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Companion to the Kennametal India investment report (63/100, Selective Positive). This piece grades the business against the
five-pillar engine: Sunrise, Leadership, Moat, Iron Fortress, and Free Cash Flow.

Reference price: Rs 3,773 (NSE close, October 28, 2026). Weak-to-moderate fit, 1 of 5 pass.

Grades at a glance

Sunrise (manufacturing capex demand) PARTIAL
Leadership PARTIAL
Moat PARTIAL
Iron Fortress (balance sheet) PASS

Free Cash Flow PARTIAL

Overall fit verdict: Weak-to-moderate fit, 1 of 5 pass. Kennametal India passes Iron Fortress and is
partial on sunrise, leadership, moat and free cash flow: category growth at about 6 percent before a
tungsten spike, a no-guidance disclosure stance, a moat owned by the 75 percent parent, and 36 percent
five-year cash conversion. Full investment report score: 63/100, Selective Positive.
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Pillar 1: Sunrise, PARTIAL
GRADE: PARTIAL

The demand direction is right. Cutting tools are consumed in proportion to how much metal India
machines, and the indicators point up: IMARC sizes the Indian cutting tools market at $3.1 billion in 2025
growing to $5.3 billion by 2034, Indian machine tool consumption rose about 17 percent in the last
reported year, and the company's end markets (auto, aerospace and defence, railways, energy, general
engineering) sit inside the strongest Indian capex cycle in a decade. Defence and aerospace machining,
where carbide quality is specified and audited, is the premium lane, and this company is qualified in it.

The speed and the source of growth hold the grade. A 5.8 percent dollar CAGR for the category is a good
market, not a sunrise that lifts all boats at 20 percent. And the company's own FY26 growth of 29.1 percent
was mostly tungsten price, not machining volume: revenue had compounded at about 6 percent a year in
FY22 to FY25, straight through the capex boom. A sunrise pillar asks whether demand will carry the
company; here demand carried it at 6 percent and a commodity carried it at 29 percent. PARTIAL, with the
upgrade test named: two consecutive years of double-digit revenue growth in a flat tungsten market.
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Pillar 2: Leadership, PARTIAL
GRADE: PARTIAL

Grade the record against what was promised, in public, with dates. The written promises were kept to the
rupee: an interim dividend of Rs 40 a share declared in May 2025 and again in May 2026, Rs 88 crore paid
in FY26 even when free cash flow was negative. The operational promises were also kept: Managing
Director Vijaykrishnan Venkatesan said each quarter of FY26 that the company was managing the
tungsten supply chain and pricing strategically, and the June quarter delivered a 31 percent Hard Metal
segment margin with no reported stock-outs. Crisis execution was genuinely good.

The deductions are structural. The company publishes no numeric guidance, no order book and no
segment targets, so there is almost nothing forward-looking to grade, the same visibility gap as the parent.
The one capital commitment on record, about Rs 68 crore of pre-project spend for a greenfield Machining
Solutions plant, is aimed at the segment that shrank to Rs 147 crore of revenue and lost money through
FY26, with no capacity or timeline disclosed since approval. And the bench question is unanswered:
strategy, brands and technology are set in Latrobe, and the Indian MD operates inside a parent playbook.
A team that pays what it promises, executes a crisis well, and declines to publish a target is a partial.
PARTIAL.
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Pillar 3: Moat, PARTIAL
GRADE: PARTIAL

The deep layers are real. Cemented carbide know-how (grain size, cobalt binder, CVD and PVD coating
stacks, chip-breaker geometries) is cumulative science, and the Indian company holds a 62-year
Bengaluru plant that runs the chain from powder to finished insert while global rivals mostly import into
India. Add two brands on one price ladder (Kennametal premium, WIDIA value, the latter turning 100 in
2026), application engineers who qualify tools on customer machines job by job, and a consumable
replacement cycle: once a grade is specified into a production process, changing it means re-trialling the
job.

The shallow layers are equally real. Globally this is the number three player, at an estimated 6 to 8 percent
share against Sandvik Coromant at 11 to 14 percent and the IMC Group at 9 to 12 percent, and every one
of them sells into India, alongside Korean and Chinese rivals competing on price per cutting edge in
standard inserts. The brands, grades and coating technology are the parent's property, licensed into a
company minorities own 25 percent of. And the FY23 to FY25 record, revenue compounding at about 4
percent while Indian industry boomed, is not what a widening moat looks like. A moat that is deep in
qualified and engineered work, contested in standards, and owned by the parent is a partial. PARTIAL.
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Pillar 4: Iron Fortress, PASS
GRADE: PASS

The leverage test is not close. Interest cost in FY26 was Rs 0.03 crore, borrowings are effectively zero,
and net worth rose to Rs 854 crore (book value Rs 388 a share) on 2.2 crore shares that have never been
diluted in the period reviewed. India Ratings affirmed IND AA- / Stable in December 2025. The Rs 40 a
share dividend and about Rs 53 crore of capex in FY26 were funded without a rupee of debt, in the same
year the parent group in the United States was reporting negative operating cash flow on the same
tungsten build. The listed Indian company cannot be forced by a lender, a covenant or a refinancing wall,
because none exist.

Two qualifications are recorded without breaking the grade. First, the fortress is partly a warehouse: a
large share of the Rs 854 crore of net worth now sits in tungsten inventory valued at peak prices (inventory
days of 280), so the book value is exposed to the same metal price as the P and L. Second, the fortress
protects against ruin, not against valuation: Rs 854 crore of net worth supports an Rs 8,306 crore market
capitalisation. Survivability, which is what this pillar tests, is not in question. PASS, with the monitored
metric named: inventory days falling back below 200 without a writedown.
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Pillar 5: Free Cash Flow, PARTIAL
GRADE: PARTIAL

The five-year record is the finding. Screener-definition free cash flow: negative Rs 16 crore in FY22,
positive Rs 69 crore in FY23, Rs 86 crore in FY24, Rs 116 crore in FY25, and negative Rs 35 crore in
FY26, about Rs 220 crore in total against cumulative PAT of about Rs 612 crore. That is a 36 percent
conversion rate across a full cycle, in a business whose product is a consumable. The profit is real on
paper and repeatedly late in cash, because the model requires carrying 149 to 280 days of inventory of an
expensive, geopolitically concentrated metal.

FY26 is the extreme case, not an aberration in kind. Operating cash flow fell to Rs 18 crore on PAT of Rs
196 crore (cash conversion of 24 percent of EBITDA on Screener's print, against 93 percent in FY25) as
inventory absorbed the year, and the dividend of Rs 88 crore was paid on top, taking net cash flow to
negative Rs 118 crore. The cause is understood and partly honourable: securing tungsten supply while
China licenses exports is a rational use of a debt-free balance sheet, and the parent did the same in
dollars. But a pillar that tests whether profit becomes cash cannot pass a company whose record year
produced negative free cash flow. It does not fail either: three of five years were solidly positive, the
balance sheet absorbed the shock without debt, and conversion recovers mechanically if tungsten merely
stops rising. PARTIAL, with the monitored metric named: free cash flow conversion back above 60 percent
of PAT in FY27.
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Summary

e Pillar 1. Sunrise: PARTIAL, a real manufacturing capex runway (Indian cutting tools market of $3.1
billion growing at about 5.8% a year, machine tool consumption up about 17%) against category
growth that is good rather than explosive, and company growth that ran at about 6% a year before a
tungsten price spike printed 29.1%

e Pillar 2. Leadership: PARTIAL, dividends declared and paid exactly as stated (Rs 40 a share in May
2025 and May 2026) and decisive pricing through the tungsten crisis, against no published guidance
or order book, and the only capital project on record aimed at the loss-making machines segment

e Pillar 3. Moat: PARTIAL, a 62-year local powder-to-tool plant, two brands and group coating and
grade technology, against global number one and two rivals selling into India, price-per-edge
competition in standard inserts, and a moat whose assets belong to the 75% parent

e Pillar 4. Iron Fortress: PASS, effectively zero debt (interest of Rs 0.03 cr), net worth of Rs 854 cr,
IND AA- / Stable, dividend and capex funded internally with no dilution; the watch item is book value
concentrated in peak-price tungsten inventory

e Pillar 5. Free Cash Flow: PARTIAL, free cash flow positive in three of five years but only about Rs
220 cr cumulative against about Rs 612 cr of PAT (36% conversion), turning negative Rs 35 cr in the
record FY26 year as inventory days hit 280

Weak-to-moderate fit, 1 of 5 pass. The engine's read: Kennametal India passes the one pillar that
describes survival (the balance sheet cannot be forced) and is partial on all four pillars that describe the
future and the cash: demand that grows at category rates, leadership that will not publish a target, a moat
owned by the parent, and profit that converts to cash at 36 percent over five years. That matches the
investment report's 63/100 Selective Positive: the business quality grades well above the cash quality, and
at Rs 3,773, 42.3 times reported earnings and about 67 times estimated underlying earnings, the market is
pricing the first and waving at the second.

What changes the grade: Sunrise upgrades to pass on two straight years of double-digit revenue growth
with tungsten prices flat. Leadership upgrades when the company publishes any numeric target or an
MSG plan with capacity and dates to grade against. Moat upgrades if local share gains are evidenced
through a downcycle, and downgrades if standard-insert price competition takes the Hard Metal margin
below its FY25 level without a tungsten fall to explain it. Iron Fortress is re-graded if debt appears or
inventory is written down hard. Free Cash Flow upgrades above 60 percent conversion sustained for two
years, and downgrades to fail if FY27 repeats a negative print.
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