% 10.1%
WACC 15.0% 15.0%
Terminal growth rate 3.00%
One-year forward P/E band One-year forward EV/EBITDA band
® (% mn)
450 - 8,000 -
400 - 7,000 1
350 1 6,000 -
800 1 5,000
250 A
200 A ) 4,000
150 f""‘ 3,000
100 - ST 8 .. 2,000
50 - === _fAJ____-——" 1,000 - -
0 R e e L ALL
5339999993333 8989¢8g9g -EEEEEEEEEREEEEEEEEE
2332388585858 2838833:3 238838853858 88238833
CM| = == e o 4x 8x 10x 12x EV e e e e 6x 8x 10x 12x
Source: BSE, CRISIL Research Source: BSE, CRISIL Research
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Company Overview

Delhi-based CMI was incorporated in 1967 and was originally known as Choudhari Metal

Industries. It was renamed CMI Ltd in 1988. Initially, the company was engaged in the

trading of copper metal rods, copper melting and rod casting. From 1992 onwards, it

diversified to cables and started manufacturing telecom, control and instrumentation cables

for government projects and private players. In 1993, CMI came out with its initial public
issue (IPO) and got listed on the Bombay Stock Exchange (BSE).

Figure 15: Business segment-wise contribution in FY16

Oil & gas cables
Specialised 5%
cables
7%

Power cables
12%

REWE

signalling and
quad cable
Instrumentation 52%
cable & telecom
cables
24%

Source: Company, CRISIL Research

Table 10: Key milestones (calendar years)

1967
1988
1992
1993
1994
1996
2007
2009
2014
2015
2015
2016

Incorporated as a metal trading business

Renamed CMI Ltd

Started manufacturing telecom, control and instrumentation cables for government and private projects
Came out with its IPO and got listed on the BSE

Became an approved vendor for IR and started manufacturing signalling cables

Started manufacturing jelly filled cables for IR

Developed quad and signalling cables for IR

Developed cables for Delhi Metro with low smoke zero halogen (LSZH) compound

Developed cables for Hitachi, Japan. Also supplied cables to Bangladesh as per international specifications
Developed fire survival cables

Acquired Danish firm’s FL Smidth unit in Bawal, Haryana

Acquired General Cable Energy India Pvt Ltd, a wholly owned subsidiary of General Cable Corporation
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Annexure: Financials

Income statement
(Xmn)

Operating income
EBITDA

EBITDA margin
Depreciation

EBIT

Interest

Operating PBT
Other income
Exceptional inc/(exp)
PBT

Tax provision
Minority interest
PAT (Reported)
Less: Exceptionals
Adjusted PAT

Ratios

Growth

Operating income (%)
EBITDA (%)

Adj PAT (%)

Adj EPS (%)

Profitability
EBITDA margin (%)
Adj PAT Margin (%)
ROE (%)

ROCE (%)

RolC (%)

Valuations
Price-earnings (x)
Price-book (x)
EV/EBITDA (x)

EV/Sales (x)

Dividend payout ratio (%)
Dividend yield (%)

B/Sratios

Inventory days

Creditors days

Debtor days

Working capital days
Gross asset turnover (x)
Net asset turnover (x)

Sales/operating assets (x)

Current ratio (x)
Debt-equity (x)
Net debt/equity (x)
Interest coverage
-EBITDA/Interest
-EBIT/Interest

Per share

Adj EPS (%)

CEPS

Book value

Dividend (%)

Actual o/s shares (mn)

FY14
1,055
91
8.6%
8
82
56
27
2
(@)
27
10
18
(@)
19

FY14

19.0
12.0
2.4
2.4

8.6
18
14.4
17.3
17.3

26.9
3.6
9.8
0.8

129
64
73

137

5.4
19.0
19.0

35

27

2.6

16
15

FY14
5.4
7.7

40.0

35

FY15E
1,358
146
10.8%
9
138
59
79
9

91
28
63

4
59

FY15E

28.8
61.7

208.6
(4.7)

10.8

4.3
23.0
22.6
217

28.2
45
13.6
15

109
64
89

138

6.4
211
19.3

3.3

0.9

0.9

25
2.3

FY15E
5.1
5.9

323

115

FY16
2,418
337

13.9%
13
324
88
236
4
895
1,135
75
1,060
895
165

FY16

78.0
130.0
179.9
127.7

13.9

6.8
15.5
18.1
14.8

11.1
1.0
8.8
12
13
0.7

81
68
88
140
22
2.8
2.t
3.2
0.6
0.6

3.8
3.7

FY16
11.7
126
1245
1.0
14.1

FY17E
3,769
498
13.2%
61
438
183
255
5
260
13

247

247

FY17E

55.8
48.1
49.7
42.7

13.2

6.6
13.1
13.9
14.3

7.8
1.0
6.5
0.9
12
0.2

85
71
92
132
19
23
22
35
0.7
0.6

2.7
24

FY17E
16.7
20.8

136.2

0.2
14.8

FY18E
5,358
658
12.3%
60
597
222
375
6
381
39

342

342

FY18E

42.2
320
38.5
38.5

12.3

6.4
15.7
16.3
16.4

5.6
0.8
5.1
0.6
12
0.2

86
74
95
128
2.6
33
33
33
0.7
0.6

3.0
2.7

FY18E
231
27.2

159.0

0.3
14.8

FY19E
6,637
762

11.5%
59
703
235
468
7
545
109

436

FY19E

239
15.8
27.4
274

115

6.6
17.0
16.8
19.2

4.4
0.7
4.3
0.5
1.2
0.3

88
7
95
125
3.3
4.3
4.3
3.2
0.6
0.5

3.2
3.0

FY19E
29.5
335

188.0

0.4
14.8

Balance Sheet

(Xmn)

Liabilities

Equity share capital
Reserves

Minorities

Net worth

Convertible debt

Other debt

Total debt

Deferred tax liability (net)
Total liabilities
Assets

Net fixed assets

Capital WIP

Total fixed assets
Investments

Current assets
Inventory

Sundry debtors

Loans and advances
Cash & bank balance
Marketable securities
Total current assets
Total current liabilities
Net current assets
Intangibles/Misc. expenditure
Total assets

Cash flow

(Xmn)

Pre-tax profit

Total tax paid

Depreciation

Working capital changes

Net cash from operations
Cash from investments
Capital expenditure
Investments and others

Net cash from investments
Cash from financing
Equity raised/(repaid)

Debt raised/(repaid)
Dividend (incl. tax)

Others (incl extraordinaries)
Net cash from financing
Change in cash position
Closing cash

Quarterly financials
(Xmn)

Net Sales
Change (g-0-q)
EBITDA

Change (g-0-q)
EBITDA margin
PAT

Adj PAT
Change (g-0-q)
Adj PAT margin
Adj EPS

FY14

35
106

141

375

375
@)

515

53

53
18

328
235
60

624
179
444

516

FY14
29
(11

(108)
(82)

3

18

64

(1)
62
(€

QIFY16
453
12.5%
61
30.4%
13.4%
28
28
37.3%
6.3%
2.5

FY15E

115
256

370

333

333
(9)

694

76
12
88
26

348
366
102

820
246
574

694

FY15E
87
(35)

(126)
(65)

(50)
(®)
(58)

164
(43)

127

Q2FY16
575
26.8%
85
40.3%
14.8%
40
40
241.7%
7.0%
3.0

Note: We have reclassified certain items of the financial statements as per CRISIL Research standard parameters
Source: CRISIL Research
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FY16

141
1,613

1,753

1,131

1,131
(20)

2,865

1,633
94
1,727
66

451
653
416

1,526
484
1,043
29
2,865

FY16
240
(86)
13
(468)
(301)

(884)
(40)
(925)

265
799
(16)
179

1,227

Q3FY16
671
16.8%
97
14.3%
14.5%
a8
a8
19.7%
7.2%
3.6

FY17E

148
1,865

2,013

1,390

1,390
(@]

3,382

1,686

1,686
72

733
1,050
377
85

2,245
650
1,595
29
3,382

FY17E
260
(14)
61
(473)
(166)

(20)
(6)
(26)

259
(4)

271
80
85

Q4FY16
718
6.9%
99
2.3%
13.8%
53
53
9.4%
7.3%
3.7

FY18E

148
2,202

2,350

1,576

1,576
(23)

3,903

1,572

1,572
72

1,072
1,541
429
162

3,203
973
2,230
29
3,903

FY18E
381
(41)
60
(559)
(158)

54

54

186
®)
(©)

181
77

162

QIFY17
770
7.3%
108
8.7%
14.0%
55
55
4.5%
7.1%
3.9

FY19E

148
2,631

2,779

1,662

1,662
(24)

4,417

1,533

1,533
72

1,364
1,909
498
277

4,048
1,265
2,783

29
4,417

FY19E
545

(110)
59

(438)
56

(20)

(20)

86
@

79
115
277

Q2FY17
828
7.5%
118
9.2%
14.2%
56
56
1.9%
6.8%
3.8
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Focus Charts

Revenue increased at 33% CAGR over FY11-16 Railways accounted for 52% of revenue in FY16
(X mn) (%)
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Revenue to grow at CAGR of 40% over FY16-19 EBITDA to contract to 11.5% in FY19
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