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What is a Quality Business

Sustainable 
Growth

Decent Return on 
Capital Employed

Low Leverage
Ethical and Able 

Management
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What is a Commodity Business

Volatile Growth 
and Margins

Low Return on 
Capital Employed

High Leverage
Unethical and 

non-performing 
management
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How about these numbers

DEBT/EQUITY7 YEAR PAT CAGR

10 YEAR CFO/PAT7 YEAR SALES CAGR 7 YEAR RETURN ON EQUITY

17%

28%

27%

0.0

10 YEAR FCF/CFO

>1

76%

0% Promoter Pledge

75% Promoter Holding

>3x of Industry Growth

>40% of Market Cap as Cash

26% CAGR for last 10 years

One of biggest dilemma, curiosity and learning while studying this stock for me has been the small nuisances between market perception to 
quality, value, commodity, outliers, cycles and valuation. Will have my view at end of discussion

Trades at 5.28 EV/EBITDA
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So, again, the question is 

Is Maithan a quality or 
commodity stock?
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Let us try to understand 
from the beginning
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Ferro Alloys

One of major producers of ferro alloys with 10% domestic 
market share and 2% international market share

Manganese Alloy

Ferro 
Manganese

An alloy of iron 
and manganese

Silico 
Manganese

An alloy of 
silicon and 
manganese

Ferro 
Silicon

An alloy of iron

and silicon

Chrome 
Alloy

New capacity to 
be built

Ferro alloys enhance steel strength, durability, anti-corrosion and anti-stain 
properties and acts as de-oxidant for Steel Manufacturing

Ferro Manganese - An alloy of iron and manganese
• Used in steel products wherein silicon content needs to be controlled 

at low levels
• Used in flat steel, manganese-rich steel and stainless-steel 

manufacturing

Silicon Manganese- An alloy of silicon and manganese
• Cost-effective blend of silicon and manganese
• Consumed in all steel products. Used in higher quantities in 200 series 

stainless steel, alloy steel and manganese steel

Ferro Silicon - An alloy of iron and silicon
• Silicon acts as a steel oxidant
• Used primarily in special steels and in small quantities in mild steel

Revenue is evenly spread b/w domestic and export with major export to Asia 
pacific except China. Also, evenly spread across ferro and silico manganese

Out of the total variable cost about 50% would be Manganese ore cost, 30% of 
the cost would be power cost, 15%

Vishakhapatnam ( E )
72 MVA (1.2L Tonn)

50% Revenue

Briyhat
16 MVA (26K Ton)

10% Revenue

Kalyaneshwari ( D )
49 MVA (81K Tonn)

40% Revenue

Company Introduction
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Company Introduction

• Management is mix of old and young but experienced management

• Good education background

• Though management salary is on higher side, it is variable and linked 

to performance. Further, management has not shied away from 

taking lesser pay
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Company Introduction
• Respectable growth rates and topline, bottom-line 

and cashflow level

• Asset light balance sheet  with lot of cash on books

• Excellent free cash flow to sales ratio over 10-year 
history covering both up and down cycle

• Respectable return on capital ratios over 10-year 
history covering both up and down cycle

• Reasonable and consistent inventory days

• Respectable cash return on assets

• Lower tax rates (one of plant in SEZ zone)

• Volatile raw material and power cost. What is 
normalized raw material and power cost?

• Dividend payout is low despite Rs 800 Cr + cash on 
books

• Cyclic growth and return ratios though decent and 
lower end of cycle
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Company Introduction

Company State Location Type Capacity Ton

Facor AP Garividi FM-SM 72500

Anjaneya Alloys AP Vishakhapatnam Ferro Alloys 120000

Sarda Energy MP Raipur FM-SM 66000

Sal Steel GJ Gandhidham 61890

Anjaneya Alloys JH Jamtada Ferro Alloys 41850

Chandrapur Ferro Alloys MH Chandrapur FM 50000

Chandrapur Ferro Alloys MH Chandrapur SM 32765

Maithan Alloys MEG Rio bhoi FM 28000

Tata steel ORI Joda FM 50000

Nava Bharat Ventures TEL Khammam FM-SM 125000

Maithan Alloys WB WB FM 94600

Shyam Ferro Alloys WB WB SM 104957

Indian Metals & Ferro Alloys Ltd ORI Rayagada Ferro Chrome
275000

• 19% production share for ferro manganese
• 33% production share for silico manganese
• 14% share for ferro silicon
• Yet to start on ferro chrome
• 5x capacity expansion in last 13 years and working at 90% capacity 

utilization
• Lowest cost produce due to higher efficiencies in employee 

productivity, SGA efficiency, other cost control, strong balance sheet 
and asset light model
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Company Introduction

Open Questions:

• How can company maintain a strong balance sheet and decent return ratios even at worst of the cycle?

• How can company maintain above average industry growth?

• How company manages raw material price volatility?

• How new capex will play out and from where growth will come? What will happen to cash on books?

• Why High cash and low dividend yield?

• Family transactions in 2017 to shift business from one hand to other hand

• It is evident that business is cyclic with volatility in margins, what is expected sustainable margin?

• Significantly low margin in 2014, is company purely cyclic and will it also make losses sometime in future?

• Power tariff in the country is high compared to other ferro alloy producing countries

• Industry is bracing to tackle competition from Malaysia and Indonesia

We will address some of questions here in terms of what is management’s response. Also, we will do our own analysis in next set of sections on 
some of those questions
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MOTIVATION & INTRODUCTION

Why Fundamental Analysis, Importance, Usage, What is fundamental analysis, What 

does it cover – Financials, Management, Market Size, Business Quality, Valuation

01

UNDERSTANDING FINANCIAL STATEMENT
Understanding Financial Statement – Balance Sheet, Profit and Loss Statement, Cashflow 

Statement, Understanding Financial Ratios – Profitability, Liquidity, Leverage, Efficiency, 

Growth, Due Diligence, Returns, Contribution, Valuation

02

UNDERSTANDING FINANCIAL RATIO
Understanding Financial Ratios – Profitability, Leverage, Operations, Growth, Due 

Diligence and Valuation, Connecting financial ratios and business operations

03

JOURNEY OF INDIAN STOCK MARKET

Market history through data and analysis, Wealth Creators and Wealth Destructors in 

last 20 years, Patterns of wealth creation and wealth destruction using financial ratios, 

Segmentation and profiling of wealth creators and wealth destructors, Industry 

benchmarking, Insights to build screen systems

04

UNDERSTANDING BUSINESS AND ITS LEVERS

Business and Value Creation, Drivers, Creating entry barriers, Delivering sustainable 

returns, Market Size Opportunity Identification, Business Analysis Frameworks –

Porter’s Five Force, Connecting financials and operations, Business Quality Checklist

05

UNDERSTANDING MANAGEMENT AND ITS LEVERS

Management Traits, Management Types, Management Due Diligence, Connecting 

Management Quality with Financials, Management Quality Checklist 
06

RESEARCH RESOURCES, PROCESS AND METHODOLOGY

Research need and sources, SI Internal tools for company, competitive and market 

analysis, External tools for company, competitive and market analysis, Best Practices, 

Reading Resources and Methodology - ARs, Presentations, RHPs, Con calls etc.

07

ANALYSING COMPANIES: BOTTOM-UP & TOP-DOWN

Idea Identification, SI 5 Stage Analysis Approach, Financial Shenanigans and due 

diligence, Company Analysis Use Cases,  Understanding and Managing Risk
08

UNDERSTANDING VALUATIONS

Understanding Valuation and its importance, Connection between Returns and 

Valuation, What drives Valuations, Valuation Types,  Selection of Valuation Type –

Pros/Cons, Valuation Use Cases, Valuation Checklist

09

MARKET CYCLES AND PORTFOLIO MANAGEMENT

Understanding market cycles, Directional tops and bottoms, Market Cycle Checklist, 

Portfolio Management and Allocation, When and how much to buy or sell, Managing 

behavior, greed and fear, Best practices,  Do’s and don'ts, SI Screens, Sectors and 

Stock watchlist, Concluding Remarks

10

Introducing Fundamental Analysis (30 Hrs. Comprehensive Course)
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Understanding Business and it Journey
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Understanding Business and it Journey
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Understanding Business and it Journey

AR 2015-16
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Understanding Business and it Journey

AR 2015-16



Scientific

Investing 27

Understanding Business and it Journey



Scientific

Investing 28

Understanding Business and it Journey



Scientific

Investing 29

Understanding Business and it Journey

Responses to some of them:

On High cash and low dividend yield: We are earning about 7% post tax return on our surplus cash. The company is supposed to use cash

judiciously for its own growth. Now we have seen three years of good growth in margins

and cash flows which is why we have that kind of money. So, we became net cash 2.5 years. ago and in these 2.5 years we have been able to build a 

war chest of around Rs. 650 crores or so. Now we have been constantly looking at growth and looking for only the last 2.5 years because prior to 

that the entire industry was in doldrums and we could not think of growth. So, 2.5 years ago is when we started looking at growth and we have a 

very long-term view on the business and therefore follow very conservative and prudent financial policy as our sector has seen ups and downs 

throughout.

In the past let us say to support our history of 20 years we have always been taking loans for one expansion project. We have been repaying that 

and in many cases prepaying the loan and only after the old loan is on the verge of getting totally prepaid is when the next project is planned, and 

the next term loan is taken. With this strategy we were able to grow from 10 MVA in 1997 to 137 MVA by the end of 2012 - that is in 15 years we 

were able to grow by 14 times. So, this has proved to be successful recipe and despite it being a low-risk thing growth has been high. So, we would 

tend to continue with the success recipe, and we are constantly evaluating inorganic growth opportunities along with the announcement of a 

Greenfield CAPEX of about Rs. 275
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Understanding Business and it Journey

crores. We need to conserve cash for the short-term because we are uncertain how much money we will be spending on the inorganic growth front. 

We totally appreciate that keeping this cash has a negative carry and we have been debt averse, but we would still want to carry this money for 

another 12 months because we would hate to lose out on opportunities which come our way. And because we have been able to do a good job of 

expanding and operating, so we have a request to our various stakeholders to just be patient and give us another 9 to 12 months and we are hoping 

to put that cash to use. 

If we are unable to put the cash to good use, then we would consider to return the money to the shareholders. But growth is our priority and if we 

can achieve better returns with the money, we would prefer that only.

Export vs Domestic: India is the largest exporter of Silico manganese and hence export earnings and domestic earnings are typically almost at par.

For us, we have Vizag plant where it is in SEZ, so we have to export. Most of the plants which are not in the SEZ they have the flexibility. So, if any 

plant is able to generate a higher EBITDA by exporting, they would export and if they are generating higher EBITDA for domestic sales, they will do 

that. So it is a self-alignment which automatically happens and say maybe half a percent difference sometimes but on an average it evens out.
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Understanding Business and it Journey

Malaysia being a bigger threat in terms of the import scenario: I would say during second part of calendar year ‘16 and the calendar year ‘17, 
Malaysia ramped up their capacity significantly. Because of that there was pressure on prices and the prices remained in check otherwise they 
would have gone up much faster. It means for the last 15 months Malaysia has been producing to capacity so whatever disturbance they were to 
create that they have already created. There is no additional threat left They don’t intend to add more capacities there because the cost of CAPEX in 
Malaysia has been proved to be about 2.5 times that of India. Nobody is interested in putting up more capacities there; they will continue to 
produce what they are producing, and they will not be part of any growth or degrowth

On power cost being contributor in our being a low-cost manufacturer: I don’t think so anybody who sets up the unit at any place where the 
power cost is higher, they would be forced to shut down. So, I would say it is a necessary evil or a necessary hygiene but that does not give you a 
competitive advantage but if not attended correctly it would result in competitive disadvantage

On commodity business, cycles, sustainable margin and competitive advantage:
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Understanding Business and it Journey
On poor financial performance in 2014:

On the EBITDA metrics in the 13 quarters from September 2012 EBITDA margin was around 5% on an average. So now what has changed now is that 
our EBITDA margin would be in the 15% to 17% range as opposed to the 5% in those three years?

Subodh Agarwalla: Basically, are you referring to the standalone figures or are you referring to the consolidated figures?

Sarvesh Gupta: Standalone.

Subodh Agarwalla: So basically, what was happening in FY12 or by the end of FY12 is that we had commissioned
the Visakhapatnam plant which at that time was in our 100% subsidiary. That subsidiary got merged into the parent company from the start of FY16. 
So, till the end of FY15 it was a subsidiary.
Now that plant in the first three years that is in FY13, 14 and 15 was not operating well. We were wanting to operate it in a hands-off approach 
thinking that things would automatically happen but that was not to be. When the plant did not perform even in the third year let us say about July 
2015, I was given the mandate of taking over control of the plant and do whatever is
required to ensure that that plant would perform at a level at which Kalyaneshwari plant was operating.

Now if you want to separate the performance and really understand what I’m saying you can take the standalone performance of the company and to 
get a sense of the Vizag plant working, you deduct the standalone from the consol. So consol minus standalone is the subsidiary. So, from that 
perspective you can see what was the EBITDA which was coming from the
subsidiary and what was the EBITDA which was coming from the parent which was the Kalyaneshwari and Meghalaya plant.
The performance of the subsidiary was not so good in spite of the fact that it was not having to spend any money for its working capital needs. So, the 
parent company was buying raw material and selling it at cost and buying the finished product from the
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Understanding Business and it Journey

subsidiary and selling it outside at cost as well. This was essential because the raw material and finished goods tie-up was there 
with the parent company because overseas suppliers were comfortable with Maithan Alloys and not with this new subsidiary 
which had come up. Because of the poor performance of the subsidiary, it really dragged the performance of the parent 
company. So, if you’re referring to EBITDA, the EBITDA which reflects on the standalone is the right figure. However, in the 
revenues you have a lot of trading revenues also figuring in which is the purchase and sales to and from the subsidiary which
resulted in a zero margin. In the cost metrics you have a figure called purchases for sales. So, if you deduct the purchases for
sales from the revenue of the standalone portion you would get an idea of the real manufacturing revenue of the standalone 
portion which is the Kalyaneshwari and Meghalaya units and you would have an EBITDA figure against that.

So, this is a little bit complicated but if you want to have a better understanding you can go deep into it and you will understand 
that the Vizag unit was not doing well, the other units were still doing reasonably well.

When we made a shift from private sector into the public sector in domestic market in that one year also, we had a hit on 
EBITDA because we had to grab market share and push people out. This was something which we had done consciously because 
we could see that steel was entering into a bad phase and we wanted to ensure that we would have no bad debts and we
would not be losing money.
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Understanding Business and it Journey

How company manages raw material price volatility

New Capex
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Some more business information

• Company has been paying continuous dividends

• Bonus issued in 2010 and 2015

• 74.99% held by promoter with some share change happening in 2018

• 3% by FII and AIFs

• 14% by individual with nominal share capital up to 1 Lakh

• No mutual fund holding
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Some more business information
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Valuation Analysis

• The standard metrics fail to explain the right way to 
valuate the company (cyclic industry)

• Not the best of valuation but Covid impact on topline needs 
to be normalized

• Also, steel cycle needs to be studied to understand any 
possibility of revival

• Company’s position has only strengthened with time and 
growth on a longer-term basis has been good keeping 
short term cyclicity aside

• However, despite being cyclic, still, company has hardly 
given losses and even currently in worst fo years, company 
generated profit
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Valuation Analysis

What drives valuations

• Growth

• Market size opportunity

• Return on capital

• Operating Leverage Possibilities

• Earnings visibility and consistency

• Count of risk levers and stress factor

• Float as derivative of above factors

• Perception, Regulation, Fund flow etc. etc.

• Management Premium for execution and integrity
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Valuation Analysis

Growth: How did it happen and how can it happen

14 Year Behavior

• Overall, 18% CAGR topline growth for 14 years out of which 12% came from expansion in production capacity and 

6% came from pricing. 

• Expense growth rate was same as revenue rate and hence operating profit also grew at similar growth rate. 

• Though raw material cost growth rate was higher, it was compensated by controlled other expense items. 

• So, 1x growth is by pricing and 2x growth is by expansion compared to industry growth rate of x

5 Year Behavior

• 7% CAGR which has been totally achieved through pricing

• Again here, raw material cost increase has been compensated by other costs

• However, still overall and per capita consumption has grown at low single digit rate

• So, we can say to some extent, Maithan has recently failed to repeat its past performance

Still, given , last few years have been one of toughest years from volume, if not from pricing perspective and company could not grow as they 
did not scale capacity, given , cyclic nature of business and despite of that strong track record, a 10% kind of topline growth in positive cycle 
quite looks possible. Also, company has capability to drive price related growth which can not be neglected in a commodity-based industry
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Valuation Analysis
Opportunity Size

Item India Maithan
Share

Ferro Manganese 
+ Silico 
Manganese

2.5 million 
ton

10%

Ferro Chrome 1 million ton 0%

Total 3.5 million 
tonn

• Expected market growth rate: 6% (though 

recently has been low + import scenarios)

• Maithan is lowest cost player

• Industry  utilizable  capacity for Ferro manganese 

and Silico manganese: ~ 2.5 million ton

• Maithan Share : 10% (For the year FY19 our 

production was 2.25 lakh ton, nearly at full 

capacity and similar as last year)

Market size opportunity is there at an average scale but both market size opportunity growth and at company level growth, 
both are non-linear. However, it is not end of the road for growth
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Valuation Analysis

Normalized Raw Material and Power Cost

Sustainable EBIT Margin

• Raw material cost as % of sales already touching based case scenario (unless it is totally value added driven)

• Power cost is also at historical average

• So, any possibility of margin expansion or operating leverage looks low, in fact, some caution is required around COGS%

• However, sales have been depressed due to various reasons

• We can safely consider 58-60% as COGS% and 19-20% as power cost % and these are two most significant expense items

• Average sustainable EBIT margin is 13% whereas currently it is around 18% and hence from a long-term valuation perspective, better to go with 12%

13% looks like a conservative sustainable EBIT margin for profit considerations
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Valuation Analysis

Sustainable Return on Investment (pretax)

• New Greenfield capacity: 120000 Ton per annum (50% of current capacity to be funded through internal accrual)

• Project Cost: Rs 275 Crore

• Current Rates for product : Rs 60K -61K per ton post correction in last 2 years (post 15-20% correction from peak) with 5-10 year price CAGR around 7-8% and hence 

looks sustainable

• Revenue possibility: Rs 720 Cr

• EBIT at normalized margins of 11%: Rs 80 Crore

• Return on Investment: 29%

Though company did not go for above CAPEX due to certain reasons, it does highlight that company does not want to get into 
poor ROCE projects
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Valuation Analysis

High single to lower double-digit possibility on a 5–10-year long term CAGR basis with 

short term hiccups. Market is favorable for those who can gain market share

GROWTH & MARKET SHARE

RETURN ON CAPITAL

MANAGEMENT PREMIUM

RISK LEVERS, VISIBILITY, CONSISTENCY

PERCEPTION, FUND FLOW, FLOAT etc.

Efficient based on current expansion plan and historical track record in worst case scenario

Strong execution track record post 2008 learning, not serious hanky panky so far

Cyclic risk levers and maintaining visibility and consistency is difficult in earnings and 

hence need to be factored through sustainable estimates with enough margin of safety

Cash on books and some family issues, lack on con calls etc. have led to not so positive 

perception with lower fund flow, float is favorable with 75% stake with promoter
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Valuation Analysis
• Not taken typical cyclic invest at PE and exit at low PE logic as 

company does not have those financials even though company 

operates in similar industry. Competitors are already showing such 

behavior on TTM basis as they are in PAT losses and in next 2 

quarters, this should be more visible

• Almost valued at fair levels for a long-term valuation perspective

• However, all the numbers considered are assumptions (though with 

a data driven logic) and any change in numbers either due to 

changing business condition or cyclic nature of business can have 

impact

• Further, in short run (up to 1-2 years), prices may get driven by 

factors other than earnings
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Technical Analysis

Monthly
✓ Encouraging bullish accumulation pattern on 

monthly level

✓ After 3.5 years again encouraging volume 
signs

✓ After a long time, monthly RSI has been 
consistently above 50

✓ Huge accumulation has happened around Rs 
500

✓ Rs 1000 is next big resistance
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Technical Analysis

Monthly
✓ Encouraging bullish accumulation pattern on 

monthly level

✓ After 3.5 years again encouraging volume 
signs

✓ After a long time, monthly RSI has been 
consistently above 50

✓ Huge accumulation has happened around Rs 
500

✓ Rs 1000 is next big resistance

Weekly
✓ High volume on rise and low volume on fall

✓ Weekly RSI has been off late almost 
consistently above 50

Daily
✓ 200D EMA recently acted as good support 

twice

✓ Rs 700 was key resistance crossed recently 
and should act as support
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Risk Analysis

MEDIUM HIGHLOW
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• Commodity based cyclic risks – product

price, raw material price, oversupply etc.

• Dependence on steel sector

Not a buy and forget investment. Valuation is

key and execution uniqueness could create

outlier (historically, has been one)

• Chances of fraud and poor treatment to

minority shareholders

• Higher revenue concentration to few

customers

• Insufficient use of cash

• Domestic and international competition

• Our own ability to time the stock
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Summary & Key Insights

Company 
Mind-map

Efficient 
lowest 

cost 
player

Ability to 
execute  & 

gain market 
share

Strong 
balance sheet

Asset light 
model

Insufficient 
use of cash

Cyclic 
Industry

Steel sector 
dependence

Client 
concentration
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