
 

 

  

 

 

 

 

 

  
 

 

 

 

  

   

   

   

   

   

   

   

 

Mr. Reddy seems Ready for an exciting 2019, with many expansions coming on line 

and a possibility of developing one of the most promising Advanced Carbon Material 

Segment. 

A person who knows his business in and out, minds his business and grows it slowly 

and has proven its skills during the difficult times  by  steadily building piles of cash 

flow and making bold and game changing moves which was beyond the expectations of 

market.  As a result, the company is now the world leader in two extremely important 

materials used in anodes for aluminium smelting.  
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Introduction and Summary of our 

Investment Thesis 

We initiated coverage of Rain Industries Ltd. on 11th 

Aug, 2016 at a market cap of Rs. 1290 crores. 

A lot has been talked and speculated about this stock 

since we first released our note in 2016. We feel that 

the business is discussed very widely but still very 

less understood and highly speculated. In our 

opinion, understanding how the business makes cash 

flows is not as complex as perceived and that the 

company has a reasonable runway available to utilize 

the cash generated from Traditional Products to 

develop its Advance Carbon Materials business.  

We believe, the earnings multiples to be given to this 

company should be bifurcated into 2 different 

multiples to be given on 

i. Earnings of commoditized business- to be 

given lower PE  

ii. Earnings of Specialty chemicals and advance 

materials- to be given higher PE as it’s a more 

stable business 

The first thought that comes in mind when we hear 

Rain Industries Ltd. is that it is a cyclical company. 

If one understands the business of Rain Industries 

then, it can be inferred that it is a mere converter of 

different slurry materials and manufactures products 

used in Aluminium Industry. This is explained in 

detail in subsequent part of the report 

 

Key Data ( as on 30th Sept,2018):                    

Industry:                                              Metal 

CMP                                               Rs.163.35                                       

Market Cap (Cr):                            Rs. 5455 

52-week high/low:                   Rs.475/148   

Investment Horizon:                    2-3 years 

Outlook:                                           Positive 

 

 Shareholding Pattern  

 
Promoters:                                     41.10% 

FII:                                                    16.5% 

Mutual Funds:                                0.30% 

Public:                                              42.1%                     

36.53% 

Research Analyst 

Gunjan Kabra  

gunjankabra2012@niveshaay.com 

Company Update 

Initiated Coverage 

Date:                                11th August, 2016 

Price:                                                    Rs. 39 

Market Cap(Cr):                             Rs. 1290 
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The sale of its product depends on the overall Aluminium Production. It is not related to LME 

Aluminium Price. Therefore, higher aluminium demand leading to more aluminium production 

and this creates more demand for Rain’s Products.  

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. 

At the time of investing in Rain Industries Ltd., our thesis was that the aluminium cycle seemed to 

be turning around promising to be in a good shape in the coming years. Instead of investing 

directly in any aluminium company, where the supply side disruptions were very few and far 

between, we decided to play on a company which manufactures essential and niche material (CPC 

& CTP) used in the production process and whose industry had gone through supply side 

rationalization. It was further supported by huge entry barriers and no substitutes for the products. 

Rise in demand and commodity prices, supply deficit in carbon products has aided Rain Industries 

Ltd. to perform well.  

Slowly, our analysis on the same gave us an idea that the Chinese cutting down production in 

Aluminium and calcining is actually causing a structural change globally. The fundamentals of 

the industry is slowly changing and leading to benefit the global industry ex. of China. This 

actually acted as a long term game changer for the global aluminium industry leading to more 

production outside China. 

The following graph depicts the increase in aluminium production in the Middle East in the last 

few years.  

 Aluminium Production in Middle East               U.S. Primary Production Growth (in 000’) 

741

974

1223

CY 17 CY 18(Potential) CY 19 (Potential)
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The capacity utilization of the Aluminium Industry in U.S. is currently only 50%. The aluminum 
production as per management would be 65% higher in 2019 in US as compared to 2017. This will 

translate into additional demand of 192.8 thousands tonne of CPC in United States. The company 

has most of its plant located in U.S. and has a well-established client base. Thus, there is a huge 

room to grow if the company is able to win business there. 

 

There are lot of changes that happened in the Aluminium and the Carbon Industry since the time of 

initiating coverage. The report also highlights how the industry of CPC and CTP has changed over 

the last 2 years and the future prospects of this industry.  We believe Chinese winter cuts are here to 

stay and they are throwing some interesting trends in the demand supply chain of carbon products 

especially for CPC. Hence, this company needs to be analyzed in light of the following emerging 

factors. 
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   1. Investment Rationale 

i. Long-standing relationship with suppliers 
 

Rain enjoys long-standing relationship with many of its suppliers. It is very important to have 

an ensured availability of raw material in both CPC and the CTP market when there is not easy 

availability of GPC for the calciners. It becomes difficult for the new calciners to secure raw 

material supply as compared to the bigger players who already have a tie up with the refineries. 

Infact the acquisition done by Rain of a much larger company than itself in 2007 gave Rain 

several long term supply contracts with an average maturity of over ~20 years. In world where 

the supply of quality raw material is shrinking, this acts as a very important competitive 

advantage.  
 

More than 90% of Ruetgers Coal Tar supply is based on long term contracts with relationships 

exceeding more than 10 years. Ruetgers recently expanded its Coal Tar Supply base by 

establishing the Russian JV. 

 

ii. Long-standing relationship with customers 
 

Rain has established a customer base which includes top notch aluminium companies like 

Alcoa, Rio Tinto Alcan, Norsk Hydro ASA, Century Aluminum and Aluminerie Alouette Inc, 

Vedanta Aluminum Limited, etc. Rain has maintained relationship with many of their 

customers for over 15 years on average. Most of these smelters are the strongest in the industry 

hence they don’t get affected by the minor hiccups in the industry 

 

iii. Technical Specifications needed  

CPC and CTP are technical products where proper R&D is required. For instance, different 

grades of GPC are blended to form CPC. CTP contains polycyclic aromatic hydrocarbons 

(PAHs) that require safety precautions during its use. The content of PAHs has to be 

moderated according to the use of the product. With the technical know-how only, the 

company has been successful in diversifying its products.  

 

SECTION I: INVESTMENT RATIONALE 
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iv. Geographical advantage in terms of: 

 Suppliers 

All its CPC Plants are located in the United States where it as access to one of the 

most reasonably priced cokes and most of its plants in U.S. are located near the 

refineries and also near ports for easy transport of finished goods throughout the 

world which results in lot of savings in freight cost.  

 

v. Naturally Hedged in terms of currency exposure 
 

All the CPC Sales are made in US Dollars around the globe. The company derives 40-50% of 

revenues in Euros from Plants located in Europe. If dollar strengthens, the euro becomes 

weaker meaning European Markets becoming competitive resulting in higher operating 

profits. 

Only about 10% of revenues from plants in Europe are generated in US Dollars, for which 

costs are incurred in Euros. A 10% decline in Euro-Dollar Exchange Rate would result in less 

than 2% decline in operating profitability in US Dollar Terms.  

It has allocated its Debt also in a way to bring down the tax cost at the same time remain 

hedged by having it proportionately in areas where it generates that cash.  

 

vi. There is no company globally who makes both CPC and CTP. 
 

This is an added advantage to Rain as it helps in increasing customer base and also 

maintaining it. Carbon Cost is approximately only 15% of the total aluminium manufacturing 

cost. Since, both are used in making anodes, sourcing them from one company only rather 

than 2-3 companies reduce hassles for smelters. 

 

vii. Gets priority to supply to smelters due to capability to fulfill volumes at lower 

cost.  

Cost Differentiation and keeping the quality intact is a very big advantage to have in this 

industry. Among the competitors, Rain is one of the best placed Calciner globally by being the 

Lowest Cost Producer due to the best raw material management and Capex done in the past 

years to process low quality raw materials too.  Further, strategic locations of plants leads to 

savings in logistics cost. This also helps in reducing cost. Hence, technology and strategic 

location of plants allow Rain to produce at lower cost than the competitors. 
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viii. Superior Business than Aluminium Smelting 
 

Apart from a capital intensive industry with large supply distruptions,  profitability of smelters 

vary a lot depending on the region of production and its comparative advantage along with the 

LME Prices. On the other hand, CPC and CTP are niche materials where supply disruptions 

are very few and are sustainable in the long run even if the aluminium cycle is in downturn.  

 

ix. There has been no major capacity expansion in CTP since last many years. 
 

The CTP Market is highly concentrated with a duopoly market structure. Shutting down of 

plants by the competitor has led to further consolidation in the industry and allowed Rain 

Industries to grab market share when the aluminium production is on an increasing trend.  

 

x. Excellent capital allocation skills 
 

Efficient capital allocation is paramount for successful running of any company. The company 

took various measures like investing in Flue Gas Deslphurisation Plant and patented ICE 

Technology that helped it to increase profitability. The price at which the acquisition of Rain 

Carbon and Rutgers was done also shows prudent capital allocation skills by the management.  

Have set up Waste Heat Recovery Plant 

Rain Group has made significant investments in Waste-Heat Recovery System at its CPC 

Plant. Essentially, waste heat recovery is the practice of reusing heat energy that would 

otherwise be expelled and wasted. RAIN Group co-generates energy through waste heat 

recovered in the calcining process. Apart from increasing efficiency, the operation of these 

waste-heat recovery units reduces greenhouse gas emissions by offsetting the use of fossil 

fuels that would be otherwise required to produce an equivalent amount of energy. This 

significantly reduces RAIN Group’s carbon footprint and results in carbon-neutral facilities. 

 

xi. Factors that will further lead to growth in profitability:  
 

 CPC Expansion (Plant Commencement: Q4 CY2019) 

Expected EBITDA Growth in 2020: ~166 crores 

 De-Bottlenecking Plant (Plant Commencement: Q4 CY2018) 

Expected EBITDA Growth in 2019: ~132 crores 

 

 

 Interest Savings  
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The Finance Cost decreased substantially from Mar 18 quarter due to refinancing 

of debt. The savings in interest cost is ~Rs 139 crores per annum 

 Focus on Advanced Carbon Materials                                                               

The cash flow from traditional business would be used for growth in this division. 

The company is trying to make the most on the opportunities in the growing 

Lithium Ion Battery Industry by providing coating materials used in anode in 

Lithium Ion Battery. This is a solid margin product for emerging markets. 

 

xii. The company remained profitable when other competitors were making cash 

losses.  

The company’s competitive advantage was evident during the bad cycle as it remained 

profitable. This provides a cushion and at the same time shows good decision making ability 

of the management. 
 

All the above points are discussed in great detail in subsequent part of the 

report.  

 

2. Reviewing Annual numbers would make more sense than 

quarterly numbers  

Every company has to be analysed differently according to its business. It is good to review 

quarterly but some businesses need to be evaluated yearly. Businesses are built over a period of 

time and not quarter on quarter.  

As rain is a mere convertor which produces essential carbon chemicals required primarily during 

the process of smelting of Aluminum by using the slurry materials coming out of petroleum 

refineries and steel plants as its raw material, the convertor margins follow a very narrow range 

over time and are generally very sticky but they can sometimes fluctuate within quarters making 

us believe they are lot more volatile then what they actually are. 

It is very important to understand that Rain Industries is a global company and is affected by the 

carbon and aluminium Industry of many countries and not just one. 

Winter Cut is a 4 months event (Nov,2017- Mar,2018). Companies like Rain Industries generate 

higher revenues and profitability in these quarters as compared to other quarters which are slow-

moving.  
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The margins for Carbon Companies expand substantially during these months primarily due to 2 

reasons: 

i. Prices of carbon products go up during these months. 

China is the major producer globally with a quantum of close to 60% of the entire world.  The 

Chinese manufacturers are forced to work at only 50% capacity during these months in major 

provinces to curb pollution emissions creating shortage of these products. This results in 

increasing prices as it would become a net importer during these months from being an exporter 

as aluminum production is being cut by just 30 % from this season.  

ii. GPC doesn’t face winter cuts 
 

The raw material i.e. GPC which is a byproduct of the refining industry does not face these winter 

cuts.  Hence, the production of GPC isn’t affected during these months and the surplus produced 

is available for exports to other countries. Hence, it reduces the prices of GPC during these 

months. 

Companies like Rain Industries being global leaders are able to generate higher revenues and 

profitability in these quarters as compared to other quarters due to their ability to purchase and 

sale these commodities from all parts of the world.   

Hence, Rain Industries Ltd. should be assessed on yearly basis.   
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Rain Industries Ltd.

Carbon Products

Calcined
Petroleum Coke

CPC Blending

Coal Tar Pitch

Other Carbon 
Products

Advanced Carbon 
Materials 

Engineered Products:

-Carbores

-Petrores

Petro Chemical 
Intermediates

Naphthaline 
Derivatives         

Resins

Cement Products

Priya Cemet 

SECTION II: BUSINESS SEGMENTS 
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CPC

• Aluminium

• TIO2

• Needle Coke 

• Other Speciality Market

CTP

• Aluminium

• Graphite Electrodes 

Other Carbon products

• Wood Treatment

• Carbon Black 

Engineered 
Products

• Steel

• Refractories

• Speciality Coatings 

Petro Chemical 
Intermediaries 

• Polymers & 
Solvents

• Coatings

• Pigments  

Naphthalene
Derivatives

• Construction

• Chemicals 

• Plastics

Resins

•Adhesives

•Coatings

•Rubber

Carbon Products (End Use Industry) 

Advanced Carbon Materials  

Revenue by End-Industry 

2017 
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Revenue by Business Segment  
 

 

1. CARBON PRODUCTS 
 

1.1 Calcined Petroleum Coke  
 

i. Manufacturing Process 
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CPC is manufactured from anode grade Green Petroleum Coke (GPC).  

Petroleum Coke is a by-product of the oil refinery process. Its properties vary with the crude oil 

source and the refining process used.  

The main indicators of quality of petroleum coke obtained during crude oil refining are the 

content of sulphur, ash and moisture.  

By sulphur content, petcoke is divided into  

- Anode grade coke (low-sulfurous coke) used in making CPC and  

- Fuel grade coke (high sulfurous coke) used in various industries as a fuel.   

Fuel grade petcoke represents nearly 80 percent of worldwide production and is a source of fuel 

for cement kilns and electric power plants. 

ii. World CPC Demand by End-use 

 

Source: Company 

iii. Industry Size  

The total global CPC production is 28.64 million tonnes. Around 58.75% production is in China. 

The second largest producer is North America with share of 15.7%.  
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The following graph highlights the Production and Consumption of CPC (in 000’ tonnes 

different countries in 2017: 

     
Source: CRU 

 

Production and Consumption of CPC (in 000’ tones) in China:  

 
Source: CRU 
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iv. Industry Structure 

 

 Global CPC Facilities 
 

- Merchant Producers 
 

This type constitutes of majority of the CPC plants. In this type, manufacturer sources 

GPC from refineries and make CPC. In order to have good and consistent quality of CPC, 

smelters prefer merchant calciners.  

For example: Rain Industries Ltd. and Oxbow 

Carbon  
 

- Refineries 

    CPC is also produced by crude oil refineries 

who are forward integrated. They already 

produce Anode grade GPC and has set plant to 

produce CPC. For example: Conoco Phillips  

- Smelters Integrated 
 

Aluminium Smelters have their own CPC plants used for captive consumption and the 

surplus is sold in the market. It constitutes a very less portion of the total calcining 

facilities globally. For example: Alba has its own CPC plant. 

 

 Why Smelters prefer Merchant Calciners?  

GPC contributes less than 3% to the refiner’s overall revenue and needs to be further 

extracted through further processing of residual fuel. Similarly, CPC contributes ~12-14% 

of the total cost of production of Aluminium. The appropriate quality of CPC is very 

important as inferior quality leads to higher energy consumption.  

Captive production by smelters isn’t a feasible idea for them as the availability and quality 

of raw material varies over time. Since, it requires technical expertise to produce 

efficiently and at lower cost, they prefer to procure from Merchant Refineries. The 

difference lies in their expertise as they are focused on producing only CPC and will 

always try to remain competitive by produce good quality at lower cost. This even helps 

smelters to reduce their carbon cost. The two largest calciners, Oxbow and Rain Industries 

Ltd. are also based on merchant calcining model. 
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 Why is it difficult for Aluminium Smelter to have their own Carbon 

plants? 

It is good to have a well-integrated plant as it saves cost. But it is not viable all the time. 

The Raw Materials used in making aluminium are: 

Aluminium Cost Break-Up 

 
 

- Alumina contributes the highest to the raw material cost followed by Power.  

- Approximately, 60% cost is Alumina and Power.  

- Carbon Costs around 10-15% to the cost of raw material consumed.  

It makes sense for the Aluminium Smelters to be vertically integrated by producing 

Alumina as it contributes significantly to the cost. It can save cost significantly when 

there is rise in price.  

The Carbon Segment just contributes around 10-15%. There are some aluminium 

smelters like Alba, Rusal that have their own Carbon Plants. The Carbon Industry itself is 

a huge industry governed by a lot of factors like raw material sourcing and availability, 

location of the plants, intricacies in transportation. Since, it is not a large part of their cost 

structure; many smelters don’t own them.  

In order to have good and consistent quality of CPC, smelters prefer merchant calciners.  
 

 Why not Refineries? 

There are refineries who manufacture CPC but it is not a major part of their business 

because it is manufactured from the by-product of their main business. One risk for CPC 

manufacturers is the availability of anode grade GPC. In the recent years, crude oil 

refineries find it more profitable to manufacture sour crude oil (high sulphur) instead of 

Alumina 

and Power

60%

Carbon  

15%

Other 

Materials 

and 

Conversi…
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sweet crude that generates anode grade GPC.  Not many refineries will set up new CPC 

plants. It is easier for them to dispose or sell to the calciners. Several factors make it 

unviable for refineries to have calcining business: 

- Calciners source GPC from different refinieries to meet the quality standards. It 

becomes difficult to have long lasting relationship with competitors.  

- It just contributes 2-3% of total revenue. It is not worth the effort. 

v. Rain Industries Ltd: CPC segment 
 

Rain’s 7 CPC facilities are spread across the USA and India. 4 out of 7 plants have Waste Heat 

Recovery Plant and 3 plants have Flue Gas Desulphurisation. 2 plants are located near the 

refinery. 

Total capacity: 2.1 million tonnes along with 1 million tonne of CPC blending at Vizag.  
 

During normal cycle, the company makes a spread of around $80-100 after conversion.  

 

 Expansion of CPC plant in Q3 2019 

The company plans to expand its CPC capacity by 3,70,000 tons in India. The plant is 

expected to commence in 3rd Quarter, 2019. This plant is different from rest of its CPC 

Plants. The new plant has a vertical shaft technology whereas the other plants have rotary 

kiln. The difference lies in usage of GPC and CPC output. The vertical shaft technology 

consumes lower GPC as compared to the rotary kiln because of lower heat up rate. It 

allows usage of some marginal grade qualities which cannot be processed in Rotary Kiln. 

This gives a lot of flexibility. The rotary kiln takes 1 hour to convert GPC into CPC 

whereas the vertical shaft takes 24-36 hours.  

This isn’t a new technology. China uses vertical shaft technology to produce CPC.  The 

cost of setting up is slightly lower or same. One cannot rely on it as a primary technology 

to produce CPC to meet the increasing demand. A company can have 15-20% of total 

production with this method which enables them to reduce cost and increase profitability. 

This technology would enable the company to meet the quality specifications of its 

customers by blending CPC produced in the existing Vishakhapatnam plant. Currently, the 

blending unit imports CPC from China and U.S. The production in this unit would be used 

to replace some of these quantities imported from China and US. 

Following EBITDA is expected to be generated with the CPC expansion in India: 
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Utilisation 65% 80% 85% 

(Rs. in crores) Q4 2019 2020E 2020E 

Realization per ton (in $) 450 420 420 

EBITDA 27.19 166.59 177 

EBITDA Margins 15% 20% 20% 

 

 Technology Advantage 
 

- The Flue Gas Desulphurisation (FGD) plant removes Sulphur Dioxide from the 

flue gas before it is released into the atmosphere and hence reduces our impact on 

the environment. This is also known as SO2 Scrubbing Technology.  

This has dual advantages:  

o It allows usage of high sulphur coke which is cheaper than low sulphur coke  

o It is not very polluting, hence the adverse impact on the environment is 

reduced.  
 

- Rain also has patented ICE Technology which allows usage of inferior grades of 

GPC to produce CPC without compromising the quality of the product materially. 

It allows the company to use non-traditional coke in which upto 10% usage is shot 

coke.  

Market Share 

 

Rain has a market share of near 36% share in United States(CPC). Rain has a 
market share of 8% globally and 16% ex-of China. 
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1.2 Coal Tar Pitch 
 

i. Manufacturing 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.  
 

Coal Tar is primarily sourced from steel producers manufacturing through BOF route where they 
convert coking coal into low-ash metallurgical coke in coke oven batteries.  
 

Coal Tar Pitch is also derived from petro tar. The company makes pitch through both the raw 

materials.  
 

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.  
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Primary Distillation of Coal Tar yields three products:   

Sr No. Products Yield End Use 

1. Coal Tar Pitch 48% Aluminium Smelters, Graphite Electrodes 

2. Aromatic Oil 40% Used as feedstock in Carbon Black 

3. Naphthalene Oil 12%       used internally Downstream Chemical  

 

These by-products are supplied to the downstream chemical business which is a part of another 

business division.  

Coal Tar Pitch (CTP) needs to be transported in liquid form in specialized vehicles. Therefore, it 

limits the transportation to long distances.  

Other Products in Tar Distillation 

 

- Naphthalene  
      It is mainly used as a precursor to other chemicals. It is used in construction industry and 

as super plasticizers to produce concrete and gypsum. The demand for Naphthalene is 

correlated to the building materials industry.  

Naphthalene is also used in the production of phthalic anhydride as a substitute for ortho 

xylene(prices linked to fuel oil).  

 

- Aromatic Oils  

This includes Creosote Oil and Carbon Black Oil. 

Creosote Oil is used by the wood-treatment industry for the impregnation  of wood. 

Carbon Black Oil is used to produce Carbon Black which is primarily used in rubber and 

automobile tyre industries.  
 

The prices are benchmarked to crude oil prices. 
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ii. CTP Demand by Use 

 

iii. Industry Size  

Global CTP production in 2017 was 6.636 million tonnes. Around 59.5% CTP is produced in 

China. Europe is the second largest producer with 18.7% share in the total global production.  

The following graph highlights the Production and Consumption of CTP (in 000’ tonnes in 

different countries in 2017: 

 

Source: CRU 
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The following graph highlights the Production and Consumption of CTP (in 000’ tones) in 

China: 

 
Source: CRU  

iv. Major Players  

There are only two major players globally, who manufactures CTP.  

1. RÜTGER’s (Rain’s Subsidiary) 

2. Koppers Chemical Company 

Hence, the market is highly concentrated with a duopoly market structure. In order to mitigate the 

excess supply when the aluminium production was on declining levels (2013-15), Koppers shut 

down its 7 out of 11 plants. Due to Kopper’s shut down, Rain’s Market further consolidated. 

Moreover, most of its plants are in Europe, so raw material prices are better managed as Rain is 

the single largest buyer. Currently, Ruetgers is operating at 93% capacity utilisation level. Due to 

tight supply, the prices of CTP in the last two years have increased significantly on the back of 

higher demand, limited supply and increasing raw material (coal tar) prices too. This has led to 

improve realization of CTP/tonne for the company. Shutting down of plants by the competitor has 

led Rain Industries Ltd. to grab market share when the aluminium production is on increasing 

trend. 

There has been no major capacity expansion globally since last many years.  

There is a shortage of CTP predicted next year(CY 2019) due to re-start of Aluminium Smelters 

in North America. From non aluminium perspective, Showa Denko (graphite electrodes 
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manufacturer) is expanding its capacity from 45,000 tonnes to 75,000 tonnes by the end of 2018 

in North America. This will further increase demand for CTP in North America. 

There is no new CTP capacity coming up in near future. There is supply tightness expected 

in this industry on the back of increasing aluminium production and demand. This tightness 

in the market may benefit Rain Industries as the pricing would be in favour of the company 

due to favorable demand-supply dynamics.  

v. Rain Industries Ltd. : CTP Plant 

Rain operates 4 coal tar distillation facilities. Three are operated through its wholly owned 

subsidiaries in Belgium, Canada and Germany, with a fourth in Russia operated through a joint 

venture with PAO Severstal with a cumulative capacity of 1.5 million tonnes of capacity. 

Coal Tar Distillation Capacity 

Location Capacity (tpa in 000’) Remarks 

Germany 500  

Belgium 300 Arcelor Mittal’s has 5 mtpa 

flat steel plant in the region 

Canada 260 Largest Steel manufacturing 

city in Canada (60% of the 
total). 

Russia 300 Joint Venture with 

Severstal(Steel Plant) 

Upcoming Project1   

Europe: debottleneck 200  
Total 1.56 million tonnes  

Note:1. The company plans to debottleneck of Petro-Chemical Feedstock Distillation in Germany and 

Belgium.  

- The installed capacity will incrementally increase to 200,000 Tons p.a. 

- The plant is expected to commence in Q4 2018. 

The sale of its product (CPC and CTP) depends on the overall Aluminium Production. It is not 

related to LME Aluminium Price. Therefore, higher aluminium demand leading to more 

aluminium production and this creates more demand for Rain’s Products.  

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. 
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We are somewhere in the middle of the cycle where the demand of Aluminium is still on an 

upward arc. It is discussed in detail in the subsequent part of the report.  

 

Expected EBITDA from De-bottlenecking at Coal Tar Plant in Q4 2018 

 

Capacity Utilisation  80% 85% 92% 

  Q4 2018E CY 19E 

Realisation/ton (in $)       

Pitch 830 830 830 

Other Carbon Products 475 475 475 

EBITDA Estimate (Rs. in 

crores) 31.13 132.32 143.22 

 

1.3 Other Carbon Products 

It includes Carbon Black Oil, Creosote, Naphthalene Oil, other Basic Aromatic Oils The prices 

are benchmarked to crude oil prices.  

2. Advanced Carbon Materials division 

 

i. Engineered Products 
 

 The company realigned its products and revised its reporting segment from Chemicals to 

Advanced Carbon Materials. There is some reclassification from Carbon Segment to this 

segment such as Carbores and Petrores (Engineered Products) used as binder in Graphite 

Electrodes and Lithium Ion Batteries.  
 

Engineered 
Products

• Carbores 

• Petrores

• Pitch (Petro)

• Pitch Oil Mixtures 
(Petro)

Petro Chemical 
Intermediaries 

• Benzene

• Toluene

• Xylene

• Fuel 

• Solvents

• By-Products

• Other Oils

Naphthalene
Derivatives

• Phthalic 
Anhydride

• PCE Liquid

• PMS Liquid 

• PNS Liquid

• PNS Powder

• Modifiers

Resins

•Acetophenon

•Anthracene

•C-9 Resins

•Phenolics 

•Carbon resins

•Petro resins
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 The company is trying to make the most on the opportunities in the growing Lithium Ion 

Battery Industry by providing coating materials used in anode in Lithium Ion Battery. The 

company is trying to cater the Asian Market. This is a solid margin product for emerging 

markets.  

ii. Petro Chemical Intermediaries 
 

 The company produces benzene, toluene and xylene from the secondary distillation of 

crude benzene, a liquid by-product derived in conversion of coal into metallurgical coke 

used for pig iron and steel production. A substantial part of crude benzene is procured 

from third parties.  
 

 Applications: Benzene, toluene and crude xylene are critical inputs for several chemicals-

based substances. Applications of toluene and crude xylene include use as solvents for 

inks and paints. 

 

iii. Naphthalene Derivatives 
 

 Naphthalene derivates are primarily produced from internal production of naphthalene oil 

which is further processed into downstream products. Naphthalene oil is used as a raw 

material for producing phthalic anhydride and PNS/PCE liquids. 
 

 Applications: Phthalic anhydride is used in construction, plastics and as specialty 

chemicals in other industries.  

PNS/PCE liquids are a class of polymer-based dispersant materials, principally used as in-

process aids in the manufacturing of construction products such as concrete and gypsum, as 

well as a variety of other demanding industrial and agricultural applications. 

 

iv. Resins 
 

 The company produces aromatic hydrocarbon resins that are based on either coal tar 

distillers or petrochemical raw materials 

 Coal Tar based resins are used primarily for applications in coating, rubber tyres and other 

end use rubber products.  

 Petrochemical Resins are used in adhesives and printing inks.  

 The resins produced by Rain are the only coal tar based resins in Europe used in 

applications of Electric Vehicle.  

 The company provides technical know-how and provide tailor made products that meet 

their requirements. 
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3. Cement Division  

RAIN operates a 4mt cement plant in Andhra Pradesh, southern India. It sells mainly to retail 

customers in Andhra Pradesh, Karnataka and Tamil Nadu under the brand name, Priya Cement. 

Rain utilises the cash flow generated from its Indian Cement Business to pay dividends.  

  CY 2016 CY 2017 Q1 2018 Q2 2018 

Realisation/tonne  4529.25 5037.55 4139.78 4120.63 

Cost/tonne  4124.01 4524.71 3801.08 3916.08 
 

The cement capacity being of 4.0 million tonne gives the business a valuation of ~2000 crores 

based on peer Market Cap/Tonne multiple.  
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1. Is the CPC and CTP Industry concentrated? 
 

i. CPC Industry 

 China 

It is the largest producer of CPC and CTP in the world. What is different about the CPC 

Industry in China from the rest of the world is : 

- China has a vertical shaft technology to produce CPC. The details about this technology 

are discussed above. 

- The CPC producers manufactures on small scale. So, there are many producers with 

small scale production and cumulatively, it becomes the largest producer of the world. 

On one hand, being the largest producer, it has the ability to influence price on the other 

hand, it becomes a little difficult for small producers to export efficiently. 

China majorly supplies the surplus CPC and CTP to India and Middle East.  

There are huge entry barriers due to capital intensive nature and raw material constraints in 

the industry. 

 Outside China 

The major CPC producer after China is North America and Europe. 

ii. CTP Industry  

There are only two major players globally, who manufactures CTP.  

- Ruetgers (Rain’s Wholly Owned Subsidiary) 

- Koppers  
 

Hence, the market is highly concentrated with a duopoly market structure. CTP Market was 

oversupplied in the past few years due to declining aluminium production. Koopers shut down 7 

out of 11 plants. This has lead to improved capacity utilization.  

 

 

 

SECTION III: SPECIFICATIONS OF CPC AND CTP  

INDUSTRY 
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2. Is it a Technical Product? 
 

i. CPC 

Over years, supply dynamics of GPC has changed from abundant to scarce. Few years back, there 

was ample availability of GPC in the market. With change in oil refining dynamics, refineries 

opted to refine high sulphur oil yielding more benefits to them and leading to low availability of 

low sulphur anode grade coke. With the enactment of MARPOL 2020, availability of low sulphur 

crude oil will further deplete. 

With scarcity in the market, it is important to utilize it prudently and efficiently. Active R&D 

Program, close dialogue with refineries and installation of efficient technology not only leads to 

better cost efficiency but also improves quality of the product. For instance, company has 

installed desulphurization plant which enables company to use high sulphur coke which is 

abundantly available at cheap price with quality remaining unaffected. These technological 

advantages give them an edge over other calciners. 

ii. CTP 

Coal Tar Pitch is another product that the company manufactures. CTP contains polycyclic 

aromatic hydrocarbons (PAHs) that require safety precautions during its use. The content of 

PAHs has to be moderated according to the use of the product. With the technical now how only, 

the company was able to diversify the use of existing products. For instance, with the growing 

Steel and Graphite Electrodes Industry, the company manufactured CARBORES (premium 

product), a variation of CTP with some technical assistance used in these industries.  

Carbon Quality is of utmost importance because:  

1. CPC quality directly affects the quality of anodes. The calciners have to fix the quality 

(amount of sulphur content) according to the requirements of the smelters.  

2. It is an expensive operating cycle for smelters and bad quality can have adverse impact 

on the potline.  

3. A good pitch will yield a good amount of graphitized carbon or coke when baked. This is 

known as coking value. The value should not be very high and not low too.  

The technical specifications of CPC and CTP have to be met for better performance of anodes. 

Calciners compete on the basis of product quality and reliability, apart from price. 
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3. Huge Entry Barriers 

i. Long-standing relationship with suppliers 

Rain enjoys long-standing relationship with many of its suppliers. The plants are strategically 

located near the refineries helping in savings of freight cost.  It is very important to have an 

ensured availability of raw material in both CPC and the CTP market. Currently, there is not 

easy availability of GPC for the calciners. It becomes difficult for the new calciners to source 

raw material as compared to the bigger players who already have a tie up with the refineries. 

Rain has long-standing relationship with Motiva, Exxon Mobil, Phillips66 for sourcing GPC.  
 

More than 90% of Ruetgers Coal Tar supply is based on long term contracts with relationships 

exceeding more than 10 years. Ruetgers recently expanded its Coal Tar Supply base by 

establishing the Russian JV. 

The table depicts the Top Suppliers of Rain Industries Ltd.  

 

 The Robinson-Illinois, USA plant with two rotary kilns of 315,000 capcity is located 

adjacent to Marathon Oil Refinery.  

 The Norco-Louisiana, USA plant with one rotary kiln of 230,000 capacity is located 

adjacent to Motiva Enterprise.  

The following extract has been taken from the annual report depicting the tenure of the 

contracts:  
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ii. Long-standing relationship with customers 

Rain has established a customer base which includes companies like Alcoa, Rio Tinto Alcan, 

Norsk Hydro ASA, Century Aluminum and Aluminerie Alouette Inc, Vedanta Aluminum 

Limited, etc. Rain has maintained relationship with many of their customers for over 15 years 

on average. 
 

iii. Technical Specifications needed and ability to blend different grades of coke  

CPC and CTP are technical products where proper R&D is required. For instance, different 

grades of GPC are blended to form CPC.  

Low sulphur GPC is the major raw material for manufacturing CPC and it is scarcely available 

in the market. The recent spike in GPC prices has increased the price of cost of raw material 

for many calciners. High sulphur GPC (cheaper than low sulphur GPC) is abundantly 

available in the 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. This enables Rain to be on the lowest curve in the industry.  

Rain has patented ICE Technology which allows usage of inferior grades of GPC to produce 

CPC without compromising the quality of the product materially. These technological 

developments give them an edge over other calciners when there is reducing availability of 

low sulphur coke.  
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4. Key Influencing Factors that changed the dynamics of CPC 

Industry ex-of China in past 2 years and expected to continue 

for some time:  
 

The CPC prices have to be competitive globally in order to sustain in long run and is being 

dominated by those who are in surplus, namely US and China.  
 

In recent years, China has continued to steal market share away from US Calciners as CPC 

capacity expansion outpaced demand. This increased exports by China to the outside market.   

 
Between 2011 and 2016, China CPC exports increased by 334,000t, or 24%, while exports of 

CPC from the US decreased by 790,000t, or 21%. This trend came to an end in 2017.  

 

The China Factor causing a Structural Change in the raw material industry i.e. CPC and 

CTP Industry and their cycles are expected to sustain for a longer period of time 

China is the largest manufacturer of Aluminium and the Carbon Products in the world. Any 

disruption in supply in China will affect the supply dynamics and prices of the products in other 

countries as well. In 2017, we have already seen the disruption in supply of CPC and CTP 

globally due to winter cut. This created supply deficit in the other countries and as per demand 

and supply theory prices increased.  

 
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 production is now increasing in North America, Europe, Middle East 

and Asia (ex-of China) due to increased demand of Aluminium in rest parts of the world. 

 

The CPC market in China witnessed a fundamental change that hasn’t been experienced 

since the market began to take off in the early 2000’s.  

 

However, with the change in law to curb down pollution and need to be compliant to 

stringent Environment Norms, the situation for the CPC and CTP Industry has tightened in 

China. China’s government mandated (Ministry of Environmental Protection) environmental 
restrictions that target reducing air pollution resulting in shutdowns and curtailments in the 

country. Due to this exports from China dwindled. During the first half of 2017, China’s export 

volumes of CPC were 17% lower than first half of 2016. This supported the price to move 

upwards both in China and rest of the world. 

 



 
 

` 

34 

 

 
  Source: Jacobs Consultancy Report 

 
The reduction in CPC volumes supplied by China to the International Market has resulted an 

increase in the quantity of CPC provided by the US. Overall, total CPC exports during the first 

half 2017 increased by 21% as compared to half year of 2016.  

Between 2011 and 2016, US share of global CPC exports dropped from 49% to 40% while 

China’s share jumped from 18% to 23%. In 2017, US exports are up 13%, or 234,000t, while  
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Chinese exports are down 18%, or 163,000t. In terms of global trade market share, the US 

appears to be recapturing what was lost over the past 6 years, while China has slipped back to 

2011 levels 

 

China Export of CPC (Volume) 

2017 2018E 2019E 

1.9 million 1.7 million 1.6 million 

Source: CRU Report 

 

Source: Jacobs Consultancy 

 

What changed with this policy ?  
 
Due to Environmental Inspection, there was limited output available in the market and the 

smelters wanted to secure supply. This raised domestic prices in China. The CPC which used to 

get exported was now used in the domestic market. This further raised the output prices higher. 

This resulted in international market to source their supply from the next surplus country i.e. 

United States.  As a result, the demand for US CPC increased which led to increase in capacity 

utilization.  
This was evident in the results reported by Rain Industries Ltd. and also in the price trend of CPC.  
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Now, for how long this trend is expected to continue?  
 

Not only the Raw Material Industry has witnessed fundamental change but also the Aluminium 

Industry has also observed a fundamental change.  

The trend of increase in Aluminium exports by China which was a concern leading to reduced 

Aluminium Production in other countries in the recent years has also come to an end. Now, the 

industry trend has changed. Why? 

 United States: Due to imposition of tariff by Trump, the domestic smelters are given 

a boost.  

 The smelters which have shut down their idle capacity due to lack of competence in 

the global market and low demand in recent years have now re-started their facilities. 

 Alcoa, Magnitude 7 and Century Aluminium have restarted their facilities and some 

will commence by Q1 FY19. This will further increase demand for CPC and CTP in 

the region.  

 Europe: It is already operating at 92% capacity utilization since last 2 years. The 

demand is expected to remain buoyant in the region.  

 Middle East: This region has seen capacity expansion in last few years as shown in 

the production chart above.  

 India: As already highlighted, in the previous part of the report, that how the 

consumption pattern in country is expected to change, giving a boost to aluminium 

demand.   

Aluminium Industry along with CPC and CTP industry of different countries is discussed in detail 

in the next part of the report. 
 

In late Sept, 2018, Chinese government decided to ease on the winter cut policy. Discussions with 

CRU Analysts give us an idea that this time that there would be 15% less production cut on 

Carbon side. Shandong, the other heavily polluted city with major carbon plants is yet to disclose 

the winter cut policy but is expected to be on same lines as Henan Policy. There is comparatively 

less production cut in Aluminium Industry as compared to last year. With more cut in Calcining 

and less cut in smelting will further lead to increase in demand for CPC in China and hence 

increasing price trend could be visible.  

 

 

 
 



 
 

` 

37 

 

5. Impact of Winter Cut on Refineries:  
 
Many calciners and anode producers in China have come under scrutiny over sulphur dioxide. It 

raises a question if there is any supply cut in GPC in China. However, there is no major cut 

announced in refineries.  
 

Rain sources most of the GPC requirement for the Indian Unit from Sinopec in China. Sinopec is 

the largest of anode grade GPC in China and the company meets the major reduction targets.  

 

According to Sinopec’s 2016 annual report, sulphur dioxide emissions were down by 4.84% 

compared to last year, and all hazardous chemicals, discharged water, gas, and solid wastes were 
being properly treated. Overall, Sinopec has reportedly reduced its sulphur dioxide emissions by 

56.9% between 2008 and 2016. 

 

Sinopec SO2, Emission Reductions, % 

 

 
 

However, the risk in disruption in GPC supply as a result of stringent emission controls appears to 

be low.  

 

Transportation and Logistics Cost is also a very important factor that needs to be considered 
while sourcing CPC and CTP by aluminium smelter. If the aluminium production increases in 

North America, the increase in CPC demand would be better met by Rain Industries Ltd. as its 

plants are located there. Aluminium Production in North America is expected to increase on the 

back of Trump Tariff Policy incentivising domestic Aluminium Production. The aluminium 

productionas per management would be 65% higher in 2019 in US as compared to 2017. Thus, 

there is a huge room to grow if the company is able to win business there. 
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Not only aluminium smelters, CPC plants should also be strategically located in order to ensure 

easy availability of GPC and sourcing GPC where transportation cost is reduced.  

The leading customers in US are expected to restart and thus supplying in US itself would save 

logistics cost in a big way.   

CTP is a local market as transportation is difficult.  

It is not viable for European smelters to source CPC from China because of higher transportation 

cost. Other largest CPC producer is North America where there is surplus capacity available. This 

surplus capacity can be exported to Europe where Ruetgers already has an established customer 

base for CTP.  

In the recent years, when there wasn’t much demand for CPC in United States, Rain adopted a 

blending strategy in 2016 with 0.25 million capacity. In this strategy, it exported the surplus CPC 

from the U.S. Plants to the Indian blending unit where it blended CPC imported from U.S. and 

China and sold in Middle East and India where the production of aluminium was on an increasing 

trend. This strategy enabled them to operate the Calciners at higher capacity utilizations level. 

Now, the capacity of blending strategy has increased to 1 million tonne.   

No new capacity coming up in calcining inspite of improvement in 

utilization rates 

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. The reason is that it allows to use low cost high sulphur GPC and no 

environment restrictions are violated. This allows them to creams out better margins as compared 

to its peers.  
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6. Geographical Advantage to Rain Industries Ltd. and Recent 

Updates on different countries 

Aluminium is mainly produced in China, North and South America, Europe, Middle East, India, 

Africa and Australia. Rain supplies CPC or CTP to all of these except Australia and China.  

On the positive side, it has geographic presence in almost all aluminum producing countries but 

there also some risk of being a global company influenced by Aluminium  and Carbon Industry of 

many countries and not just one.  

The following section discusses Aluminium Industry and Carbon Industry of different countries 

and from where Rain derives majority of its revenue.  

 

 United States 

In United States, the CPC prices have dipped from 

~$450 to $430(July 2018). This is due to slow 

increase in demand by Aluminium Smelters in US. 

Currently, US aluminium Industry operates at little 

less than 50% capacity utilisation. As per Rain’s 

Management, Aluminium production in US is going 

to be 65% higher by 2019 due to imposition of tariff. 

It is expected that the major aluminium players in 

United States like Alcoa, Century Aluminium and 

Magnitude 7 will restart their idle potlines by early 

2019. Alcoa has restarted 2 out of three potlines but 

due to power outages in US, they aren’t able to 

operate efficiently. Century Aluminum is also facing 

the same issues. The power outage issues are 

expected to be resolved this year. There is huge 

demand expected in CPC and CTP in United States 

next year (2019). There is an expectation of price 

increase in CTP in North America next year when the 

smelters restart as there is limited availability and 

increase in demand. 

 

Revenue by Geography (2017) 
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 Europe 

In Europe, aluminium smelters are running at 91% capacity utilisation as per CRU discussion. 

There is stable demand for CPC and is expected to continue in future too. CPC prices in 

Europe remained stable in recent months.  

Rain Industries Ltd and Koppers Inc and are the major players in the CTP market. Koopers 

have shut down 7 out of 11 CTP plants permanently in late 2016. Rain has one CTP plant in 

Canada (the only CTP plant in Canada) and several plants in Europe. There are no new 

capacities coming on line in near future. The coal tar availability which was an issue in past 

few months has eased due to increase supply from Russia. The CTP prices may fall slightly in 

near future. Ukraine (located in Eastern Europe) supplied coal tar to the coal tar distillers 

(located in Western Europe). There was a conflict with Ukraine which led to decrease of coal 

tar supply to Western Europe last year. This conflict is expected to be resolved by the end of 

this year along with BOF expansion (more coal tar availability) there will lead to more supply 

of coal tar. With no more new aluminium smelters coming on line and current capacity 

utilisation at 91%, the demand for CTP is expected to remain stable in the coming year. The 

coal tar distillers are also operating at higher utilisation levels. 

The following table depicts the demand of CTP in Europe:  

Year CTP Demand(in tons) 

2018E 8,54,000 

2019E 8,65,000 

2020E 8,81,000 

Note: As per CRU data  

It is difficult for European smelters to import CPC and CTP from China because of higher 

freight cost as compared to North America. CTP is a material which needs to be transported in 

specialised vehicles. Rain Industries have their own fleets which allow them to transport CTP 

easily and at optimal rates whereas other companies in Europe and China have contracts with 

Shipping Companies to do the same.  

As highlighted in the previous paragraphs, if there is increase in CTP demand in the United 

States because of smelters restart, then Rain Industries stands to benefit as one CTP plant is in 

Canada and it has its own specialised vehicles which can be used to transport CTP from China 

to United States.  

As per CRU Analysts, the U.S. smelters aren’t very happy with the quality of Indian CTP, so 

China would be a favourable option after Europe.  
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Currently, China basically supplies CPC and CTP to Middle East and India.  

If there is increase in demand in Europe for CPC and CTP, it is easier for aluminium smelters 

to buy CPC and CTP from United States. Rain has majority of plants and presence in United 

States and Europe.  

 Middle East 

Aluminium production in Middle East is on an upward trend. The CPC capacity in Middle 

East is 1.5 million tonne including one capacity of 4,30,000 tonnes recently started. The 

demand for CPC is 2.32 million tonnes. Aluminium production is expected to increase by 0.5 

million tonnes in 2019 translating into additional demand of CPC by 2,00,000 tonnes. The 

deficit in CPC market is mainly met by India and China.  

Rain Industries derive 8% of the total revenue from Middle East. It supplies CTP from the 

Russian unit to Middle East and blend CPC from the Indian unit. 
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1. Aluminium Industry – Major Demand Driver 

i. Why is this cycle different from the last boom cycle? 
 

 Previous Boom Cycle 
 

In 2000 onwards, primary aluminium demand has witnessed strong growth but the growth was 

mainly driven by China. Primary Aluminium consumption in China has grown at a rate of almost 

16% per year since 2000, while growth in the rest of the world has been slightly above 1% per 

year. This growth was driven by China’s massive investments in Real-Estate and infrastructure as 

well as by private consumption and exports of manufactured goods containing aluminium. As a 

consequence, China’s share of global aluminium demand increased from 14% in 2000 to 42% in 

2011. In 2000, China’s imports of primary aluminium accounted for more than 25% of its 

consumption. 

 

 Bust Cycle (2012-16) 

 

With fueling demand from China, large-scale capacity expansion happened in other parts of the 

world. On the contrary, the anticipated import from China didn’t happen as China rapidly 

expanded its smelting capacity.  

SECTION IV: ALUMINIUM INDUSTRY- MAJOR 

DEMAND DRIVER 
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From 2014-16, aluminium industry faced severe competition from China. The growth in 

Aluminium production was mainly led by China and Middle East with South and North America 

leading the decline in production. During this period, export from China increased, prices came 

down and smelters in developed countries couldn’t compete with the Chinese Aluminium. The 

change in the supply environment due to overcapacity in Chinese Aluminium Market led to 

several companies in developed companies to shut down smelters like Alcoa, Century. 

 This cycle is different from the previous boom cycle (2016 onwards). Why? 

Aluminium Industry is expected to exhibit a super cycle.  Along with demand from developing 

economies like India and Middle East, there is high demand from Advanced Economies like 

United States and Europe on the back of revolution in Electric Vehicles. The continuous declining 

LME inventories substantiate our thesis that the demand of aluminium is on upswing.  
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2. Where are we in the Aluminium cycle ?  
  

The consumption pattern of aluminium in the country is diametrically opposite to that of the 
world as shown in the chart below: 

 

 
 
The Power and Transmisson was the major sector that contributed significantly to the aluminium 

consumption. The sectors like Transportation, Packaging, Building and Construction which were 

a major sectors contributing growth in aluminium demand globally made low relevance to India.    

 

Looking at the consumption pattern of Aluminium in India, there seems to tremendous headroom 

to grow.  
 

Building and Construction: In the Western World, the usage of aluminium in architectural and 

buildings have been fully exploited. Cleaning and Maintenance of Aluminium is comparatively 

low. This is one factor why the usage as increased and the life cycle of aluminium is quite long.  

 

The most startling improvement in demand in Asia has come from China when there was a 
slowdown in demand from advanced economies. The urbanization of China as well asx an increased 
standard of living and increased consumption of capital goods including appliances and automobiles 
made the country a net importer in 2006 from net exporter in 1998. Thus, infrastructure spending by 
government has given a major boost to the aluminium demand.  
 

Global aluminium consumption in building and construction sector is 25% where as in India it is 

only 13%. With spend on Railways, infrastructure by government and rapid urbanization, the 

aluminium demand in the country is expected to get a boost.    
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The following graph highlights the total aluminium production:  

 
2017 2016 2015 2014 2013 2012 2011 2010

63.40
59.89 57.73

53.92 52.29
49.16

46.27
42.35

Aluminium Production (in millions)

Aluminium Production in different countries  
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The sale of Rain’s product depends on the overall Aluminium Production. It is not related to LME 

Aluminium Price. Therefore, higher aluminium demand leading to more aluminium production 

and this creates more demand for Rain’s Products.  

Primary Aluminium Production Growth H1 CY18 vs H1 CY17: 

 

Source: Rain Industries Ltd. presentation 

There was accelerated growth in aluminum production in Asia and the Middle East. During the 

first half of 2018, primary aluminum production was up 12.7% in Asia and 3.9% in the Middle 

East compared to the first half of 2017, and this time, not dominated by China, but India. The 

continued demand growth in Asian markets has created favorable market conditions for both our 
CPC and CTP products. By contrast, in China, production narrowed by about 1.4% in first half of 

2018 compared to first half of 2017, and there is fewer than expected additions of new primary 

aluminum facilities due to government regulations, higher operating costs, weaker aluminum 

prices and excess inventories in China.  
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World ex. China aluminium production y/y % change 

 
Source: CRU Presentation 

 

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:  

3. The demand for Aluminium is expected to continue its 

upward arc. because of the following reasons:  

i. Huge Demand of Electric Vehicles to transform Aluminium Demand 

Usage of aluminium in automobile designs is going up substantially owing to its lightweight and 

ability to be energy efficient that complies with stricter pollution norms being followed around the 

world especially the large economies.  
  

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. Those structures must provide thermal transfer capabilities to 

keep the battery cool or keep it warm in cold weather, all making aluminium an excellent choice. 

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 
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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.  

    

-10% reduction in vehicle weight gives car manufacturers a 5-7% fuel saving 

-1 kg of aluminium substitution in cars saves between 15-20 kg GHG emissions.  
 

    It can be inferred from the above graph that the usage of aluminium in cars in the coming years will 

increase significantly. As a result, production of aluminium will increase.  

 
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. 
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Hence, primary aluminium producers have great potential upside. This ensures the demand for 

Carbon Products. 

Today’s automobiles are highly reliant on Carbon and Advanced Materials-based 

products 

 

 
 

Apart from serving to Steel and Aluminium Industry, the company makes raw material used in 

making almost all automobile parts. Everything from frames, tires to plastics, paints and the 

interior. 

By investing in this company, we are indirectly playing on the opportunity of the spur in the 

Electric Vehicle Revolution. 

ii. 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 and other 
countries are expected to be a significant driver in aluminium demand in the coming years.  

 

 

The overall price of primary Aluminium consists of several components: 
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1. The underlying base metal component which is typically based on quoted prices from the 

London Metal Exchange.  

2. The regional premium , which comprises of the incremental price over the base LME 

component that is associated with a physical delivery of metal in a particular region.  

3. The product premium ,which represents the incremental price for receiving physical metal in 

particular shape(e.g. coil, billet etc.) or alloy.  

LME Aluminium Premiums 

The following graphs highlight how the regional premium have been moving since Jan 2018.  
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4. Fat Tails Events happened in Aluminium Industry 

Aluminium Prices witnessed record levels of volatility 

 

 
 

Currently, Alumina Market is very tight. The key drivers behind a tight market have been: 

 Curtailment at Norsk Hydro’s Alunorte Refinery 

 Disruption at Alcoa’s operation in Australia due to labour dispute  

 Uncertainty around Rusal  

 

The strength in alumina prices and the depressed aluminium market have meant that the price 

ratio of alumina to LME aluminium has broken 30% compared to historical levels of around 15-

20%. A rallying alumina market has put pressure on smelters margins.  

 



 
 

` 

53 

 

 
Source: ING Research 

 

 Curtailment at Norsk Hydro’s Alunorte Refinery 

 

The Alunorte curtailment has extended for a long period of time than expected.  
 

Since 1st March, 2018, Alunorte (owned by Norsk Hydro), the biggest refinery in Brazil with 

6.3million tonnes capacity has halved its production because of some environmental problems. 

This has also contributed to volatility in the alumina prices and supply shortage fear in the global 

market.  

The company claims that there were no environmental problems caused by them. The decision is 

pending. Consequently, Paragominas bauxite mine and Albras aluminium plant have also 

reduced production by 50%.   

 
On 5th September, 2018, Alunorte signed two agreements representing a milestone to resume 

normal operations 

 

On 3rd October, 2018, Alunorte decide full curtailment of its operation.  

 

The bauxite residue deposit area 1 (DRS1) is close to reaching its capacity, due to the embargo 
on the state-of-the-art press filter and the newly developed bauxite residue deposit area (DRS2).  

 



 
 

` 

54 

 

Alunorte has been running at 50% production since March, following embargos from Brazilian 

authorities. Environmental authorities have confirmed that there was no spill or overflow from 

the residue areas. The embargos have prevented Alunorte from utilizing the newest bauxite 
residue deposit area (DRS2), which was under commissioning in February, as well as the state-

of-art press filter technology.  

 

On 5th October, 2018, Alunorte was granted an exceptional authorization, on by federal 

environmental agency IBAMA to utilize its state-of-the art press filter technology in its 

processing of bauxite residues and allow Alunorte to continue operations on safe conditions. 
 

On 9th Oct, Alunorte received permission to resume operations at 50% capacity utilization.  

 

If the refinery is allowed to produce then it would ease some problems. But if the production cut 

continues then Norsk Hydro’s Norway plants which are 100% owned may face issues in running 

aluminium smelters.  
 

Chinese Alumina Exports providing Temporary Relief 
 

 

 
Source: CRU Presentation 
 

The price arbitrage between Chinese Alumina and ex-of China is incentivising China to export 

Alumina. Proper Logistics is required to transport alumina which may be a problem here. This is 

actually helping the ex-China Alumina market. China has become the net exporter of alumina to 

the world market as shown in the graph above. This trend isn’t expected to last for long due to 

China Winter Cut.  
 

In short term, Alumina shortage is leading to price increase. This increases the cost of production 

for Aluminum Companies. The companies which have captive production would be saved from 

the price hike.  
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Some sort of ease would be achieved once it restarts production. According to CRU analyst, 

there is a capacity of 2 million tonnes per annum capacity coming on stream in Middle East in 

Q1 FY2019. This would further ease out some problems.  

 

 Uncertainty of Rusal Sanctions 

 

Alumina sales from Rusal over 1H18 fell by 7% YoY to 953kt.  

 

Potential Impact on Rain Industries: 
 

Most of the customers of Rain Industries include all top notch players of Aluminium Industry 

who have the capability to source and ensure adequate availability of raw materials (Alumina, 

Carbon Products etc.) for its plant.  

 

Analysing the major customers of Rain:  

Companies  Location 

Alcoa United States 

Century Aluminium United States 

Norsk Hydro Europe 

Rio Tinto Australia1 

South 32 Africa 

Emirates Global Aluminium Middle East 

Rusal Russia 

Hindalco India 

Vedanta India 

Note: 1. Rio Tinto is based in Australia and has plants in France and Canada too. Rain 

doesn’t derive any revenue from Australia. .  

 
All of them are vertically integrated i.e. they have their own Alumina Plants except Century 

Aluminium and EGA. 

 

Century Aluminium signed an agreement to buy alumina from Noranda Alumina refineries in the 

United States.  

 
EGA will not face much issue as it is located in Middle East. It is easier to source Alumina from 

China. EGA is also planning to commence alumina production next year. This will ease out 

some problems to a great extent.  
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Norsk Hydro: 

 

The 50% curtailment at Alunorte refinery will also lead to 50% curtailment at Albras Aluminium 
Plant located in South America as it is dependent on the alumina from Alunorte refinery. 

Analsying Rain’s revenue from different geographies tells us that Rain doesn’t derive any 

revenue from South America.  

 

Alunorte is the only alumina refinery owned by Norsk Hydro. The company also has contract of 

9,00,000 tonnes with Rio Tinto to obtain alumina.  

 Norway: over 1 Mtpy of operating smelting capacity 

 Slovakia: a 55% stake in Slovalco (90,750 tpy) 
 Qatar: a 50% stake in Qatalum (312,500 tpy) 

 Germany: a 100% stake in Neuss (235,000 tpy) 

 Canada: a 20% stake in Alouette (126,000 tpy) 

 Australia: a 12% stake in Tomago (74,000 tpy) 

The company may face issues majorly for its 100% owned plant in Norway and Germany.  

Norsk Hydro supplies Alumina to the Qatar plant also. Qatalum Aluminium (Qatalum) is a joint 

venture between Qatar Petroleum and  Hydro Aluminium AS. The Middle East can seek short 

term relief from sourcing Alumina from China. The quality of alumina of China is different from 

other regions. It is dustier and commands higher energy. This can increase the cost of production 

but can be temporarily used in making aluminium. It isn’t economically feasible for an 
aluminium smelter to shut down plants temporary because of higher fixed cost associated with it 

and when there is huge aluminium demand(LME Inventory Levels are on declining trend).  

2.  US Sanctions on UC Rusal 

Rusal is the largest producer of Aluminium outside China. 6% of the global aluminium market is 
served by Rusal and 14% ex-China. Being, the largest producer of Aluminium outside China, it 

has the ability to disrupt the functioning of the aluminium market.It is also one of the leading 

producers of Alumina( raw material for making aluminium). 

 

The ripples from the US Sanction had actually created hustle and bustle in the Global 

Aluminium Industry.  
 

After the sanctions were imposed, Aluminium Price increased from ~$2000- ~$2700, a level not 

seen since August 2011. However since then, the market has trended back down towards the 

$2,000-2,100/t range, as the US Treasury provided a number of extensions to Rusal. 
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The U.S. Treasury softened the impact of sanctions on United Co. Rusal. This gives a sense of 
comfort to the market that US is keen to come to an agreement. Rusal also appears optimistic 

that a plan for Oleg Deripaska to reduce his controlling stake in EN+ and ultimately Rusal will 

be accepted. 

Crucially, the Treasury has allowed existing customers could sign some new contracts with 
Rusal -- as long as they were consistent with their dealings with the Russian company before the 

sanctions were imposed in April. That’s important because many aluminum consumers have 

quarterly or annual contracts with Rusal that are expiring. This will help the buyers who will 

have to look for supply elsewhere in an already tight market.  

Of UC Rusal’s 3.8 million tonnes of production in 2016, 31% (of sales) went to Glencore via a 

multi-year offtake agreement which is expected to expire in 2019. This news allows Glencore to 

continue taking a stable volume from UC Rusal even if that deal expires. This should keep ingot 

markets, which makes up the bulk of the offtake, relatively well supplied in 2019. 

Continued sales into the Russian market and uninterrupted off take agreements and major VAP 

deals will allow UC Rusal to sell approximately 2.5-3.0 million tonnes of metal in 2019. The 
remaining uncontracted metal cannot be sold in new deals or delivered into LME warehouses. 

Therefore, we could see some minor curtailments in 2019. 

According to CRU, while there are no current plans for closures, if new contracts are not signed 

and the Russian Government are unwilling or unable to stockpile metal, then the logical next 

step would be for UC Rusal to lower output to 2.5-3Mtpa of aluminium. If UC Rusal lower 

output then there may be a reduction in imported CTP, CPC and anodes, particularly from 

marginal trading nations such as Belgium, Germany, Taiwan or perhaps lower GPC from UK. 

There is a high probability that the US and Rusal would come to a deal considering the number 

of extensions given by US.  

What if there is no deal?  

Russia exported 3.2mt of aluminium in 2017 with nearly 31% (1mt) of it going to the US, 

followed by Japan (0.53mt), Turkey (0.52mt) and the Netherlands (0.23mt). Rusal exports 

contributed to nearly 12% of global aluminium trade, and without Rusal supply, the ex-China 

deficit would likely widen to somewhere in the region of 4.5-5.0mt. 

Rusal reported that its aluminium sales fell 12% year-on-year to 1.75mt over the 1H18. The 

majority of this decline occurred in 2Q18, with aluminium sales falling nearly 22% YoY, as 

buyers became increasingly cautious following the announcement of Rusal sanctions.  



 
 

` 

58 

 

Meanwhile the company’s  production was largely flat over 2Q18, resulting in the buildup of 

stocks. Rusal, announced in August that it would shut production at the Nadvoitsy smelter, 

which has a capacity of 24ktpa but has recently been operating at about half this level.  

It is difficult for China also to meet the supply deficit because primary aluminium exports attract 

a tax of 15%.  

Connection between Rusal and Rain Industries Ltd.  

Rusal is one of the customers of Rain. Rusal has aluminium smelters majorly in Russia. Rain has 

1 CTP Plant in Russia too. This plant is in JV and contributes to Russia and Middle East. It can 

be inferred that Rusal’s contribution to the overall topline is not very significant. In short term, 
slight impact may be there but it can mitigate this problem by supplying to Middle East and 

Canada where aluminium smelting is on an increasing trend.  

  

All these factors and Imposition of 10% Tariff on Aluminium and U.S. China Trade War is 

actually not allowing Aluminium Price to increase on the back of huge demand and increasing 

production cost.  
 

World ex China Aluminium Stock depletion accelerates 

 
Source: CRU 

 

All these factors have caused LME Aluminium Prices to consolidate inspite of higher increasing 

input costs.  
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5. Why the Business of Converting Slurry Raw Material is 

better than the Smelting Business of Aluminum which is more 

volatile 

Let’s explore the last bad cycle of aluminum 

Global Aluminium Smelters Capacity were running at cash 

negative  

 

In 2012, when LME cash aluminium price was just 

below US$ 1900 / tonne, some 60% of world’s 

(excluding China) primary aluminium producers 

had production costs above the market price. 

During this period, margins fell due to adverse 

macro factors.  

 

 

Cost Pressures way ahead of LME  

 

 

 

 

 

 

 

               Source: Hindalco Report 
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Input Costs increasing at a higher rate than the finished Aluminium led to the aluminium smelters 

incurring cash losses. During 2014, nearly 30% of world capacity making cash losses.  

To conclude, the profitability of smelters vary a lot depending on the region of production and its 

comparative advantage along with LME Prices.  

On one side, smelters were struggling to generate cash profit, efficient calciners and distillers 

supplying raw material to the aluminium industry were able to generate profits and were 

sustainable in the long run. 

For instance, Hindalco engaged in manufacturing aluminium witnessed 

squeezed margins during the bust cycle as shown in the table below: 

Notes 

1. EBIT represents the Aluminium Division only. 

2. PAT is not directly comparable because Hindalco has other business divisions too         

(Copper, Alumina) 

 

Rain has maintained its healthy financial position even during the cyclical 

downturn as evidenced in the table below:  

 

Particulars (Rs. in 

crores) 2018 2017 2016 2015 2014 2013 

 

2012 

Net Sales 

21 

072 19986 18366 14105 10050 8779 

 

9041 

EBIT1 2257.19 2202 880 1349 934 930 

 

1822 

EBIT Margins 11% 11% 5% 10% 9% 11% 

 

20% 

Profit After Tax2 6083 1900 (251) 854 2175 3027 

 

3397 

Particulars (Rs. in crores) Dec-17 Dec-16 Dec-15 Dec-14 Dec-13 Dec-12 

Gross Sales 
11,447.14 9,494.47 10,450.61 12,144.55 11,918.91 5,572.29 

Profit After Tax 
791.24 296.68 302.28 69.76 386.76 464.81 

Cash From Operating 

Activities 
868.09 1566.75 1238.23 1291.25 609.14 1401.97 
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The above numbers highlight that the net profit numbers maybe volatile but the cash flows are 

fairly stable above 1000 crs. 
 

Note: Profit after Tax was reduced significantly in 2014 because of Exceptional Items of (257 

crores) 

Exceptional Items: 

1. 2015: (6.09 crores) 

2. 2016- (26.16 crores) 
3. 2017- (180.33 crores)  

 

Cash Flow from Operating declined in 2013 as RUTGERS(coal tar distiller) was acquired. 

 

By being a mere converter of different slurry materials, the company managed to survive 

and sustain in the long run. 

 

All the capex would be funded through internal accruals only.  

 

All the capex planned would be completed by 2019. We believe, if the company maintains 

healthy cash position, it can either de-lever its balance sheet or can also set up a CTP Plant 

in India.  The reason is that there is only one player in CTP in India. Considering the 

increasing demand trend in Aluminium in India, the demand for CTP would also rise. The 

company already understands the technical know-how of setting and running a coal tar 

distillation plant.  
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Rain Industries was started as a Cement Comapny in the early 1970’s led by Mr. 

Radhakrishna Reddy. In the mid -80’s the company changed its names to Priyadarshini 

Cement Ltd. His son, N Jagan Mohan Reddy is an engineer and wished to enter the aluminium 

industry in 1998. He decided to enter the niche industry providing raw material to the 

aluminium industry. The rationale behind this decision was that aluminium smelting was a 

very capital intensive industry with huge upfront cost and capital requirements. So he opted 

out this idea and decided to enter an industry which was supply constraint and provided 

essential raw materials to the aluminium smelters. He set up an independent company named 

Rain Calcining Ltd to manufacture and sell Calcined Petroleum Coke to domestic smelters.  

In 2007, the two companies (Cement and Calcining) joined hands to acquire the second 

largest CPC producer through an all debt LBO of CII Carbon.  

The debt levels increased significantly when CII Carbon was acquired. The company slowly 

repaid its net debt from US$728 million to US$413million from 2017 to 2012.   

In 2008, Rain Calcining Ltd was merged with Rain Commodities Ltd and in October 2012, 

Rain Commodities bought Belgian chemicals maker Rutgers NV at an Enterprise Value of ~$ 

700/ton (€ 636/ton).  

 
In 2007, there was severe price bidding between RCL and  Oxbow Carbon to acquire Great 

Lakes Carbon (2.1 million capacity) which was the largest manufacturer of CPC at that time. 

Rain failed to increase its takeover price and opted out of the bidding when the price exceeded 

its target. Oxbow paid ~$385/ton for the GLC acquisition.  

Subsequently in 2007, Rain acquired CII Carbon, USA(second largest producer globally with 

a capacity of 1.89 million ton) at ~$328/ton as compared to ~$385/ton paid by Oxbow in the 

same year.  

This shows good quality decision making ability of the management led by N Jagan Mohan 

Reddy.  

The management in various conference call highlighted different strategies that needs to be 

deployed at different stages that can increase revenue and profitability. The management in 

the past has been very practical in its approach from understanding the raw material market to 

the customer market. Fruitful results of the strategies executed in the past gives a sense of 

SECTION V: MANAGEMENT QUALITY 
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assurance that the management is focused towards the business and has the ability to perform 

reasonably well even in downturns.  

1. Strategies Executed:  

i. Proactive in developing new products 
 

         The company has made efforts to utilized wider variety of GPC raw materials for use in 

aluminium anodes. Shot coke( type of petcoke) and other nontraditional anode cokes 

(“NTAC”) are not only priced at a discount to traditional anode grade coke, but commercial 

use of NTACs is likely to increase, as traditional anode grade GPC availability declines. CII 

developed the patented ICE technology which allows the usage of shot coke.  
 

         RÜTGERS’ developed CARBORES technology, an environment-friendly pitch binder, which 

produces less emission upon use compared to certain alternative pitch binders and has the 

potential to be used in the aluminum industry to improve anode performance and reduce anode 

production cost. 

 

ii. India CPC Blendng Strategy 
 

The management is proactive in understanding the industry and takes appropriate action 

timely. In 2016, U.S. production was sluggish and the aluminium smelting was shifting to 

countries with lower cost of operations such as India and the 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 helps the company to maintain the production volumes in the U.S. and 

meet the growing demand of emerging Aluminium markets. 

 

iii. Flue Gas Desulphurisation Technology  

Rain has set up Flue Gas Desulphurisation Plant at 3 out of 7 CPC plants.  

The Flue Gas Desulphurisation (FGD) plant removes Sulphur Dioxide from the flue gas 

before it is released into the atmosphere and hence reduces our impact on the environment. 

This is also known as SO2 Scrubbing Technology. This has been discussed above in detail. 

iv. The company’s competitive edge was evident during the bad cycle when all 

other companies were shutting down capacities, generating losses, and industry was getting 

consolidated but Rain Industries Ltd. remained consistently profitable and made capacity 
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expansion and did de-bottlenecking at some plants. 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.  
 

v. Stopped GPC Trading  

The company slowly stopped GPC Trading in 2017. This reduced the company’s exposure on 

the commodity based business and allowed to focus on the high margin business segment. 
 

vi. Focus on Advanced Carbon Materials  
 

The company has forayed in to making Carbores and Petrores used in making Lithium Ion 

Batteries and Graphite Electrodes which is a booming industry. Overall, the management has 

been very proactive in identifying the trends shaping up in their industry and making the most 

of it by changing product mix and focusing on premium products.   

By getting Ralf Mexiner on board, the management shows that itis keen on this segment and 

wants to grow to higher levels.  

vii. Maintained Margins even after increase in import tariff 

The government of India increased import tariff from 2.5% to 10% during the first quarter. 

The price negotiation was not in favor of Rain Industries and it was not willing to compromise 

on the profitability and margins. Hence, the volume got affected in Q1 2018.  
 

The company managed to pass on the higher price in Q2 2018 as seen in the higher volumes 

in the same quarter. Hence, the CPC volumes were lower in the current quarter. 
 

All these strategies have enabled the company to be on the lower cost curve and be able to 

increase profitability. 
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2. Rain has always been rewarding shareholder and trend is 

expected to continue. 

  

 

3. Environment compliance 

Environment Compliance is of utmost importance in this industry. The images below depict 

how other Calciners like Goa Carbon and Kalinga Calciners were asked to shut down its 

plants because of pollution issues.  
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Rain Industries Ltd. hasn’t faced any such issues except there was a gas leakage at the CTP 

Plant in Hamilton in Jan 2018. The company has taken various measures to adhere to environment 

compliance. Moreover, it has installed SO2 Scrubber at some of its plants which limits sulphur 

emission and Waste Heat Recovery Plant which has further enabled them to reduce pollution.  

Hence, it is compliant to environment.  

4. Increasing Profitability is not always led by Volume growth. 

Sometimes, improving efficiency through incremental capex can 

also lead to significant increase in profitability and cash flow 
 

The company incurred the following incremental capex: 
 

i. During CY 2015, the Company has commissioned a Flue Gas Desulfurisation Plant at 

its calcining plant. Currently, the company has installed desulfurization unit at 3 plants.  
 

ii. CPC Blending Facility  

During CY 2015, the company commenced a new CPC Blending Facility in India. It enabled the 

company to optimize capacity utilization of its US CPC Plants to meet the increased demand for 

CPC from smelters in India and the surrounding regions. This was the time when there was low 

demand in US and increasing demand in India and Middle East.  
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EBITDA/ton   

Carbon Segment  3105.48 3827.54 6695.85 8344.41 7388.22 

 

This FGD Plant enables the Company to use low grade GPC to produce CPC. Low grade GPC 

(high sulphur) is cheaper than high grade GPC (low sulphur). This facility allows the company 

to use more of high sulphur GPC. This technology has enabled Rain to produce at lower cost 
than its competitor.  
 

As, shown in the table above, the company has been able to reduce its cost since 2015.  
 

The Carbon segment includes CPC, CTP and Other Carbon Products. CPC contributes around 

40-45% to the total revenue of Carbon Segment followed by CTP around 25-30%. Rest is 
Other Carbon Products.  
 

Since the major portion of revenue is generated through CPC, it can be assumed that cost 
contribution will also be higher from the CPC segment. The company has exhibited cost 

efficiency in the year when the GPC cost was on increasing trend. GPC cost increased 

significantly from CY 2015 to CY 2017and was on increasing trend till Q2 2018.  

 

 

 
 

 

 

 

 

 
 

Carbon Segment   

(in crores) CY 2015 CY 2016 CY 2017 Q1 2018 Q2 2018 

Revenue 7181.4 6601.1 8632 2277 2605.2 

EBITDA  998.1 1145.2 2049.6 552.4 551.9 

Cost 6183.3 5455.9 6582.4 1724.6 2053.3 

Cost as a % of Sales  86% 83% 76% 76% 79% 

EBITDA Margins 14% 17% 24% 24% 21% 
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GPC Prices 

 

 

 

 

 

 

 

 

 

 
 

            

Source: Jacobs Consultancy 

 

Recent Trends in GPC Prices 

GPC Prices (United States) 

 

Hence, it can be inferred that some sort of efficiency was achieved in producing CPC has been 

achieved with this incremental capex along with the blending facility too.  

Following reasons can be cited for increasing cost in the current quarter (Q2 2018): 
 Rising GPC Cost 

 Foreign Exchange Fluctuations  

 Rise in Crude Oil price, increasing freight cost.  

As guided by management, going forward, surging GPC prices have moderated. 
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1. Competitive Scenario  

There are several global players who manufacture CPC such as Oxbow, Phillips66 and 

Koppers Inc and Himadri Speciality among the coal tar distillers.  

In India, Goa Carbon is the only listed CPC player in India with a capacity of 2,40,000 tons 

per annum. There are some private small players too like Sanvira Industries, Atha Group, 

Indian Carbon etc.  

In CTP business, Himadri has a capacity of 400,000 tonnes per annum coal tar distillation 

plants with 70% market share in India. Koppers is a global company and has shut down 7 out 

of 11 plants recently.  

 

Himadri also manufactures Binder pitch for Graphite electrodes and Advance Carbon Material 

for Lithium Ion Battery. 
 

i. Goa Carbon  
The two companies should be viewed differently as the business scenario and most 

importantly raw material sourcing is different. It imports most of the GPC from China. It 

mainly caters to the Indian Aluminium Industry. 

Capacity: 2,40,000 tonnes per annum 

 

SECTION VI: COMPETITVE SCENARIO AND KEY 

RISKS 
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ii. Himadri Speciality 

As mentioned above, CTP is a local market where transportation is done in specialized 

vehicles. It can’t be directly compared to Rain Industries as Rain is a global company with 

CTP plants in Canada, Europe and Russia.  

 

Currently, apart from Carbon Black, the company is focusing on Specilaity Carbon and 

Advance Carbon Material for Lithium Batteries.  
 

Capacity of CTP: 400,000 tonnes per annum. 

2. Risks 

i. Aluminium Volume 

The demand for CPC and CTP is directly linked to the Aluminium Production. We need to 

keep a close watch on the production and the demand side.  
 

ii. Raw Material Constraint  

The key concern for Calciners is the availability of suitable quality anode grade 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. 

Rain manages this by entering into long term contracts and held long standing relationship 

with suppliers. 
 

iii. Leverage  

The huge debt level in the company is a point of concern. The debt levels in the company 

increased due to leverage buyouts of its CPC business (2007) and European CTP Business 

(2012).  The company in Q1 2018, refinanced its debt which led to reduction in finance 

cost. It maintains strong cash flows which gives a cushion to some extent to the high debt 

levels.  
 

iv. Marpol 2020 

IMO has set a global limit for sulphur in fuel oil used on board ships of 0.50%(lowest 

sulphur coke) m/m (mass by mass) from 1 January 2020. The current global limit for 

sulphur content of ships’ fuel oil is 3.50% m/m (mass by mass). This is a significant 

change to bunker fuel. This can have an impact on production of green petroleum coke and 
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also on the price dynamics and availability of different grades of petcoke. Hence, affecting 

the carbon part of the business and can cause an increase in freight rates. 

Impact of MARPOL on GPC availability 
 

The enactment of MARPOL will put existing quantities and qualities of calcinable green 

petroleum coke (“GPC”) production at risk of decreasing. 
 

As per the recent industry estimates, upon the enactment of MARPOL, over 900KMT of 

calcinable GPC supply is expected to be at the risk of disappearing from global 

marketplace. This includes approximately 600KMT in North America and 300KMT in 

Western Europe. 

 

Source: Rain Industries Ltd. presentation 

 

v. Alternate Technologies in Aluminium Smelting 
 

 Inert Anode Technology 

There is no known economically viable substitute for carbon anodes. Aluminium 

is a technology driven industry. There is continuous Research done in this 

industry on alternative technology to limit pollution. The inert anode technology 

hasn’t proved its feasibility yet and the research is going on since last 25 years. 
 

 Green Aluminum 

Alcoa is trying to manufacture carbon free aluminum. It is appreciated that the 

company is taking efforts to produce environment pollution free metal which 

emits Oxygen and not CO2. It has been working on this process since last so 
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many years but nothing has materialized yet. It will take a lot of time and 

investment to do this.  

Recent Event 
 
i. Supreme Court Ban on Petcoke 

The Calcining Industry has got an exemption and can import 1.4 million tonnes of Raw 

Petcoke. The Aluminium Industry can import 0.5 miilion tones of CPC.  Analysing the 

imported Raw Petcoke numbers of FY2018, it can be inferred that the import quantity 

allowed is adequate. There is still uncertainty on how the volumes would be divided 

amongst the calciners.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
 

` 

73 

 

 

 

 

 

1. Price Charts 
 

i. CPC Prices 

ii. CTP Prices 

   

                      

SECTION VII: PRICE CHARTS,  FINANCIALS  & 

VALUATION MATRIX  
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Aluminium Price (LME)                             

 

 

 

 

 

 

 

 

Aluminium LME Inventory 
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2. Financials  

 

Return on Equity 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 
   

(Rs. in crores) 2017 2016 2015 2014 2013 

Gross Sales 11447.14 9494.47 10450.61 12144.55 11918.91 

EBITDA 2270.25 1530.70 1349.20 1204.94 1447.42 

Profit after Tax  791.24 296.68 302.28 69.76 386.76 

EPS 22.70 8.65 9.61 2.63 11.43 

Source: Rain Industries Ltd. Annual Report 

 
Debt (US $ Millions) 
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3. Factors that will further lead to growth in PAT 

i. Interest Savings  
 

 

Mar17 June 17 Sept 17 Dec 17 Mar 18 June 18 

Interest 153.6 148.3 146.2 146.5 117.98 111.786 

 

The Finance Cost decreased substantially from Mar 18 quarter due to refinancing of debt. 

This directly increases profitability and thus pushing the value of equity to higher levels.  

 

The company has enough cash flows to further de-leverage its Balance Sheet.  

 

ii. Advanced Carbon Materials  
 

Advanced Carbon Materials  

 (in crores) Q4 2017 Q1 2018 Q2 2018 

Revenue 782.2 783.1 929.70 

EBITDA  88.4 90.8 121.60 

Cost 693.8 692.3 808.10 

Cost as a % of Sales  88.70 88.41 86.92 

EBITDA Margins 11% 12% 13% 

 

The company is trying to make the most on the opportunities in the growing Lithium Ion 

Battery Industry by providing coating materials used in anode in Lithium Ion Battery. The 

company is trying to cater the Asian Market. This is a solid margin product for emerging 

markets. 

 
Going forward, The Engineered Product segment in this division catering to lithium ion 

batteries is expected to exhibt strong growth in future. The volumes in Q2 2018 increased 

significantly from 13,000 tonnes to 31,000 tonnes.  

 

EBITDA/ton  Q4 2017 Q12018 Q2 2018 

Advance Carbon Material 7491.52 8254.545 9500 

 
Ralf Mexiner joins Rain Carbon as head of Advanced Carbon Material Division. He 

served as BASF's senior executive on a project to develop a 21st century customer service 

organization for the company's Europe, Middle East and Africa region. Earlier, he spent 

nearly five years in the United States and China as senior vice president of BASF's battery 
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materials business. Meixner's career also includes experience in Africa, Asia and Europe, 

supporting sales and marketing of a range of petrochemicals and intermediates. This 

segment catering to sale to lithium ion battery industry led by a person of this global 
background and experience with battery technology may uplift the performance of this 

segment. 

 

Capex  

i. CPC plant in Vishakapatnam. The project is expected to be completed during Q3 

CY19. Estimated Capex is US$ 65 Million.  
 

ii. Hydrocarbon Resin plant in Germany: The project is expected to be completed 

during Q3 CY19.  Estimated Capex is US$ 66 Million.  
 

iii. Debottlenecking of petro tar distillation facilities in Germany, Belgium and Russia: 

The project is expected to be completed during Q4 CY18.  
 

iv. Upgradation of Cement Plant: The project is expected to be completed by end of Q2 

CY19. Estimated Capex for the project is Rs. 42 crores.  

 

4. Valuation Matrix 
 

i. Valuation based on EBITDA Margins and Peer Multiple 
 

Business Segments Total Worth approximately 

(Rs. in crores) 

CPC1 9996 

CTP2 13812.5 

Cement3 2000 

Total 25808.5 

Total Debt 7300 

Residual Equity Value  18508.5 

Current Market Cap (30th Oct, 2018) 6478.02 

It shows that the intrinsic value of the company is ~2.85x from the current 

valuation. 
1. Assuming EBITDA/ton to be $100/ton and EV/EBITDA to be 7.  

2. The valuation is based on Himadri’s Capacity. It is further discounted 

because Himadri deals in Carbon Black and Speciality Carbon.  Rain just 

manufactures Carbon Black Oil used in manufacturing Carbon Black.  

3. The cement capacity being of 4.0 million tonne gives the business a 

valuation of ~2000 crores based on peer Market Cap/Tonne multiple.  

Source: Rain Industries Ltd. Annual Report 
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ii. Valuation based on P/E Multiple 

Business Segments PE Multiple  

Market Cap (Rs. in crores)  

Based on 2019E Earnings 

CPC1 6.5 3865.87 

CTP2 15 8052.46 

Advanced Carbon Materials3 15 3803.25 

    15721.59 

Cement4      2000 

Total Market Cap    17121.59 

Price Expected (Rs.)   512.62 

CMP (Rs.) as on 2nd  November,2018 

 

186 

Upside(%)    176 

 

Assumptions: 
1. The multiple of CPC Segment is based on the commoditized business multiple.  
2. CTP Business is a stable business for the company. It mainly caters to the 

European Market which is operating at optimum utilization and is expected to 

operate at the same rate in the next year too. Hence, the multiple is based on the 

stability of business.  
3. Advanced Carbon Division is a fast growing segment where it is catering to the 

emerging lithium ion batteries and also used in everyday materials like adhesives, 

plastic, inks etc. Hence, the multiple is based on the stability this segment provides to the 

company.  
4. Cement Segment is evaluated on the basis of peer companies market cap/tone multiple. 

Here, given a 15% discount on account of holding company.  

 
iii. Strong generation of Cash Flow 
 

  2019E 2018E 2017 2016 2015 2014 

CFO1 (Rs. in crores) 1628 1141 868.09 1566.75 1238.23 1291.25 

Cash Flow per Share 49.18429 34.4713 25.81 46.58 36.81 38.39 

         Notes: 1. Working Capital is estimated as a % of sales. The percentage assumed is taken     

as average of last 5 years.  
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4. Rain Industry Structure 


