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RAK Ceramics
Strong top-line growth weighed by higher input prices

4Q22 Net Profit lower than our estimate

RAK Ceramics PJSC (RAKCEC/"The Company") reported 21.6% YOY
growth in net profit to AED 68 Mn in 4Q22, lower than our estimate
of AED 104 Mn. This increase in net profit is mainly attributable to
strong growth in revenue, other operating income and tax reversal
partially offset by an increase in operating expenses and higher fi-
nance costs.

P&L highlights

RAK Ceramics’ revenue grew 19.7% YOY to AED 901 Mn in 4Q22
driven by a healthy growth in tiles and tableware revenue with fau-
cet revenue of AED 125.6 Mn after Kuldi group acquisition some-
what offset by a decline in revenue from the sanitaryware business
and others. The company’s tiles revenue rose 8.0% YOY to AED
529.4 Mn in 4Q22 driven by higher selling prices partially offset by a
hike in production cost. Sanitaryware revenue declined marginally
2.0% YOY to AED 122.8 Mn in 4Q22 mainly due to lower off-take
from the European market and disruption of production in Bangla-
desh due to a low supply of gas. Moreover, tableware revenue rose
9.0% YOY to AED 98 Mn in 4Q22 due to rolling out differentiated
products and post-pandemic recovery. Faucets revenue rose signifi-
cantly from AED 5.5 Mn in 4Q21 to AED 125.6 Mn in 4Q22 owing to
the consolidation of revenue from KLUDI group of AED 114.5 Mn.
The Company’s direct cost increased 18.8% YOY to AED 593 Mn in
4Q22 due to high input prices and supply chain disruptions. As a
result, gross profit rose 21.6% YOY to AED 308 Mn in 4Q22 with a
gross margin of 34.2% in 4Q22 as compared to 33.6% in 4Q21.
Gross margin improved driven by an increase in tile margin. On the
other hand, operating expenses rose significantly 35.2% YOY to
AED 255 Mn in 4Q22 mainly due to a hike in staff cost, freight
charges, and promotional expenses carried out for better brand
presence and visibility. As a result, total operating profit declined
35.0% YOY to AED 52 Mn in 4Q22. Depreciation and amortization
charges stood at AED 48 Mn in 4Q22 whereas EBITDA rose 12.6%
YOY to AED 137.5 Mn in 4Q22. EBITDA declined 96 bps YQOY to
15.3% in 4Q22. Impairments declined from AED 17 Mn in 4Q21 to
AED 4 Mn in 4Q22. Other income rose 55.9% YQY to AED 41 Mn in
4Q22 due to gain on sale of land in Australia of AED 12.8 Mn in
4Q22. Finance cost more than doubled from AED 11 Mn in 4Q21 to
AED 26 Mn in 4Q22 due to higher benchmark rates. The Company ‘s
tax expenses reduced from AED 5 Mn in 4Q21 to a reversal of AED
10 Mn in 4Q22 boosting profitability. Furthermore, share of profit
attributable to non-controlling interest holders stood at AED 8 Mn in
4Q22 as compared to AED 18 Mn in 4Q21.

Balance Sheet highlights

RAK Ceramics’ borrowings increased from AED 1,537 Mn in 2021 to
AED 1,740 Mn in 2022. While net debt rose from AED 1.0 Bn in
2021 to AED 1.3 Bn in 2022 with a net debt to EBITDA ratio of 2.3x
in 4Q22 as compared to 1.9x in 2021. Net debt rose mainly due to
dividend payment, increase ownership in RAK Procelain to 92% par-
tially offset by AED 66 Mn proceeds from the sale of land in Austral-
ia. Cash and cash equivalents along with bank deposits stood at
AED 439 Mn in 2022 as compared to 565 Mn in 2021. Cash flow
from operations marginally declined from AED 545 Mn in 2021 to
AED 509 Mn in 2022. The Company is expected to incur a capex of
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AED 300-350 Mn in 2023. The company paid a dividend of 10 fils in 1H22 while the board further pro-
posed to pay a cash dividend of 10 fils for the period 2H22.

Target price and rating

We maintain our BUY rating on RAK Ceramics PJSC, with a Revised target price of AED 3.80. The Compa-
ny is strengthening its brand positioning and brand visibility across all markets and plans to increase its
retail footprint to maximize shareholder returns. RAK Ceramics further increased its stake in RAK
Procelain to 92% in 2022 through multiple acquisition. The acquisition of KLUDI group strengthened the
Company’s faucets business as it contributed AED 115 Mn in revenue during 4Q22. It also launched the
turn-around strategy for KLUDI which add to profitability. RAK Ceramics opened a showroom in UAE (Al
Ain) and two in India (Cochin & Chandigarh) with attractive promotional schemes. However, production
in Bangladesh and India was affected due to high energy costs and low supply in 4Q22 whereas the Eu-
ropean market was impacted due to currency devaluation. RAK Ceramics will be strongly positioned to
deliver solid returns in the upcoming period driven by a strategic expansion plan. The tiles renovation
project will result in the production of 5 Mn sgm of GP tiles while the production is expected to com-
mence from 1Q23. The sanitaryware capacity addition is completed and the production is expected to
reach full capacity in 2023 at 260 thousand pieces per year. Machinery for Tableware capacity expansion
is scheduled to be delivered by 2Q23 for which, the production is expected to start from 3Q23 with 10 Mn
pieces per year. The planned expansion will add to top line going forward. Moreover, the Company plans
to incur a capex of AED 300-350 Mn in 2023. RAK Ceramics completed the land acquisition, title owner-
ship, and registration process with NOC and approvals from the local authority for the Greenfield projects
in Bangladesh whereas the land mutation certificate is still yet to be received. Furthermore, the company
also increased its pricing to offset high energy costs and focuses on diversifying its revenue streams due
to currency devaluation. Furthermore, the Company still awaits to receive custom duty exemptions from
KSA authorities for imports from the UAE. In addition, the company prioritizes capacity expansion, pro-
tecting its market share, and digitization along with transforming KLUDI into a premium faucet brand
globally. RAK Ceramics board proposed to pay a dividend of AED 10 fils for the period 2H22 (in addition
to AED 10 fils for 1H22). Thus, based on the above-mentioned factors, we assign a BUY rating to the
stock.

RAK Ceramics - Relative valuation

(at CMP) 2018 2019 2020 2021 2022 2023F
PE(X) 15.78 17.53 -22.22 11.69 9.52 9.77
PB(X) 1.15 1.19 1.34 1.29 1.33 1.30
EV/EBITDA 10.21 9.31 12.17 8.14 7.48 7.39
Dividend yield 4.7% 4.9% 2.6% 6.9% 6.9% 6.9%

FABS Estimates & Co Data
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RAK Ceramics - P&L

RAK Ceramics -4Q22

AED mm 4Q21 3Q22 4Q22 4Q22F Var. YOYCh QOQCh 2021 2022 Change
Revenue 752 906 901 979 -8.0% 19.7% -0.6% 2,861 3,517 22.9%
Direct costs -499 -589 -593 -594 -0.1% 18.8% 0.6% -1,826 -2,247 23.0%
Gross profit 253 317 308 386 -20.3% 21.6% -2.9% 1,035 1,270 22.8%
Selling & overhead exp. -189 -230 -255 -249 2.6% 35.2% 11.1% -743 -942 26.8%
EBITDA 122 146 138 186 -26.0% 12.6% -5.7% 501 577 15.1%
Dep.& amortization 41 47 48 49 -2.1% 14.9% 1.4% 167 328 96.5%
Operating profit 81 87 52 137 -61.7% -35.0% -39.9% 292 328 12.5%
Impairment -17 -7 -4 0 NM -75.5% -38.1% -33 -53 62.4%
Other income 27 65 41 8 NM 55.9% -36.6% 89 149 68.0%
Share of associates 4 0 0 0 NM NM 58.2% 17 -62.1%
Loss on monetary position -1 -1 -1 0 NM -19.0% -41.8% -3 -4 44.9%
Investment & other inc. -3 2 2 2 -6.3% NM -9.3% 11 -36.1%
Financial charges -11 -27 -26 -11 133.2% 133.9% -3.3% -78 -93 18.7%
Profit before tax 79 120 66 136 -51.6% -17.1% -45.6% 301 372 23.7%
Tax expense -5 -30 10 -7 NM NM NM -17 -32 89.6%
Profit before minorities 74 90 76 129 -40.9% 3.3% -15.6% 284 340 19.8%
Minorities -18 -5 -8 -25 -67.6% -54.3% 60.9% -37 -37 -0.4%
Profit to shareholders 56 85 (1] 104 -34.5% 21.6% -20.1% 246 303 22.9%
FABS Estimates & Co Data
RAK Ceramics - Margins

4Q21 3Q22 4Q22 YOY Ch QO0Q Ch 2021 2022 Change
Gross profit margin 33.6% 35.0% 34.2% 53 -81 36.2% 36.1% -5
EBITDA margin 10.7% 9.6% 5.8% -489 -380 10.2% 9.3% -87
Operating profit margin 16.2% 16.1% 15.3% -96 -82 17.5% 16.4% -111
Net Margin 7.4% 9.4% 7.5% 11 -184 8.6% 8.6% -1
FABS estimate & Co Data
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Research Rating Methodology:

Rating Upside/Downside potential
BUY Higher than +15%
ACCUMULATE Between +10% to +15%
HOLD Lower than +10% to -5%
REDUCE Between -5% to -15%

SELL Lower than -15%

FAB Securities Contacts:
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Ahmad Banihani +971-2-6161629 ahmad.banihani@Bankfab.com

Sales & Execution

Abu Dhabi Head Office

Trading Desk +971-2-6161700/1 Online Trading Link
+971-2-6161777
Institutional Desk +971-4-4245765
Sales and Marketing +971-2-6161703
DISCLAIMER

This report has been prepared by FAB Securities (FABS), which is authorised by the UAE Securities and Com-
modities Authority, licensing registration number 604002, and is a member of the Abu Dhabi Securities Ex-
change and Dubai Financial Market. The information, opinions and materials contained in this report are pro-
vided for information purposes only and are not to be used, construed, or considered as an offer or the solici-
tation of an offer or recommendation to sell or to buy or to subscribe for any investment security or other fi-
nancial instrument. The information, opinions and material in this report have been obtained and derived from
publicly available information and other sources considered reliable without being independently verified for
their accuracy or completeness. FABS gives no representation or warranty, express or implied, as to the accu-
racy and completeness of information and opinions expressed in this report. Opinions expressed are current
as of the original publication date appearing on the report only and the information, including the opinions
contained herein, are subject to change without notice. FABS is under no obligation to update this report. The
investments referred to in this report might not be suitable for all recipients. Recipients should not base their
investment decisions on this report and should make their own investigations, and obtain independent advice,
as appropriate. Any loss or other consequences arising from the uses of material contained in this report shall
be the sole and exclusive responsibility of the recipient and FABS accepts no liability for any such loss or con-
sequence. The value of any investment could fall as well as rise and the investor may receive less than the
original amount invested. Some investments mentioned in this report might not be liquid investments, which
could be difficult to realise in cash. Some investments discussed in this report could be characterised by high
level of volatility, which might result in loss. FABS owns the intellectual property rights and any other material
contained in this report. No part of this report may be reproduced, utilised or modified in any form either in
whole or in part or by any electronic, mechanical or other means, now known or hereafter invented, including
photocopying and recording, or stored in any retrieval system without the prior consent of FABS in writing.
While utmost care has been taken to ensure that the information provided is accurate and correct, neither
FABS, nor its employees shall, in any way, be responsible for the contents. By accepting this document, the
recipient agrees he/she has read the above disclaimer and to be bound by the foregoing limitations/
restrictions.
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