
 

 

 

 

 

 

  
 

 

 

 CIGAR BUTT’ approach to Investing – Warrant Buffet 

“ A cigar butt found on the street that has only one puff left in it may not offer much of a smoke, 

but the bargain purchase will make that puff all profit.” 

Ergo: If you buy a share at a low enough price you’ll nearly always get a chance to make a profit 

at some stage.  

Rain Industries Ltd.'s valuation conveys that it can be purchased at a deep bargain price and it 

has solid fundamentals.  

You could pick it up off the street and smoke the last two puffs for free 

 



 
 

 

                                                                                      

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

We initiated coverage of Rain Industries Ltd. on 11
th

 Aug, 2016 at 
market price of Rs. 39 and market cap of Rs. 1290 crores.  

 

Investment Rationale 
 

 The company’s competitive edge was evident 
during the bad cycle when all other companies 

were shutting down capacities and generating 

losses, but Rain Industries Ltd. remained 

consistently profitable and made capacity 

expansion and did de-bottlenecking at some 

plants. 

 

 Rain is in the best possible cycle of its lifetime. it 

is benefitting now because of expansion done 

during the bad phase earlier and can cater to the 

needs of the increasing demand of CPC and CTP, 

the market of which has been bullish for quite 

sometime now. 

 

 The company made Indian CPC Blending 

Facility when U.S. aluminium producers were 

shutting down plants and Aluminium production 

was shifting to low cost producing nations such as 

India and Middle East. The basis of the India 

CPC blending strategy is to ship CPC product 

from US plants, and blend it with the Indian 

produced CPC product for re-sale in India and the 

Middle East markets. this blending plan would 

help the company to maintain the production 

volumes in the U.S. and meet the growing 

demand of emerging Aluminium markets. 

 

 This blending facility also allows the company to 

produce CPC at lower cost as compared to peers.  

 

 U.S. Listing of Rain Industries Ltd. would be a 

game changer to its valuation. 

 

Company Update 
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Key Data 

Industry:                                              Metal 

CMP:                                                  Rs. 315 

Market Cap (Cr):                          Rs. 10500 

52-week high/low:                  Rs.319/41.0   

Investment Horizon:                    2-3 years 

Outlook:                                           Positive 

 

 Shareholding Pattern  

 Promoters:                                     41.10% 
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Mutual Funds:                                2.02% 

Public:                                              38.43%                     

36.53% 

Research Analyst 

Gunjan Kabra (BSc. in Economics, 

NMIMS & CFA L-II Candidate) 

gunjankabra2012@niveshaay.com 

Price Performance 

6M:                                                       181%                                             
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 Rain CII is the leader in the world in CPC market. After listing of this 

subsidiary, there may be a re-rating which is expected to benefit Rain Industries 

Ltd.  

Valuation of Rain Industries Ltd. 

On a conservative basis 

 

Business Segments Total Worth approximately                 

(Rs. in crores) 

CPC
1 

16,000 

CTP 
2 

12,000 

Cement
3 

4,000 

Total 32,000 

Total Debt (7,000) 

Total Worth 25,000 

Current Market Cap 6,000 

It shows that the intrinsic value of the company is ~4x from the current 

valuation. 

 

1.The CPC capacity of Rain being 2.1 million tons which is almost double that of its 

CTP capacity and the world leadership position in this industry gives Rain low cost 

leadership as well as raw material advantage over peers and hence valuing the business 

as 16000 cr. 

 

2. The capacity of Rain is 3 times the capacity of Himadri Chemicals in CTP plants. 

The market cap of Himadri being 6000 cr, we conservatively value the CTP business 

of Rain at 12000 cr.  

 

3. The cement capacity being of 3.5 million tons gives this business a valuation of 

4000cr based on the peer Market Cap/Tonne multiple.  

 

 
 It has a competitive advantage by being on a lower cost curve. This allows them to 

be the cost leaders in their industry and improve EBITDA/tonne for CTP and CPC 

products. 

 

 



 
 

 

 Rain is a converter and not a commodity based company. It discontinued GPC 

Trading. If there is a demand irrespective of the commodity prices the margin should 

expand. Margins expansion would further improve free cash flow.  

 

 

 It’s a sellers’ market for CPC and CTP producers.  

 

Excess CPC capacity in China helped to depress world ex. China CPC prices but this 

is quickly changing as there is production curtailment in China due to stringent 

pollution norms and many buyers are limiting their exposure to the Chinese market. 

 

It is expected that the North American calciner utilisation rate to rise from 71% in 

2016 to 79% in 2017. The offshoot of these developments,  tightening market and 

higher  

delivered Chinese prices will likely result in world ex. China CPC prices to continue 

their upward trend in Q3/H2.  

 

There is insufficient CPC and CTP adversely impacting the quality of anodes in 

Indian market. Some Indian domestic calciners are struggling to secure sufficient 

raw-material to sustain operations.  

 

Rain Industries Ltd. is setting up a new CPC Plant of 370,000 Tons per annum in 

Andhra Pradesh Special Economic Zone to address the shortage experienced in the 

India Market and it is expected to be complete by March 2019.   

 

Due to supply glut in the market, the company would get higher realizations and this 

would increase margins further (bargaining power is with supplier).  

 

Rain has near 36% and 48% market share in the US and Europe respectively.  

 

 Margins 

 

Calcined Petroleum Coke Prices  

 

  Q4 2016 Q1 2017 Q2 2017 

     

China ex-works USD/t 215 264 311 

Europe CIF  USD/t 280 277 277 

US Gulf FOB USD/t 245 250 285 



 
 

 

 

 

CPC prices in India increased by 22% in Q2 CY2017 as compared to prices in  Q1CY 

2017. US Gulf CPC Price represents $35- $40 increase quarter on quarter.   

CPC prices in Asia increased by 20% in September, 2017 quarter.  

 

 Coal Tar Pitch Prices 

 

  Q4 2016 Q1 2017 Q2 2017 

     

China ex-works  USD/t 293 446 556 

Europe CIF USD/t 384 426 493 

US Gulf FOB USD/t 450 450 450 

 

Continued tightness in the European coal tar market, declining margins on carbon 

black feedstock (in order for distillers to maintain overall profitability, producers 

would need to increase coal tar pitch prices) and robust Chinese export prices are 

exerting upward pressure on European CTP prices. 

 

The company follows semi-annual pricing for its clients. The effect of rise in      price 

of CPC would be felt in the next half year. Therefore, the next two quarters are 

expected to reflect improved margins. 

 

Increase in CTP and CPC prices would lead to higher realizations and further improve 

margins.  

 

 Volume  

 

With U.S. and Europe planning to restart its aluminium capacities and China closing 

down smelters in coming months is an indication of increase in aluminium production. 

The demand for Rain’s product (CPC and CTP) will also increase.  

 

CTP and CPC are also used in making Graphite Electrodes. Demand for Graphite 

Electrodes has increased significantly recently and is expected to improve in the 

coming quarters.  

 

 

 

 



 
 

 

 Competitors shutting down plants 

 

Koopers Holding is one of the largest CTP manufacturer and it announced 

closure/sale of 7 out of its 11 CTP facilities over 2014-16. As a result, Rain     

Industries Ltd. is gaining market share and this would increase its profitability.  

 

 Technology Advantage to Rain Industries Ltd.  

GPC is the main raw material used which is scarcely available in the market. Low 

sulphur GPC is used in making CPC and high sulphur GPC is abundantly available in 

U.S. Rain has its CPC plants in the U.S. which has a technology called SO2 Scrubbing. 

It removes SO2 from high sulphur GPC, thus allowing its use in manufacturing of 

CPC. 

 

 Aluminium Industry: 

 

Global Aluminium Prices recently breached the upper limit of $2000 and LME 

aluminium inventory is gradually decreasing.  

 

With U.S. and Europe planning to restart its aluminium capacities and China closing 

down smelters (25-30% of Chinese Aluminium Capacity) in coming months is an 

indication of increased demand for aluminium. With increase in production, the 

demand for Rain’s products would also increase. 

 

 Leverage 

On the leverage front, company is planning to reduce its DEBT/EBITDA to less than 

3x by next year. The company also gave guidance to refinance its debt in early 2018 at 

significantly lower rates which would further increase its bottom-line. 

 

If the company reduces long term debt or refinance its existing debt at lower rates, then 

this would reduce monthly expenses and improve company’s profitability and cash 

flow. This in turn would push the value of equity much higher than the current levels. 

 

This is definitely a long term play but the returns can be huge. 

 

 Expansion Plans and Capacity Utilisation:  
The Company is setting up a new CPC Plant of 370,000 Tons per annum in Andhra 

Pradesh Special Economic Zone. The estimated project cost is Rs. 424 crores and is 

estimated to commence its operations during March 2019.  

 



 
 

 

The company is making additional investment of US$ 17.0 million to debottleneck the 

existing Petro-Chemical Feedstock Distillation Facilities in Belgium and Germany. 

The installed capacity will incrementally increase to 2,00,000 Tons per annum.  

 

 Both the expansions would be financed through internal accruals. 

 In the June quarter, the capacity utilisation was around 80%. It may rise to 92-95%    

given strong demand.  

 

On the basis of above analysis, it is expected that the company would report net profit 

of Rs. 800 crores by December,2018. Adding depriciation of Rs. 550 crores, its cash 

profit is expected to be Rs. 1350 crores. At a market capitalisation of Rs. 6000 crores, 

Rain is trading at 4.5 times its cash profit currently.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
 

 

 

COMPANY OVERVIEW 
 

Rain  Industries  Limited,  formerly  known  as  Rain  Commodities  Limited,  is 

engaged in the business of manufacturing 
 

 Cement Products 

 Carbon Products 

 Chemical Products 
 

The company is one of the world’s leading producers of Carbon and Chemical 

Products and is one of the leading producers of Cement in South India. 

 

 

 

 

 

 



 
 

 

RAIN GROUP- BUSINESS VERTICALS 

 

1. CARBON PRODUCTS 

 Carbon Products include CPC, GPC, CTP and other derivatives of Coal Tar 

Distillation. 

 Rain Group is one of the leading producers of Carbon products with six operating 

facilities in North America, three operating facilities in Europe and one facility each 

in India, Canada, Russia and Egypt. 

 71% of the revenue is derived from this segment. 

 Sales Volume & Capacity Utilisation 

 

 

Source: Annual Report (2015) 
 

 

 GPC linkage an entry barrier for new entrants 

Anode grade GPC availability is the critical factor for setting up new CPC capacity 

as it is produced only from sweet crude that is processed by few refiners 

worldwide.  Currently, RCL enjoys long term relationship and contracts with major 

sweet crude processors. 

 

 

 

 



 
 

 

 Recent Events 

 The Company completed the construction of its fourth Coal Tar 

Distillation Plant (CTP Plant) with a capacity of 300,000 metric tons per 

annum in Russia in February, 2016 via a Joint Venture with PAO 

Severstal, Russia. 
 

 The CTP Plant is expected to operate at about 70% of its capacity in the 

first year of its operation. 

 

CPC- Operating Facilities 

 

CTP – Operating Facilities 

 

2. CHEMICAL BUSINESS 

 

 Distillation  and  sale  of  primary  coal  tar  distillates  into  chemical products 

such as: 

 Resins and Modifiers 

 Aromatic Chemicals 

 Super-plasticizers 

 Other Specialty Chemicals 

 Activities across the World with Four operating facilities in Europe     

and North America. 

 

 

 

Facility No of Units 

India 1 

U.S.A 6 

Facility No of Units 

Germany 1 

Russia 1 

Belgium 1 

Canada 1 



 
 

 

 Sales Volume & Capacity Utilisation 
 

 

Source: Annual Report (2015) 
 

3. CEMENT BUSINESS 
 

 Manufacturing and Sale of Cement. 

 Two  integrated  Cement  plants,  one  each  in  Andhra  Pradesh  & Telangana 

along with a Packing Plant in Karnataka. 

 Annual capacity of 3.5 Million Tons. 

 Activities in the states of Andhra Pradesh, Karnataka, Maharashtra, Odisha, 

Tamil Nadu and Telangana. 

 Markets under the brand “Priya Cement” 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
 

 

 Sales Volume and Capacity Utilisation 
 

 

 

The Company has increased its share in non-traditional markets such as Odisha and 

Maharashtra from 6% in CY14 to 16% in CY15. 

 

INDUSTRY OVERVIEW 

 

Calcined Petroleum Coke 
 

1.   Process 

CPC is manufactured from anode grade Green Petroleum Coke (GPC). GPC is the 

residual product obtained after processing of sweet crude oil (oil with lower amount of 

impurities). CPC is obtained by calcination process whereby the anode grade GPC is 

heated in a controlled environment to remove moisture and other impurities like 

sulphur. The calcination process improves physical properties of the coke making it ideal 

for use in aluminium industry as electrode. 
 

Due to improved conductivity obtained in calcination process, CPC is extensively used 

in industries like aluminium, titanium dioxide, steel etc. Almost, 75-80% of the CPC 

produced globally is consumed in the aluminium industry. 
 



 
 

 

2.  World CPC Demand by

For every metric ton of primary Aluminium produced, approximately 0.4 metric 

tons of CPC is consumed. 

 

3. Industry Size 
 

Worldwide CPC production for CY15 is estimated to be 27.5 million metric tons, 

74% of which was produced in China and North America. China continues to play a 

key role in the CPC industry and its share of the world's CPC production is 

estimated to remain at 54% in the near term. The Chinese market is largely self-

sufficient due to its immense domestic aluminium needs. 

4. Demand Drivers 
 

The demand for CPC depends upon aluminium demand (used in consumer 

electronics, tins, transportation, etc). 

 

 
 



 
 

 

5. Rain’s Size and Scale 
 

RAIN has Seven CPC Plants in US and India with aggregate capacity of 2.1 MTA 

and supplies to customers around the world, except Australia and China. 
 

6. Key Concerns 
 

The main concern to the supply of CPC is the availability of suitable quality GPC. 

GPC is a by-product of the oil refining process and is not produced to meet the 

supply or quality needs of the World's CPC or Aluminium producers. Refineries 

are processing more of sour crude oil, which results in lower quality (Fuel Grade) 

GPC. 

 

COAL TAR PITCH INDUSTRY 

1. Process 
 

Coal tar is the primary raw material for manufacturing Coal Tar Pitch and is 

produced during the processing of coking coal in a coke oven plant. It is primarily 

sourced from steel producers where they convert coking coal into low-ash 

metallurgical coke. The coal tar is distilled to produce various grades of pitch and a 

variety of intermediate chemical products. Coal tar pitch has applications in the 

aluminium and graphite electrode industries. The Aluminium industry is the largest 

coal tar pitch consumer. 

 

Primary Distillation of Coal Tar yields three products: 
 

 Coal tar Pitch (50% of yield)- 80% yield is used by aluminium smelters 

 Aromatic Oil (40% of yield)- used as feedstock as carbon black oils 

 Naphthalene Oil (10% of yield)- used internally downstream chemical 

 

 

 

 

 

 



 
 

 

 

2. World CTP Demand by end use 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

3. Industry Size 

Global CTP production is ~ 6 million tonnes. CTP production is led by China, 

rest of Asia and Europe with an aggregate share of 89% in CY15. Chinese 

production is used to fulfill domestic needs. 
 

4. Rain’s Size and Scale 

RAIN has Four Plants in Belgium, Canada, Germany and Russia with aggregate 

capacity of 1.3 MTA and supplies to customers around the world, except Australia 

and China. 
 

5. Demand Drivers 

CTP demand depends on Aluminium demand. Aromatic Oils and Naphthalene 

Oils are used in variety of industries including rubber, adhesives, construction, 

plastics, paper, textiles and electronics. 
 

There are no economically viable substitutes for CPC and CTP. 

 

 



 
 

 

 

DISCUSSION WITH MANAGEMENT 

 

Apart from the question asked by us in Conference Call of the Q3 results, we also 

had a talk with the management to get further insights of the business of Rain 

Industries Ltd. Following are the key highlights: 

 

 The  Indian  -  U.S.  Blending  strategy  facility  (current  capacity  2,50,000 

tonnes) is planning to double its capacity to 5,00,000 tonnes. 

 Euro depreciation after the Italy referendum would make the European plant 

more competitive and it may drive CTP volume. 

 Rain Industries Ltd. is gaining market share of Koopers, one of the leading 

producers of CPC in U.S. as it has started focusing more on other business 

and customers are not satisfied with its product. 

 



 
 

 

FINANCIALS (2015) 

 

Rain Industries Ltd follows Calendar Year (1
st 

January to 31
st 

December) 

                      

Return on Equity = Net Profit Margin * Asset Turnover * Leverage 
 

= 0.0316 * 0.766 * 4.5 
 

= 11% 

 

Financials   

                                           (figures in INR crores) 
 2013 2014 2015 

Revenue 1,17,44 1,19,37 1,02,18 

EBITDA 14,97 12,22 13,49 

Net Profit 4,51 2,56 3,23 

EPS 13.39 7.62 9.61 

 
 

QUARTERLY RESULTS (Q2 2016) 

Carbon Products sales volume during Q2 2016 saw an increase of ~11% as 

compared to Q2 2015. The increase is mainly due to 
 

 The incremental volumes from Russian CTP Plant and 

 Indian CPC Blending Facility 
 

In the CPC product line, Indian blending strategy is driving volumes in the sluggish 

aluminium market. In second half of 2016, the company expects to bring all U.S. plants 

to full production. 
 

The basis of the India CPC blending strategy is to ship CPC product from US 

plants, and blend it with the Indian produced CPC product for re-sale in India and the 

Middle East markets. As Aluminium smelting is shifting from countries with high  

 

operating costs such as the US and South America, to countries with lower costs of 



 
 

 

operation, such as India and the Middle East, this blending plan would help the 

company to maintain the production volumes in the U.S. and meet the growing 

demand of emerging Aluminium markets. 

 

QUARTERLY RESULTS (Q3 2016) 

 

Consolidated Revenue during Q3 2016 fell by ~17% compared to Q3 2015. 
 

The decrease is mainly due to it decrease in CPC sales that were partially offset by 

increased volume in CTP & other Carbon products from Russian CTP Plant. The fall 

in CPC sales volume is mainly due to change in customer delivery schedules. 
 

Operating profit in Carbon Business increased by 15% in spite of fall in volumes due 

to various cost optimization initiatives. 
 

Chemicals sales volume during Q3 2016 also decreased by ~17% as compared to Q3. 

The fall in Chemical Sales Volume is mainly due to a ~59% decline in trading volumes. 
 

Operating profit in Chemical Business increased by ~18% in spite of fall in volumes as 

compared to Q3 
 

Finance Cost decreased by ~2% due to decrease in debt through buy-back of 

Senior Secured Notes and making of scheduled repayment of debt partly. 

 

Net Profit during Q3 2016 increased by 37.2% as compared to Net profit during Q3 

2015. 

 

 

 

 

 

 

 

 

 



 
 

 

 

QUARTERLY RESULTS (Q4 2016) 

Consolidated Financial Highlights 

 Q4 (2016) Q4 (2015) 

Revenue 2361 2351 

Adjusted Operating Profit 408 218 

Adjusted Operating Margin 17.1% 9.2% 

Adjusted Net Profit 94.7 (7.6) 

Adjusted EPS 2.82 (0.23) 

Rs. in crores 

 

 Consolidated Adjusted Operating Profit increased by 86.4% mainly 

due to manufactured carbon product sales volume and cost optimization 

initiatives. 

 

 Carbon Products 

CPC volume in Q4 (2016) increased by 30% as compared to Q4 (2015). 

CTP volume in Q4 (2016) increased by 22%. 

Overall Carbon Products Segment’s volume declined due to decrease in Pet 

Coke trading volume but this is offset by tremendous increase in volume in 

its core products like CPC and CTP. 

 

 Operating Profit margin in the Carbon business increased by 10.6% due to 

change in product mix and various cost optimization techniques. 

 

 Chemical Sales Volume during Q4 suffered a decline of 4.2% and the 
fall is mainly due to decline in trading volumes. 

 

 Cement Volumes declined due to the impact of demonetization on the 

construction & infrastructure sectors 

 

 The Company achieved a EPS of Rs. 4.14 as compared to EPS of Rs.3.02 during 

Q3 2015. 



 
 

 

QUARTERLY RESULTS (Q1 2017) 

Consolidated Financial Highlights 

 Q1(2017) Q1(2016) Variance 

Revenue 2555 2226 14.8 % 

Adjusted Operating 

Profit 

441 274 60.9% 

Adjusted Operating 

Margin 

17.4 % 12.4% 5% 

Adjusted Net Profit 102.8 (7.3) 110.10 

Adjusted EPS 3.06 (0.22) 3.28 

Rs. in crores 

 

1. Consolidated Adjusted Operating Profit increased by 60.95% mainly due to the 

following reasons: 
 

▪ The Carbon Segment was the major contributor to increase in profits. 

▪ The capital projects that were undertaken in the last few years have been   

stabilized and are operating as per the operating schedules. 

▪ Carbon Product EBITDA remained strong with 20.7% in Q1(2017) as 

compared to 14% in Q1(2016). It was due to increased volumes and 

increased realisations in CTP plant. 

▪ CPC volume in Q1 (2017) increased by 20.5% as compared to Q1(2016). 

▪ CTP volume in Q1(2017) increased by 21.4% as compared to Q1(2016). 

▪ It has a competitive advantage by being on a lower cost curve. This 

allows them to be the cost leaders in their industry and improve 

EBITDA/tonne for the CPC and CTP products. 

▪ All  units  of  CPC  and  CTP  are  operating  at  maximum  capacity. 

Improvement in aluminium demand in future which would lead to increased 

demand for company’s products and improving pricing power would boost its 

bottom-line significantly. 
 

▪ The Chemical Segment’s growth was mainly due to Strong demand for 

Resins from Adhesive Industry and turn-around of Aromatic Chemical 

product portfolio. Revenue increased by 6% and operating profit increased 

by 27%. 

 

 

 
 



 
 

 

Particulars   (in crores) June 2017 June 2016 Q2 2017 vs. 

Q2 2016 

Revenue 2716.6 2566.1 5.86% 

Adjusted EBIDTA 467.8 474.7 (1.45%) 

Adjusted EBITDA 
Margin 

17.2% 18.5% (130 bp) 

PBT 237.5 234.1 1.45% 

     Net profit 151.5 135.1 12.14% 

NPM 5.57% 5.26%       31bp 

 

▪ Revenue from cement segment was 8.5% lower as compared to Q1(2016) 

due to increase in costs. The company has made efforts to reduce cost and 

the improvements would be visible in the next quarter. The price increase of 

cement in April and expected increase in demand due to housing and other 

infrastructure projects would show good results in the current quarter. 
 

2. Adjustments to Q1CY17 net profit mainly includes exceptional item of 

Rs6.7crores related to debt refinancing. 

 

3. Depreciation Rates have moved higher because of the change in the 

accounting system. 
 

4. During March 2017, the Company’s wholly owned step-down subsidiary in 

USA completed issue of 7.25% Senior Secured Notes for $550 mn to partly 

replace high –cost (8.25%) debt. 
 

5. The company announced two new projects – setting up a Packing Material 

plant (capex - Rs32 crores) and setting up a hydrogenated hydrocarbon resins 

plant in Netherlands (capex - Rs98 crores). 

 

 

QUARTERLY RESULTS (Q2 2017) 

Consolidated Financials Highlight 

 

 

 

 



 
 

 

 

The company reported good results in Q2, CY2017. According to guidance 

provided by the management, going forward the following would be the 

key developments: 
 

 Margins 
 

CPC prices have increased by $100 in recent months and company follows 

semi-annual pricing for its clients. The effect of rise in price of CPC 

would be felt in the next half year. Therefore, the next two quarters are 

expected to reflect improved margins. 
 

 Volume 
 

CPC volumes declined in the current quarter due to Shipment Timings and 

planned maintenance activity. Increase in CTP and other Carbon Products 

volumes are due to increased realisations and distillation of both coal tar and 

crude benzene. 
 

But the management guided that going forward demand for CPC and CTP will 

increase as the production of Aluminium is going to increase in U.S and Europe. 
 

 Leverage 

 

On the leverage front, company is planning to reduce its DEBT/EBITDA to 

less than 3x by next year. The company also gave guidance to refinance its debt 

in early 2018 at significantly lower rates which would further increase its 

bottom-line. 

 

The management further guided: 
 

 Sales translation was lowered due to depreciation of Euro and US$ 

against Indian rupee. 
 

 The company is not affected by the prices of its competitor like Kooper due 

to its better quality products. 
 



 
 

 

 All the plants are running at optimum capacity utilisation. 
 

 Cement Volumes declined due to weak demand in some states due to 

the effect of Demonetisation and GST. But with government focus on 

infrastructure and affordable housing, the demand is expected to increase. 

 

  Aluminium Industry: 

 

Global Aluminium Prices recently breached the upper limit of $2000 and 

LME aluminium inventory is gradually decreasing. With China closing 

down smelters in coming months and U.S. and Europe planning to restart its 

aluminium capacities is an indication of increased demand for aluminium. With 

increase in production, the demand for Rain’s products would also increase. 

 

 Expansion Plans: 
 

 

The Company is setting up a new CPC Plant of 370,000 Tons per annum in 

Andhra Pradesh Special Economic Zone. The estimated project cost is Rs. 

424 crores and is estimated to commence its operations during March 2019. 
 

The company is making additional investment of US$ 17.0 million to 

debottleneck the existing Petro-Chemical Feedstock Distillation Facilities in 

Belgium and Germany. The installed capacity will incrementally increase to 

2,00,000 Tons per annum. 
 

Both the expansions would be financed through internal accruals.  
 

 

 

 

 

 

 

 



 
 

 

 

KEY RISKS 

1. Disruption in supply of key raw materials like GPC, Coal Tar. 

The main concern to the supply of CPC is the availability of suitable quality GPC.   

GPC is a by-product of the oil refining process and is not produced to meet the 

supply or quality needs of the World's CPC or Aluminium producers. Refineries are 

processing more of sour crude oil, which results in lower quality (Fuel Grade) GPC. 

 

This risk is mitigated to some extent because the company has a technology called 

SO2 Scrubbing. Low sulphur GPC is used in making CPC and high sulphur GPC is 

abundantly available in U.S. Rain has its CPC plants in the U.S. which has a 

technology called SO2 Scrubbing. It removes SO2 from high sulphur GPC, thus 

allowing its use in manufacturing of CPC. 

 

2. Foreign Currency Fluctuations 

Most of its revenue is in US dollars and Euro. So, adverse foreign currency 

movement may impact the earnings of the company. This risk is mitigated to some 

extent because the company is naturally hedged.  

 

3. Dependence on Aluminium Industry 

 

CPC and CTP has direct co-relation with the production of aluminium. Any 

slowdown in the aluminium Industry would impact the revenue of Rain Industries 

Ltd. 

 

Overall, we believe that the company is expected to deliver good results as sales and 

margins of Carbon Product Segment are expected to increase in the coming quarter. 
 

 

 

 

 

 

 

 

 

 



 
 

 

 

PORTERS FIVE FORCE ANALYSIS 

 

1. Bargaining Power with Suppliers 

RCL fulfills ~60-65% of its GPC requirement through long term contracts. RCL 

shares a cordial relationship for last 15-20 years with the GPC producers. In 2005 

Rain entered into a contract with ConocoPhillips’ facilities. In return, the 

companies signed a 10-year agreement by which ConocoPhillips will provide Rain 

the option to purchase all anode-grade GPC produced at its refineries, subject to 

requirements for its existing calcining plants. 

 

2. Bargaining Power with Buyers 
 

RCL sells its products in many countries and shares relationships with many of its 

customers extending more than 15 years. 

 

3. Threat of  New Entrant 
 

GPC linkage - an entry barrier for new entrants 
 

Anode grade GPC availability is the critical factor for setting up new CPC capacity 

as it is produced only from sweet crude that is processed by few refiners 

worldwide. Currently, RCL enjoys long term relationship and contracts with major 

sweet crude processors. 
 

4. Threat of Substitutes 

There are no economically viable substitutes for CPC and CTP. 
 

5. Rivalry among existing Competitors 

Koppers- It is the largest coal tar distiller globally, operates primarily in US. 

Himadri Chemicals- It is the largest coal tar pitch manufacturer in India. 

   Goa Carbon Ltd. – It produces Calcined petroleum Coke. 



 
 

 

COMPETITIVE SCENARIO 
 

Currently, Carbon companies are facing difficulties due to global and 

domestic reasons. The profitability has been affected drastically due to lower 

realization of the products as well as volatility in foreign currency. The overall 

sluggishness in the Aluminium industry, meltdown in commodity prices and 

global industrial recession particularly in China has affected this industry 

significantly. 
 

1. GOA CARBON LTD 
 

Goa Carbon is a regular supplier of calcined petroleum coke to aluminium 

smelters, graphite electrode and titanium dioxide manufacturers as well as 

metallurgical and chemical industries. The Financial year 2015-16 was one of 

the most challenging year for this Company. Manufacturing plants are located in 

South Goa, Bilaspur in Chhattisgarh and Paradeep in Odisha. 
     
    

 

 

                    The company is planning to maintain its volume growth of 5-10% in FY17. 

 

2. HIMADRI CHEMICALS      
 

It is the largest producer of Coal Tar Pitch in India with ~65% market share. 
 

Capacity 

(MTPA) 

CTD CB SNF 

Howrah 48,00
0 

  

Hooghly 3,22,
000 

1,20,000 50,000 

Vizag 30,00
0 

  

Vapi   18,000 

Total 4,00,
000 

1,20,000 68,000 
 

                     Return on Equity -1.5% 

Revenue (Rs. In crores) 1,436.30 

 

            Capacity Utilisation                 75% 

            Return on Equity (2016)                -4.3% 

        Revenue (Rs. in crores) (2016)               315.45 



 
 

 

 

                     FUTURE OUTLOOK 

 

 Aluminium demand is expected to continue its upward 

arc. Why? 

 
As aluminium is gaining market share to other metals in a lot of industries 

including Construction, Automobiles, Packaging and Aerospace, we believe 

Aluminium volumes are more important than the prices. Hence, our leading 

indicator remains the aluminium production volumes which are showing the 

following trends:  

The demand for Aluminium is expected to continue its upward arc. because of the 

following reasons: 

 

1. Usage of aluminium in automobile designs is going up substantially owing to its 

lightweight and ability to be energy efficient that comply with stricter pollution 

norms being followed around the world especially the large economies. 

 

All major automakers have already started the shift since last year with major US 

automakers making their major selling cars with high aluminum content. 

Novelis Inc. developed an advance alloy to cater to the automotive manufacturing 

segment in North America after successfully launching it successfully in Europe. 

2. Boom in Electric Vehicle to futhur spur Aluminium Demand 

The greater adoption of electric vehicles, which uses more metal than conventional 

vehicles, will have positive consequences for aluminium producers.  

 

Apart from the vehicle’s chassis, body and wheels, aluminium will mandatorily be 

used in the cases that carry electric batteries in EVs because of its lightweight 

property.  



 
 

 

 

Demand for aluminium will also rise on account of infrastructure needs for serving 

EVs, since aluminium is commonly used as housing material for EVs charging 

stations. Some 45% of charging stations producers use aluminium extrusions for 

housings. This lightweight metal will also have its share in the construction of 

assembly plants of batteries and vehicles. 

CRU expects aluminium demand for cars in Europe to grow by 12% CAGR from 

2016-21 and 19% CAGR in North America over the period. 

According to European Aluminium, the average European car currently uses around 

150 kg of aluminium (2016 data). This is expected to increase to 200 kg by 2025.  

In USA, the average content in cars will increase from 180 kg in 2016 to around 235 

kg in 2025. 

The uptick in aluminium demand is expected to continue for quite some time as new 

facilities producing aluminium parts and batteries for EV segment will enter the 

market to meet the increasing demand.  

 

3. Packaging Sector  

 

In the packaging sector, especially soft drinks and beer, there is a shift from glass to 

aluminium. Increased adoption of aluminium cans by beer and soft drink producers in 

China is expected to be a significant driver in aluminium demand in the coming years.  

 

4. Our visit to Aluminium Conference in Dubai and Aluminium Extrusion expo 

in Mumbai gave us an insight that in future aluminium will become predominantly 

important in construction activities and infrastructure mainly in windows and do



 
 

 

 

 

5. The China Factor causing a Structural Change in the Global 

Aluminium Industry 

 

Until now, China was meeting the fueling demand of aluminium in the world. 

Now, the fundamentals of the industry are slowly changing and leading to 

benefit the global aluminium industry ex. of China.  

The Aluminium Production in China fell by 6.6% in September, 2017. It has 

been declining since June,2017.  

Chinese exports of aluminium (mostly semi-aluminium products) in October 

down 5.4% month on month. 

China production cuts act as a long term game changer for the global 

aluminium industry leading to rise in prices which will in turn, incentivize 

opening of new capacities in other parts of the world.  

Illegal capacities which got shut will not start production in future. It is time 

consuming and costly process to restart the production and this will raise 

production cost for them.  

 

 



 
 

 

 

                  Source: AluminumInsider 

 

Domestic Aluminum Production increased 

 

 Hindalco, the largest domestic producer, saw its production going up 2% 

in July-Sept quarter 2018. 

 

 NALCO production was up 10.3 per cent during April-September quarter 

2018. 
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 Global Aluminium scenario discussed above and the 

supply side challenges makes us believe that the raw 

material industry i.e. CPC and CTP markets are 

witnessing a structural change and  their cycles are 

expected to sustain for a longer period of time than the 

aluminum cycle. This reduces the cyclical nature to a large 

extent due to following reasons: 

The increase in Aluminium Production will lead to increase in demand of raw 

materials such as CPC and CTP. 

Total capacity cuts in Aluminium in China is ~3,50,000 tonnes whereas CPC 

cuts is     ~7,00,000 tonnes. There is significantly more cuts in the raw material 

capacity. 

Chinese curtailment in CPC production is causing a structural change and is 

beneficial to other global capacities as increased demand would be fulfilled by 

the existing capacities. There are huge entry barriers due to capital intensive 

nature and raw material constraints in the industry.  

Our discussion with other analysts gives us an idea that there is significant 

supply constraint in the industry. Oxbow, one of the leading CPC producers is 

operating at low capacity utilization inspite of  increasing demand for CPC. 

There are new small calciners restarting their production capacity but still there 

is no significant risk to the company as the new players lack on the technology 

front and Rain Industries Ltd. has the SO2 Scrubbing technology which makes it 

advantageous for them to produce at low cost. This allows them to creams out 

better margins as compared to its peers. 

Rain Industries Ltd. is well positioned to capture these market opportunities as it is 

the largest producer of CPC and CTP and also the lowest cost producer.  

Moreover, it is a converter of products and supplies to commodity markets. Prices of 

CPC and CTP are not indexed to aluminium prices and they are influenced by their 

own supply and demand dynamics. If there is demand, irrespective of the commodity 

prices, margins would definitely expand.  


