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This research presentation report expresses our research opinions, which we have based upon interpretation of certain facts and observations, all of 

which are based upon publicly available information, and all of which are set out in this research presentation report.  Any investment involves 

substantial risks, including complete loss of capital.  Any forecasts or estimates are for illustrative purpose only and should not be taken as limitations 

of the maximum possible loss or gain. Any information contained in this report may include forward looking statements, expectations, pro forma 

analyses, estimates, and projections.  You should assume these types of statements, expectations, pro forma analyses, estimates, and projections may 

turn out to be incorrect for reasons beyond Spruce Point Capital Management LLC’s control.  This is not investment or accounting advice nor 

should it be construed as such. Use of Spruce Point Capital Management LLC’s research is at your own risk.  You should do your own research and 

due diligence before making any investment decision with respect to securities covered herein.

You should assume that as of the publication date of any presentation, report or letter, Spruce Point Capital Management LLC (possibly along with 

or through our members, partners, affiliates, employees, and/or consultants) along with our subscribers and clients has a short position in all stocks 

(and/or are long puts/short call options of the stock) covered herein, including without limitation Caesarstone Sdot-Yam Ltd. (“CSTE”), and 

therefore stand to realize significant gains in the event that the price of its stock declines. Following publication of any presentation, report or letter, 

we intend to continue transacting in the securities covered therein, and we may be long, short, or neutral at any time hereafter regardless of our initial 

recommendation. 

This is not an offer to sell or a solicitation of an offer to buy any security, nor shall any security be offered or sold to any person, in any jurisdiction in 

which such offer would be unlawful under the securities laws of such jurisdiction.  Spruce Point Capital Management LLC is not registered as an 

investment advisor, broker/dealer, or accounting firm. 

To the best of our ability and belief, as of the date hereof, all information contained herein is accurate and reliable and does not omit to state 

material facts necessary to make the statements herein not misleading, and all information has been obtained from public sources we believe to be 

accurate and reliable, and who are not insiders or connected persons of the stock covered herein or who may otherwise owe any fiduciary duty or 

duty of confidentiality to the issuer, or to any other person or entity that was breached by the transmission of information to Spruce Point Capital 

Management LLC.  However, Spruce Point Capital Management LLC recognizes that there may be non-public information in the possession of 

Caesarstone Sdot-Yam Ltd. or other insiders of Caesarstone Sdot-Yam Ltd. that has not been publicly disclosed by Caesarstone Sdot-Yam Ltd.. 

Therefore, such information contained herein is presented “as is,” without warranty of any kind – whether express or implied. Spruce Point Capital 

Management LLC makes no other representations, express or implied, as to the accuracy, timeliness, or completeness of any such information or 

with regard to the results to be obtained from its use. All rights reserved. This document may not be reproduced or disseminated in whole or in part 

without the prior written consent of Spruce Point Capital Management LLC.
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Executive Summary



Spruce Point Is Short Caesarstone 
(CSTE) For the Following Reasons:
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Our Independent Lab Tests Show CSTE’s Samples May Contain Less Quartz Than Advertised : We ordered 

product samples directly from CSTE (along with samples from 7 competitors) and sent them to a material testing lab. 

Our tests suggests that CSTE’s quartz countertops contain approximately 88-89% quartz vs. the 93% advertised 
industry benchmark. CSTE’s samples contained among the lowest % of quartz among all of the samples tested. In light 

of CSTE’s rising quartz costs, it is possible that it is mitigating price increases by including less quartz. Numerous 

product quality complaints about chipping / staining may also support our conclusions

SEC FOIA Request For CSTE’s Quartz Contracts Show Substantial Cost Pressure: CSTE’s confidentiality period 

for its key quartz supply contracts lapsed on Dec 31, 2014. A FOIA was quickly filed and found that quartz, its key raw 

material cost for its quartz countertops, rose substantially by ~20% in 2014, yet they told investors in its SEC filings the 
impact was just 4%. Before acquiring these documents, CSTE used to request a 1yr confidential period, now they have 

requested 5yr confidential period coverage (what are they hiding?). CSTE just invested $115m to open its new U.S. 

production facility and has indicated it still does not have long-term quartz supply agreements, exposing them to 

increased margin pressure

Dependent on Positioning itself as “Premium,” Competition Rising Fast:  CSTE prominently touts its quartz 

product as “premium” and lists it as the #1 key investment highlight in its investor presentation. In light of our lab testing 

results, and commoditized nature of its products, we believe this positioning may be misleading. With little more than 
style being the main product differentiator, we find it difficult to believe CSTE can maintain its prices while new 

competitors from China and Europe enter the U.S. market at lower price points up to 25% less. The recent Chinese 

Yuan devaluation will add further price pressure. We obtained dealer price quotes to support our claim of price 

pressures. Further, we note that CSTE’s R&D headcount and margin have been shrinking every year and its largest 
competitor, Cosentino has launched a new super premium material called Dekton. Early indications show it is gaining 

rapid traction
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Questionable Market Share Gains: CSTE's story to investors is that its North American market is growing, and it is 

gaining market share. It cites a custom, paid-for, research provider paid for by CSTE called Freedonia Market Research. 

Since 2010, the report indicates its market share in Australia has declined, Canadian market share has been flat (2012-
2014), but that it is gaining significant market share in the U.S. - up from 14% in 2010, to 19% in 2014. Ascertaining true 

market shares are difficult given all are private companies (ex: CSTE), so we sourced proprietary U.S. import shipping 

data collected from port documents. Since CSTE is Israeli-based and dependent on importing to the U.S. market, we 

believe our data is highly reliable, and it indicates that its market share may not be growing



Spruce Point Sees 40% – 75% 
Downside In CSTE Shares
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Auditor Concerns, Signs of Financial Strain: CSTE is audited in Israel by Kost Forer Gabbay & Kasierer. Two 

recent inspection reports revealed audit deficiencies including failure to perform sufficient procedures to test 

revenue and test the existence of inventory. Upon closer inspection, we find CSTE has abnormal days sales 

outstanding, payables, and inventory turnover ratios relative to peers

Cracks in the Story, Massive Overvaluation, Majority Owner Liquidating: CSTE’s price recently corrected after 

Q2’15 earnings beat Wall St. estimates, but it cut its sales range from $515-$525m to $495-$505m, while 

maintaining its EBITDA guidance. We believe this is the canary in the coal mine, and CSTE’s EBITDA margins 

appear overstated. CSTE is at risk of missing its goals in light of flat import tonnage growth and rising competition.

CSTE trades at 3.4x and 13.5x 2015 Sales and EBITDA, respectively, a huge premium to building products peers at 

1.3x and 12.0x on the premise it can maintain share and grow sales 15% p.a. We believe CSTE should trade at a 

discount to peers of 8x - 10x EBITDA given our concerns about product + earnings quality (sales growth slowing + 

margin pressures), its shares would be worth $11 - $29 (40% – 75% downside) on a normalized EBITDA margin 

range. Since its 2012 IPO, its shareholder has reduced ownership from 79.0% to 32.6%; we expect continued sales

Unquantifiable Product Liability for Silicosis-Related Deaths: CSTE is a party to a growing number of lawsuits 

related to death and injury as it relates to injuries suffered by workers and fabricators of its products in Israel (from 

14 in 2012, to 60 today). A single plaintiff and motion for class action certification alleges a $56m damage. CSTE’s 

insurer said it would only be partially covered, thus exposing CSTE to a material risk. CSTE is also in the process of 

opening its new facility in the U.S. and OSHA has recently warned about the dangers of silicosis, specifically 

highlighting issues in Israel. Increasing regulatory scrutiny could drive up its cost of doing business
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Margins May Be Significantly Overstated:  CSTE’s gross margins of 42% are substantially higher than its peers in 

the building products sector which average 22%. Because it is the only publicly traded quartz countertop company, it 

is difficult to disprove its margins. However, we’ve pulled private financials for Cosentino S.A. (largest Spanish 

competitor) along with other private financials for Italian stone and countertop makers and find that CSTE’s margins 

appear vastly superior. We’ve also obtained CSTE's Australian and Singapore subsidiary filings which indicate gross 

margins of 24.7% and 31.6%, respectively. We believe currency effects are masking up to 7% gross margin erosion. 

We also find its raw material costs to revenues to be abnormally low. There are also many related party transactions 

with its largest shareholder that could enable operating margin overstatement. We also question CSTE’s distribution 

deal through IKEA, which is inconsistent with its premium brand image and carries lower margins
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Quartz Supply Contracts, Lab 
Tests Suggest Product and 
Financial Misrepresentations



Caesarstone Advertises 93% Quartz 
Content, The Industry Standard

7Source: Caesarstone Technical Data Manual (here)

CSTE is highly dependent on portraying itself as 

“premium” to consumers and its investors.  It 

advertises itself as “93% quartz” to the public, and 

also allows its distributors to make the same claim!

S&W Kitchens (here)

American Granit (here) 

Stone LA (here)

Madeira Stone (here)Sunset Granite (here) 

Creative Countertops (here)

Caesarstone – the original quartz surface

Caesarstone quartz surfaces are the ultimate 

combination of nature and technology. 

Caesarstone surfaces consist of 93% 

crushed quartz and retain the cool tactile touch 

of natural stone. As a non-porous material, 
Caesarstone avoids mold and mildew.

Caesarstone Technical Manual Caesarstone Website

Source: Caesarstone website

Caesarstone Dealers/Distributors

We will show you how their advertising 

appears to be flawed

http://media.caesarstoneus.com/pdf/CS_TDM_0511.pdf
http://www.sandwkitchens.com/ceasar
http://www.americangranit.com/caesarstone.html
http://www.mystonela.com/#!caesarstone-quartz/cilw
http://www.madeirastone.com/172/caesarstone-quartz-kitchens-warranty-eco-friendly-non-porous-natural/
http://www.sunsetgranite.com/global/countertops/quartz/
http://www.creativeincounters.com/products/caesarstone/
http://www.caesarstoneus.com/en/Pages/Catalog_Download.aspx


Samples Obtained Directly From CSTE
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Samples Obtained Directly From Caesarstone Samples We Tested

We obtained samples directly from Caesarstone to test the 93% quartz content claims



Lab Testing Results Suggest CSTE’s 
Countertops May Not Contain 
The Advertised Quartz Content
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• A majority of quartz countertops in the marketplace, including Caesarstone, advertise their products as 93% quartz

• We collected quartz countertop samples from a 8 different manufacturers and engaged the Rutgers University Department of Mate rials 
Science & Engineering to conduct a Thermogravimatric Analysis (TGA). Two runs were conducted on each sample 

• In order not to bias the researcher, we did not inform the lab which brand we were investigating 
• Simply stated, a TGA analysis involves putting the samples in a furnace and raising the temperature to 600

o
C where the inorganic 

materials such as resins would burn off at high temperatures, and reveal the indicative quartz content 
• A countertop with 93% quartz would experience a weight loss of approximately 7% (greater weight loss = less quartz content). As can 

be seen from the table, two Caesarstone samples ranked among the highest average weight loss at 10.5% and 11.3%, indicating 
that its quartz content was 3.5 – 4.5% less than advertised. The only sample that performed worse was one of the Chinese import 

samples from Element Quartz!

Sample / Style / Origin
Weight Loss % @ 600oC

Run 1 Run 2 Average Standard Deviation

Hanstone / Quartz Fusion / Canada 9.56 9.91 9.74 0.25

Quartz Master / Maori Island / Asia 8.56 9.26 8.91 0.49

Natural Quartz from MSI / Boletus /  Asia 10.28 10.39 10.34 0.07

Silestone (Cosentino) / Cream Urban / Spain 8.44 6.79 7.62 1.17

LG Viatera / Silver lake / U.S. 8.44 6.80 7.62 1.16

Element Quartz / Fantasy EQS101 / China 13.01 13.15 13.08 0.10

Element Quartz / Toasted Almond EQS118 / China 7.57 6.55 7.06 0.72

Cambria Summerhill Coastal Collection / U.S. 9.76 9.11 9.43 0.45

Caesarstone / Raven 4120 / Israel 9.48 11.54 10.51 1.45

Caesarstone / Calcutta Nuvo 5131 / Israel 11.31 11.30 11.31 0.004

Note: Our analysis is inherently based on a limited sample size. Product samples in some cases are marked with warnings that the actual product may vary from the sample



Lab Testing Results From 
Thermogravimatric Analysis (TGA)
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Caesarstone samples test poorly against competitor samples:

• The graphs below presents the graphical results of the TGA Analysis for Run 1 and Run 2, respectively.  As can be seen the samples all 

achieve a baseline Wt. % Loss at about 500oC meaning the majority of all the organic content has been completely evolved,  hence 
comparison of the values at 600oC to add an additional level of confidence  

• One notable event occurs for the Cambria sample in Run 1 at about 750oC, this is likely some form of phase transformation present in one 
of the inorganic Quartz materials, sometimes known as calcination when a carbonate group is evolved from an inorganic mineral .  It is not 

present in Run 2 and irrelevant for this analysis
• Ultimately, it is the expert opinion of the Testing Lab that there are statistically different values between the average binder content in these 

samples.  It is outside the realm of their expertise to understand how the amount of resin binder improves the overall quality of a Quartz 
synthetic countertop.  However, one can speculate that the true engineered quality component of the countertop structure is l ikely the resin 

material and the more that is used the more the overall properties can be tailored to achieve a final result beyond aesthetic qualities 

Both Caesarstone samples 
near the bottom indicating 
approx. 88% quartz content 
(second lowest only to a 
China import)

Both Caesarstone samples 
fall well below the 93% 
threshold level



Quartz Supply Agreements Obtained By FOIA 
Request Show Substantial Price Increase

11
Source: SEC exhibit filings, received under Freedom of Information Request

Casesarstone 
Supply Contracts 
with Mikroman 
Contradict its 

Explanation, Show 
~20% Increase in 

Quartz Costs

Note the discussion 
that these are for 

2014 prices

Substantial Quartz Cost Increase Could Motivate CSTE To Use Less Quartz In its Products To Save Costs



CSTE’s Explanation of 4% Quartz Price 
Increase May Not Be Accurate
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“In 2013, one supplier in Turkey, Mikroman Madencilik San 

ve TIC.LTD.STI ("Mikroman"), supplied approximately 48% 

of the Company's quartzite on a purchase order basis. The 

price of quartz was relatively stable during the last few 

years, but recently we have experienced an increase 

when renewing our annual supply contracts for 2014 

with the Turkish quartzite suppliers given the 

increasing global demand for quartz. Any future 

increases in quartz prices may adversely impact our 

margins and net income.”   

Caesarstone Tells Investors About Rising 
Quartzite Prices for 2014

Source: 2014 20-F Annual Report, Filed March 12, 2015 (here)

Caesarstone Explains 2014 Results Affected by 
Just ~4% Price Increase

“The price of quartz was relatively stable until 2013. 

However, given increasing global demand for quartz, 

quartzite prices increased by approximately 4% in 

2014 and have increased at approximately the same 

rate in 2015. Any future increases in quartz prices may 

adversely impact our margins and net income.

Source:  2013 20-F Annual Report, Filed May 5, 2014 (here)

http://www.sec.gov/Archives/edgar/data/1504379/000117891315000862/zk1516386.htm
http://www.sec.gov/Archives/edgar/data/1504379/000117891315000862/zk1516386.htm


After Our FOIA Request, CSTE Now Wants 
5 Year Confidentiality to Quartz Contracts
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CSTE’s Latest Request for Confidential Treatment of 

Quartz Supply Agreement –

Filed April 3, 2015

CSTE Used To Request Short-Term Confidential 

Treatment For Quartz Supply Agreements –

Filed June 2, 2014

Source: Confidential Request at SEC (here) and (here)

CSTE Wants its 
Quartz Supply 

Agreement Now 
Sealed For Almost 

5 years!

CSTE Used To Just 
Ask For 

Confidentiality For 
Under 1 year

Is the significant increase in the confidentiality period a red flag for additional margin erosion?

http://www.sec.gov/Archives/edgar/data/1504379/999999999714010427/9999999997-14-010427-index.htm
http://www.sec.gov/Archives/edgar/data/1504379/999999999715007423/filename1.pdf


Warning: CSTE Offers Conflicting 
Explanations For Margin Contraction

14(1) Disclosed or implied from SEC 20-F Filings

2014 Annual Report (page 43):  “In 2014, gross profit 

margins decreased mainly due to unfavorable exchange 
rates, increased IKEA business related to fabrication and 

installation activities, which comes with lower gross margin 
and a non-recurring $3.5 million credit to cost of revenues 

from 2013.” 

And later a slightly different story (page 49): “..cost of 
revenues increased primarily due to volume increases and, 

to a lesser extent, due to the IKEA installation and fabrication 
component. Also contributing to the increased cost of 

revenues were the elevated production levels of our 
differentiated super natural collection, which, despite 

incurring a premium in price from consumers, carries higher 
manufacturing costs, and an increase in quartz raw material 

prices” (1)

Annual Report (page 35): “The price of quartz was relatively 

stable until 2013. However, given increasing global demand 
for quartz, quartzite prices increased by approximately 4%

in 2014 and have increased at approximately the same 
rate in 2015. Any future increases in quartz prices may 

adversely impact our margins and net income.”

CFO on the Q4 Conf Call: “Quartz prices went up and that 
caused around less than 60 basis points impact on gross 

margin for Q4. In 2015, we expect some additional pressure 
from quartz pricing, again, not much less than 60 basis points.”

Quartzite Supply Agreement And Clues in its Filings 

Contradict its Claim That Quartz Prices Rose ~4%

(1) Oddly, in its 2013 Annual Report (page 39), CSTE attributed its 

gross margin expansion to its Super Natural introduction! 

2011 2012 2013 2014

Total Sales $259.7 $296.6 $356.6 $447.4

   % growth 31% 14% 20% 25%

Raw Materials Costs $77.7 $84.6 $97.2 $123.7

Raw Materials (% of COGS) (1) 50% 50% 50% 48%

   Raw Materials Cost Growth 8.9% 14.9% 27.3%

Polyester and Polymer Costs $32.6 $34.7 $41.8 $53.2

Raw Materials (% of Raw Materials) (1) 42% 41% 43% 43%

Sensitivity to 10% polyester price inc 1.3% 1.2% 2.0% 1.2%

   Polyester and Polymer Cost Growth 6.3% 20.5% 27.3%

Cost of Quartz $25.6 $28.8 $29.2 $38.4

Quartz Cost (% of Raw Materials) (1) 33% 34% 30% 31%

Sensitivity to 10% quartz price inc N/A N/A 0.9% 0.9%

  Quartz Cost Growth 12.2% 1.4% 31.5%

Cost of Goods Sold (COGS) $155.4 $169.2 $194.4 $257.8

   growth 28.9% 8.9% 14.9% 32.6%

Gross Profit $104.3 $127.4 $162.1 $189.7

  margin 40.2% 43.0% 45.5% 42.4%

$ in mill ions

What is really driving margins; FX, dilutive IKEA deals, Quartz; can CSTE precisely explain? Or is this another potential red flag of 
further margin contraction?

http://www.sec.gov/Archives/edgar/data/1504379/000117891314001621/zk1414642.htm


Stone Fabricators (CSTE’s Main Customers) Are 
Worried About Margin Contraction

15

• CSTE supplies its products primarily to fabricators, who in turn resell them to contractors, developers, builders and consume rs. CSTE 

says in its 20-F, “Direct sales accounted for 86.6% of revenues and are mostly to fabricators.” 

• It is critically important to understand what fabricators are saying about the state of the market, and not just take what the 

company says at face value

• According to Stone World’s 2015 Fabricator Survey:

• The percentage of fabrication shops processing both natural stone and quartz surfacing has remained consistent for the last three 
years at 78% in 2014, 79% in 2013 and 76% in 2012

• The percentage of fabricators indicating that small margins are their greatest challenge increased from 26% to 37% (2014 – 2015) 
• When asked about the level of competition in the stone market, 41% said it increased vs. 2013 while 42% say it stayed the same

• If CSTE’s largest customer base is worried about smaller margins, what do you think CSTE is also worried about?

Source: Stone World 2015 Fabricator Survey (here) and 2014 Survey (here)

2014 Survey2015 Survey2015 Survey

http://www.stoneworld.com/articles/88243-stone-world-fabricator-survey-shows-expected-sales-revenue-to-increase
http://www.stoneworld.com/articles/87823-stone-world-fabricator-market-forecast


Cautionary Reviews Amplify Our 
Concerns About Product Quality

16Source  Better Business Bureau (here)

“I have had the black Caesarstone 

installed 6 years ago. It has chipped in 3 
places no impact either. It has one scratch 

in it. It has dulled out. I would never buy 
this product again”

“I work at a marble shop. Caesar stone 

have problems on slabs from time to time. 
I say 10-20% of the time. Their customer 

service is non-exist”

“Can’t say anything good about my brown 
Caeserstone countertops. I have white 

pitting marks that range from a pin head 
size to a pea size all over two of my 

counters”

“My whole experience with the installers and the 
Caeserstone reps has been a joke but I am not 

laughing.

“In my previous apartment, where I lived for 6 
years, I had granite countertops, and I didn’t 

have any problems. I so much regret that I 
choose this Caesar stone. I am trying to get it 

replaced, but I am not sure I will be successful. I 
am telling all my friends and people I know 

never to choose Caesar stone and I want to 
warn anybody who comes across this post to be 

aware of sub par quality of Caesar stone”

“I think Caestarstone is a beautiful product. It 

looks great and the warranty sounds 
great. But I would NOT recommend this 

product at all. I truly regret my decision to 
install this product in my kitchen”

“The countertop looks fabulous WHEN it is 

clean. However, cleaning it is quite a process. The 
countertop shows watermarks, streaks from the 

"method" cleaner they recommend and scratches are 
very visible. The countertops also chip VERY easily”

“Be wary of using this product for two reasons. It 

stains and scratches easily and they will not sell to 
licensed contractors, only certified fabricators”

“I had the Caesarstone rep come to our home 

twice. Both times he worked on several spots with 
his bag of tricks. So I learned how to eliminate 

spots, but they just keep coming day after day. AND 
THESE ARE WATER SPOTS!!!” 

Bottom line, don't believe the CS hype - if a 

cellphone leaves an imprint, that tell's it all! I would 
never purchase this product again. If anyone thinks 

that the CS warranty covers everything - guess 
again.

“BBB did not receive a 
response from Caesarstone 

related to warranty 
complaints”

Source  Yelp (here) Source  Countertop Investigator (here)

http://www.bbb.org/losangelessiliconvalley/business-reviews/manufacturers-and-producers/caesarstone-in-van-nuys-ca-264385
http://www.yelp.com/biz/caesarstone-san-leandro
http://countertopinvestigator.com/caesarstone-countertops/


Signs of Financial Model Too 
Good To Be True?



Warning: Extreme Revenue Per 
Employee Relative to Closest Peers
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Source: SEC and Spanish Filings. Average employees calculated from year beginning and ending employees. Cambria figures estimated from public article 

$250m               $210m            $337m             $335m             $361m            $447m  Sales:

• We often find revenue per employee to be a reliable indicator of problems when examining company financials. In this case, we have 

compared CSTE’s results vs. three of its direct private competitors in stone and countertop surface manufacturing
• We fail to understand how CSTE has significantly higher revenue per employee and continued to grow its sales efficiency every year in 

light of the fact that: 1) The company explicitly stated that it has limited ability to outsource any part of its manufacturing to third parties 
(which could understate its employee count) and, 2) That is has experienced temporary inefficiencies in expanding new production lines 

and products and 3) Claiming to reduce 3rd party distributor sales in favor of higher direct sales

1,100                  985              1,121                   861                 935              1,047  Avg. Total Employees:

N/A N/A               N/A                   13.4%             13.0%            11.8%Third-party distributor sales:

Avg. Sales, Mktg, Support Employees: N/A                  N/A               N/A                     239                 266                 295  
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http://www.startribune.com/business/284917381.html?page=2&c=y
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Warning: Extreme Outlier on Gross 
Margins Relative to Global Peers
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Source: SEC Filings
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Outrageously High Gross Margin Relative to 
Leading U.S. Building Products Peers

Suspiciously Low Raw Materials / Revenues vs. 
Foreign Stone and Countertop Makers

Peers based on 2014 results: Masonite (DOOR), American Woodmark (AMWD), Ply 
Gem (PGEM), Quanex Building Products (NX), Apogee (APOG), Beacon Roofing (BECN), 
Armstrong Worldwide (AWI), Norcraft (NCFT), Masco (MAS), Pool Corp, Trex (TREX) 

Source: Foreign Filings, Italy and Spain

• As a producer of a commoditized building products, CSTE’s gross margins are outrageously higher, with no clearly 

identifiable reason, than any publicly traded U.S. company tied to housing products including doors, pools, windows, 

decking, flooring and ceilings, and cabinets

• CSTE competes directly with foreign private companies, so we pulled financials for leading stone manufacturing and 

countertop makers in both Spain and Italy. Due to differences in financial reporting standards, we compared CSTE’s 

disclosures of raw materials usage to total revenues, and found they reported a materially lower margin

http://www.registroimprese.it/
https://www.registradores.org/


Warning: Financials Not Adding Up to 
Closest Spanish Peer Cosentino

20Source: Cosentino (here)

Cosentino is a global, Spanish, family-owned company that 

produces and distributes high value innovative surfaces for the 
world of design and architecture. For the year ended 2013, 

Cosentino reported revenue of €264m ($337m)

Cosentino’s brands include Silestone®, Dekton® and Sensa by 
Cosentino® – all technologically advanced surfaces for creating 

spaces and unique designs for the home and public areas. 
Silestone’s quartz countertop products are distributed in the U.S. 

through Home Depot (here) 

Throughout its 25 years experience within the ornamental rock 
sector, Cosentino has spread worldwide through its distribution 

network, and currently operates in the USA, Latin America, 
Europe, Australia and Asia. Nationwide, it has regional offices in 

Madrid, Barcelona, Bilbao, Tarragona, Levante, Seville, 
Guipuzcoa, Vizcaya, Zaragoza, Almería, La Coruña, Castellón, 

Badajoz, Gerona, Murcia, Valencia, Valladolid, Pontevedra, 
Toledo… and distributors in all provinces.

About Cosentino

Source: Registradores de Espana (here)

Cosentino’s Financials

2013 Raw Material Cost to Revenues = 47% vs. CSTE’s 27%;
Both CSTE and Cosentino are of comparable size

http://www.silestoneusa.com/cosentino-group/about-cosentino/
http://www.homedepot.com/c/SV_HS_Silestone
http://registradores.org/


Australian and Singapore Subsidiary 
Gross Margins Significantly Lower

21

Source: Available at ASIC Connect (here)

Note: Gross Profit = Revenue – Changes in inventories and finished 
purchased goods

Australia – 2014 Gross Margin 24.7%

Source: Singapore registry (here)

Singapore – 2013 Gross Margin 31.6%

2013 Raw Material Cost to Revenues = 47% vs. CSTE’s 27%;
Both CSTE and Cosentino are of comparable size

• We sourced foreign subsidiary financial statements and cannot understand why gross margins are significantly lower. Note 

that Australia is approximately 21% of total company sales

https://connectonline.asic.gov.au/RegistrySearch/faces/landing/panelSearch.jspx?_afrLoop=360574604327732&searchType=OrgAndBusNm&searchText=121819976&_afrWindowMode=0&searchTab=search&_adf.ctrl-state=qkehqz7fb_4
https://www.psi.gov.sg/


Actual Q2'15 Adjusted for FX

% of COGS Assumed in Shekel

Sales by Region Q2'14 Q2'15 50% 75% 100%

Australia $27.4 $27.0 $27.0 $27.0 $27.0

USA $47.9 $57.1 $57.1 $57.1 $57.1

Israel $9.9 $9.6 $10.7 $10.7 $10.7

Canada $15.4 $19.1 $21.6 $21.6 $21.6

Europe $7.3 $6.8 $6.9 $6.9 $6.9

Other $8.1 $8.0 $8.0 $8.0 $8.0

Total Sales $116.0 $127.5 $131.3 $131.3 $131.3

Less: Cost of Goods Sold ($67.5) ($74.9) ($81.9) ($81.5) ($83.7)

Gross Profits $48.5 $52.6 $49.4 $49.8 $47.6

Pro Forma Gross Margin 41.8% 41.3% 37.6% 37.9% 36.2%

Significant Margin Erosion Appears To 
Be Masked by FX Benefit

22

Note: As provided by company SEC correspondence, Australian sales take place in US$ and as such there is no impact of currency 
exposure to Australian and USA sales.  Currency depreciation assumptions from Q2 -14 to Q2-15: Shekel 0.2886 to 0.2583, C$ 0.9170 to 

0.8132, EUR 1.1372 to 1.1063.  This analysis is for illustrative purposes.

Real margins would be
Approximately 3.7% – 5.0% 

lower than reported
and although

Caesarstone will
continue to realize a
currency benefit over

2015, we believe that
margins will continue

to face headwinds
going forward

• In the recent quarter, CSTE provided commentary about revenues on a constant currency basis. For example. Its headline boasted, 

“Revenue Up 9.9% to a Record $127.5 million, up 20.2% on a Constant Currency Basis” 
• However the Company does not indicate the precise effect foreign currencies had on gross margins or EBITDA

• Our pro forma analysis attempts to adjust CSTE’s gross margins to illustrate what they would look like if there were no change in currency 
year-over-year. We make some assumptions about the percentage of Cost of Goods Sold incurred in the Israeli Shekel, where a majo rity of 

its manufacturing took place
• By removing the FX effects, we estimate that CSTE is facing significant margin erosion in its core business. We will detail why we 

believe this is the case in the coming slides
• It is worth noting that CSTE recently cut its sales guidance range to $495m to $505m (from $515m to $525m) while holding its 2015 EBITDA 

forecast unchanged and cited “slightly lower-than-expected U.S. growth and the further negative impact of foreign exchange rates” as the 
reason for the guidance reduction. However, a closer look suggests that the FX effect masked underlying margin erosion in itsbusiness

http://www.sec.gov/Archives/edgar/data/1504379/000117891314000860/filename1.htm
http://www.sec.gov/Archives/edgar/data/1504379/000117891315002495/exhibit_99-1.htm


Warning: Signs of Significant Pricing 
Competition From Dealer Quotes

23Note: Assuming 14 sqft to make comparable, pre-tax total rises to $1,723
Note: Tax not included

We sourced quotes from dealers for some basic Caesarstone Classico designs (originally introduced in 1987). Since 

then, the company has introduced three additional product collections, Concetto, Motivo and Supremo, which are 

marketed as specialty high-end product collections. Our basic price quotes came in around $1,600 - $1,700 (pre-tax) for 

a basic countertop with sink cut out.  



Competitive Quotes Up to 25% Less 
Than Caesarstone’s....

24

Pental Quartz Q From MSI

We sourced quotes from dealers of three competing brands and found substantially lower price estimates, upwards of 

25% less than Caesarstone’s prices. Prices ranged from $1,287 to $1,427 for the exact same project and dimensions. 

What was more perplexing, some dealers indicated to us that Caesarstone had recently raised prices by a couple 

percent even in the face of lower priced entrants. 

Note: Assuming 14 sqft to make comparable, pre-tax total rises to $1,345 Note: Tax not included



Warning: Multiple Related Party 
Agreements Worth Considering

25

Agreement Purpose Signed /
Amended

Term Payments to Kibbutz
2012 - 2014

Land Use 
Agreement

CSTE’s headquarters, R&D facilities, as well 
manufacturing facilities, are located on the 

grounds at Kibbutz Sdot-Yam

2/13/12 20yrs $3.5, $3.7, $3.9m

Land purchase 
and Leaseback

During Sept 2012, CSTE sold rights in the 
lands and facilities Bar-Lev to the Kibbutz 

for NIS 43.7 million (~$10.9m); $1m over its 
carrying value. 

Sept 2012 10yrs $1.1m / yr

Manpower
Agreement

Kibbutz agreed to provide CSTE with labor 
services staffed by Kibbutz members, 

candidates for Kibbutz membership and 
Kibbutz residents

7/20/11 10yrs
subject to re-approval by audit 

committee, board of directors and 
general meeting every three years

$3.8, $3.9, $3.9m

Services 
Agreement

Kibbutz provides CSTE with sewage 
infrastructure services, water supply, meals, 

laundry, post-delivery and other services

2/13/12 8yrs $2.1m / yr

Payments to 
Kibbutz (ex VAT)
% of revenue

-- -- -- $10.3, $10.8, $12.2m
3.5%, 3.0%, 2.7%

CSTE warns as a Risk Factor: “Regulators and other third parties may question whether our agreements with Kibbutz Sdot-Yam are 

no less favorable to us than if they had been negotiated with unaffiliated third parties”

Our 3rd Party Observation:  CSTE would have substantial motivation for striking lower, off-market agreements with the Kibbutz, in 
order to inflate its margins and ultimately its stock price. We observe that the Kibbutz has sold its stock through secondary issuances 

since coming public twice already, netting it approximately $260m

Source: 2014 20-F Filing



Profits Before Safety? CSTE Has 
Unquantifiable Liability To Silicosis Claims

26Source  Israel Society of Pulmonology (here) Source  Israel Ministry of Health (here)

Israel Society of Pulmonology Israel Ministry of Health 

• Silicosis is an occupational lung disease that is progressive and sometimes fatal, and is characterized by scarring of the lungs and 

damage to the breathing function
• CSTE is party to 60 pending (up from 41 a year ago and 14 in 2012) bodily injury lawsuits that have been filed against it directly 

since 2008 in Israel or that have named it as third-party defendants by fabricators or their employees in Israel, by the injured successors, 
by the State of Israel or by others. It has also received ten letters (up from 9 a year ago) threatening to file claims against it on behalf of 

certain fabricators and their employees in Israel.
• Most of the claims do not specify a total amount of damages sought, as the plaintiff’s future damages will be determined at t rial; 

however, damages totaling approximately $22.3m are specified in 55 of the claims currently pending against us in Israel (excluding the 
claim that is seeking class action recognition)

• A lawsuit by a single plaintiff and a motion for its class certification were filed against CSTE in April 2014 in the Central District Court in 
Israel. Its insurer has notified it that its product liability insurance covers such claim only partially. The amount claimed in the currently 

pending class action exceeds its insurance coverage by a material amount

http://www.ipus.org.il/data/lung0112/2-caesarstone.pdf
http://www.health.gov.il/UnitsOffice/HD/ICDC/Occupational_diseases/Conferences/Documents/Rasham-Silica-Prof_Kremer.pdf


OSHA Recently Warns About Silicosis

27Source  OSHA (here)

OSHA is currently considering lowering the permissible exposure limit to silica dust. Greater regulatory scrutiny of 

silicosis comes at a time when CSTE is expanding production to the United States. CSTE could see its cost of 

regulatory compliance increase as the regulatory backdrop evolves. 

https://www.osha.gov/newsrelease/trade-20150218.html


Warning: CSTE’s Cash Flows Not 
Reconciling With Balance Sheet Changes

28Source: SEC filings

• Given our concerns about the integrity of CSTE’s financials, we have also checked to see if changes in its balance sheet 

accounts accurately reflect the company’s presentation of its operating cash flow

• Unfortunately, we have found an alarming variance in accounts that grew significantly in 2014

Since coming 
public in 2012, the 
accounts showed 

the highest 
variance in 2014

2011 2012 2013 2014

Reported to Cash Flow Statement

Change in Trade Payables ($0.94) $5,201 $9,351 $1,811

Change in Trade Receivables ($10,460) ($8,561) ($8,238) ($3,913)

Change in Inventories $4,090 ($3,816) ($7,317) ($22,345)

Change in Accrued Exp and other ($4,533) ($9,922) $5,756 $1,611

Change in Other Receivables and Prepaid Exp. ($2,376) ($3,291) ($7,419) $1,393

Change in Balance Sheet Accounts

Trade Payables $1,945 $6,087 $13,699 $8,806

Trade Receivables ($4,718) ($7,271) ($8,238) ($12,151)

Inventories ($7,859) ($2,465) ($7,317) ($29,662)

Accrued Exp and other $9,390 ($13,719) $5,576 $4,884

Other Receivables and Prepaid Exp. ($5,133) ($2,764) ($6,615) ($6,491)

Variance

Trade Payables $1,946 $886 $4,348 $6,995

Trade Receivables $5,742 $1,290 $0 ($8,238)

Inventories ($11,949) $1,351 $0 ($7,317)

Accured Expenses and Other Liabilities $13,923 ($3,797) ($180) $3,273

Other Receivables and Prepaid Expenses ($2,757) $527 $804 ($7,884)

$ in thousands



Alarming Days Payables and Receivables
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Source  SEC Filings

CSTE’s Alarming Spread Between DSO and DPO
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• CSTE has an unusual and significant spread between its DSO and DPO. The spread of 30 at year end 2014 was 

the widest in the past 4 years. This suggests that CSTE is trying to stretch out its payables as far as it can to generate 

temporary cash from operations and may be having trouble collecting from its customers 

• Analysis of U.S. Building Products Peers:  Suggest a normalized DSO and DPO is around 33 – 35 with minimal 

spread between days payables and receivables

• These earnings quality issues are usually an early warning sign of underlying business issues
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Days Sales Outstanding Days Payable Outstanding

1) Peers include: Masonite, American Woodmark, P ly Gem, Q uanex Building Products (NX), 
A pogee, Beacon Roofing, Armstrong Worldwide, Norcraft, Masco (MAS), Pool Corp, and Trex. 

F oreign companies excluded due to difference in reporting standards of COGS



Unusual Inventory Turnover
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Inventory Turns Significantly Below Peers

• CSTE has historically reported blistering 20%+ revenue growth for a building product company, yet has an abnormally low 

inventory turnover in the range of 3.5x compared with US peers in the 9 – 10x range and are growing at approximately 10%

• Unlike its US peers, CSTE gives enough disclosure to determine its raw material costs. Digging a litter deeper, we calculate 

CSTE’s raw material turnover at 8.5x. Cosentino, its closest stone surface peer, reports its raw material turnover to be 5.7x

and is growing revenues approximately 15%

• Just another red flag of potential underlying business issues

Unusually Inventory and Raw Material Turnover

Source: Public filings
1) Peers include: Masonite, American Woodmark, P ly Gem, Q uanex Building Products, Apogee, 

Beacon Roofing, Armstrong Worldwide, Norcraft, Masco, Pool Corp, and Trex. Foreign 
companies excluded due to difference in reporting standards of COGS

2011 2012 2013 2014

Raw Material Cost $77.7 $84.6 $97.2 $123.7

Total Cost of Goods Sold $155.4 $169.2 $194.4 $257.8

Raw Materials $12.1 $11.6 $13.8 $15.4

Work-in-Progress $0.5 $0.8 $1.0 $0.7

Finished Goods $35.4 $38.1 $43.1 $64.0

Total Inventory $48.1 $50.6 $57.9 $80.2

Raw Materials Turnover 7.2x 7.1x 7.7x 8.5x

Total Inventory Turnover 3.5x 3.4x 3.6x 3.7x

$ in millions



Warning: CSTE Audited By a Member 
of Ernst & Young

31
Source: CSTE 20-F



Warning: PCAOB 2013 Inspection 
Report Shows Significant Deficiencies

32Source: Public Company Accounting Oversight Board (here)

http://pcaobus.org/Pages/default.aspx


Recurring Audit Deficiencies Noted 
From 2010 PCAOB Inspection Report

33Source: Public Company Accounting Oversight Board (here)

http://pcaobus.org/Pages/default.aspx


Follow the Money: Insiders Have Been 
Selling and Extracting Cash Out

34Source: SEC filings and public announcements

• CSTE’s sole pre-IPO investor, Tene Investment Funds, quickly exited at the first secondary offering in 2013 

• Recently in May 2014, CSTE’s major shareholder, Kibbutz Sdot Yam, started to liquidate its holdings and offered 6.4m 

shares. The Kibbutz has also extracted money through year-end special dividends. In total, the Kibbutz has extracted 

approximately $300 million from Caesarstone 

• Secondary share offerings at $11, $23, and $45.50 significantly below current levels 

shares  and dol lars  in mi l l ions

Pre % Post % 2013 % 2014 %

IPO Owned IPO Owned Offering Owned Offering Owned

Public Shareholders 0.0 0.0% 7.7 22.3% 16.6 48.3% 23.7 67.4%

Kibbutz Sdot Yam 18.7 70.1% 18.7 54.5% 17.8 51.7% 11.4 32.6%

Tene Inv Funds 8.0 29.9% 8.0 23.3% 0.0 0.0% 0.0 0.0%

Shares Outstanding 26.7 100.0% 34.4 100.0% 34.4 100.0% 35.1 100.0%

Public Offer Price $11.00 $23.25 $45.50

Net Proceeds to Caesarstone $76.8 -- --

Net Proceeds to Kibutz Sdot Yam -- $21.0 $240.2

Total Stock Sales $261.2

Total Dividends (1) $34.8

Total Cash Out $296.0

(1) A $17.9m special dividend was paid from IPO proceeds along with a $0.58/sh and $0.57/sh in 2013 and 2014



Quartz Countertops Rapid 
Commoditization



CSTE Highly Dependent on Portraying 
Itself as a “Premium” Product

36Source: Caesarstone Investor Presentation (here)

First Few Slides From May 2015 Investor Presentation

#1 Reason to Invest!

• CSTE’s May 2015 Investor Presentation uses the word “Premium” a total of seven times. The importance is highlighted by 

the fact that it is prominently used on the first two key slides in the presentation

http://ir.caesarstone.com/events.cfm


Yet its R&D Expense Margin is Shrinking

37Source  CSTE’s 20-F SEC filings

R&D Department’s Shrinking Headcount 

• Caesarstone often touts its “World Class Manufacturing and R&D Capabilities” to “maintain innovative and leading 

technologies and top quality designs, develop new and innovative products according to its marketing department’s roadmap”

• In our opinion, quartz countertops have become largely commoditized and consumers are increasingly relying on style 

preference and price vs. brand name 

• We observe that the company has been spending a lower percentage of revenues on R&D and shrinking its R&D headcount

• Could a shrinking R&D budget jeopardize CSTE’s ability to maintain a premium positioning in the market

Declining R&D Margin
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Quartz Countertops Commoditized, 
What is a Considered “Premium”
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Cambria Q from MSI HanStone
Silestone by 
Cosentino

SeasideAlmond Roca

LG Viatera

Sand Ice Coarse Botticino

Dupont Zodiaq Element Quartz

Sunrise

Samsung Radianz

Matala Tan

Belenco

Kristalius Beige

Uniquartz

Brown Snow

Santa Margherita

Atena Moka

Compac

Qunitessenza

San Juan

Luna

Pental Quartz

Santa Fe Tan

Technistone

White Sand

Cardif Cream

Smart Stone

Almendra

Stone Italiana

Cristal Cream

Levantina

Crystal Cream

Note: All brands are registered trademarks of their respective makers



CSTE’s U.S. Plant Expansion, Over 
Budget and Too Late To the Party?
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HanStone 
London, ON

LG Viatera
Adairsville, GA

Cambria
Le Sueur, MN

“Doubled capacity 
in 2012”

Dupont Zodiaq 
Thetford Mines, 

Quebec
“Multi million 

dollar investment 
in 2008”

Caesarstone
Richmond Hill, GA
$115m greenfield 

plant

Source: Dupont Announces Growth Investment for Zodiaq (here)

Cambria Doubles Production Capacity at Le Sueur (here)
Caesarstone selects Richmond Hill, GA and expects costs of $100m (here)

Asian Imports

Element Quartz (China)
Quartzmaster (Russia)
Vicostone (Vietnam)
Radianz by Samsung
Quintessenza (China)
Pental Quartz
Q from MSI
One Quartz by Daltile (India)
Belenco (Turkey)

Cosentino (Spain)
Compac (Spain)
Levantina (Spain)
St. Margherita (Italy)
Stone Italiana (Italy)
Seieffe OKITE (Italy)
Technistone (Czech)

In November 2013, CSTE announced it would accelerate its initial investment of its US manufacturing facility, which 

was originally planned to cost $100m. As of its latest 20-F filing, the expected costs have risen to $115m. However, 

our greater concern is that CSTE is expanding its manufacturing into a rapidly saturated market where there are 

already 4 major producers in North America, and more than a dozen imports.

European Imports

Cosentino 
(Non-Manufacturing) 

Sugar Land, TX

http://www.prnewswire.com/news-releases/dupont-announces-growth-investment-for-zodiaqr-in-quebec-57098552.html
http://www.cambriausa.com/en/about-us/news-events/CAMBRIA-UNDERGOING-UNPRECENDETED-EXPANSION-AT-ITS-MINNESOTA-BASED-PRODUCTION-PLANT/
http://ir.caesarstone.com/releasedetail.cfm?ReleaseID=804775


CSTE Deal With IKEA® Sends 
Inconsistent Premium Brand Message

40Source: IKEA product catalogue

Quartz Countertops at IKEA
®

Source: IKEA Announcement  (here); CSTE 2014 20-F filing

CSTE Announces IKEA Partnership

Our Take On This Deal

• Highly inconsistent with CSTE’s “premium” branding strategy 
to sell through a low cost retailer such as IKEA

• CSTE gets limited/no brand exposure with this deal. Our visits 
to IKEA revealed no in-store exposure that CSTE’s brands 

were being sold; similar to catalogue exposure (left)
• Sales through IKEA lower CSTE’s gross margins because 

CSTE has to bear the cost of fabrication and installation
• We believe the IKEA deal may support our case that CSTE’s 

gross margins are too high, and the deal could be used to 
explain away CSTE’s margin deterioration

Caesarstone Name Not Highlighted 

in a Recent Catalogue

Caesarstone Name Not 

Highlighted 
in an IKEA Store

In May 2013, CSTE announced its intention to serve as IKEA US’s 

exclusive non-laminate countertop vendor. In October 2014, 
Caesarstone Canada entered into a similar agreement with IKEA 

Canada

Caesarstone USA, sources, fabricate and install the countertop 
products, primarily from its quartz surfaces, all of which are not 

marketed under its brand. Furthermore, it is responsible thereunder for 
fabricating and installing countertops for end customers. 

The agreements with IKEA and IKEA Canada will terminate at the end 

of 2015 and the beginning of 2017, respectively, unless terminated 
earlier in accordance with their terms. There is no assurance that 

these agreements will be renewed.

http://ir.caesarstone.com/releasedetail.cfm?ReleaseID=765389


Dekton® Could Displace Quartz as the 
New Premium Countertop Surface

41

Home Depot 

Shopper Comparison Now Lists Dekton

October 4, 2013:  Cosentino, the world leader in quartz, natural 

stone, and recycled surfaces announced the launch of Dekton by 
Cosentino, a new ultra-compact surface with advanced technical 

properties for both interior and exterior design. Dekton is the most 
significant new product launch for Cosentino in over a decade, 

totaling more than 22,000 hours of research and development.  
Cosentino has invested $172 million into the new product, 

including the construction of a new state-of-the-art factory at the 
company’s manufacturing headquarters in Spain.  

Google Trends Dekton (here)

Cosentino Investing Heavily in 

Super Premium Product

Quartz soon to no 
longer be premium?

Cosentino’s New Super Premium Countertop Has Recently Just Hit The Market and Risks Marginalizing 

Other Brands Such As Caesarstone

Google Trends - Dekton

Source: Cosentino Announcement (here)

https://www.google.com/trends/explore#q=Dekton&date=1%2F2011%2049m&cmpt=q&tz=Etc%2FGMT%2B4
http://usa.cosentinonews.com/2013/10/04/cosentino-launches-innovative-new-architectural-surface-dekton-with-special-exhibition-at-center-for-architecture/


Questionable Market Share Claims



Rise In Competition Appearing To 
Make Caesarstone Less Relevant
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Country 2010 2012 2014 Comments

Australia 59% 57% 55%
Consistent 

Market Share 
Declines

United States 14% 16% 19%
Consistent 

Market Share 
Gains

Canada 29% 36% 36%
Market Share 

Stagnation
2012 -2014

Market Share Sources from Freedonia: 

2010:  Prospectus, p. 5
2012:  Prospectus, p. S-4

2014:  20-F p. 30

Caesarstone’s growth story is highly dependent on selling investors on its U.S. growth opportunity. Since coming 

public in 2012, Caesarstone has regularly presented market share data complied by Freedonia Research to investors. 

In the table below, we’ve listed its market share estimates for key markets. Accordingly, the U.S. is the only market it 

has reported consistent market share gains, while gains in other countries are flat or declining.

http://www.sec.gov/Archives/edgar/data/1504379/000119312512127651/d258108d424b4.htm
http://www.sec.gov/Archives/edgar/data/1504379/000114420413021576/v340860_424b3.htm
http://www.sec.gov/Archives/edgar/data/1504379/000117891315000862/zk1516386.htm


Warning: Caesarstone Cites Custom, 
Paid-For Research in its Filings

44

Disclaimer

“Unless otherwise noted in this annual report, Freedonia Custom Research, Inc. 
(“Freedonia”) is the source for third-party industry data and forecasts. The 
Freedonia Report, dated February 19, 2015, represents data, research opinion or 
viewpoints developed independently on our behalf and does not constitute a 
specific guide to action. In preparing the report, Freedonia used various sources, 
including publically available third party financial statements; government 
statistical reports; press releases; industry magazines; and interviews with 
manufacturers of related products (including us), manufacturers of 
competitive products, distributors of related products, and government and trade 
associations. Growth rates in the Freedonia Report are based on many variables, 
such as currency exchange rates, raw material costs and pricing of competitive 
products, and such variables are subject to wide fluctuations over time.” 

Source: SEC filings and Exhibit 15.3 (here)

Investors should be cautioned that Caesarstone’s research citations on market share and growth were in fact 

developed on its behalf by Freedonia. In other words, the company paid for the research and, therefore, it should not 

be considered as truly independent and unbiased.

http://www.sec.gov/Archives/edgar/data/1504379/000117891315000862/exhibit_15-3.htm


U.S. Import Data of Quartz Slabs Call In 
To Question CSTE Market Share Gains

45

CSTE Has 

Historically Been 

Entirely 

Dependent on 

Shipments From 

Israel Into the U.S.

Proprietary 

Shipping Data 

Shows its U.S. 

Imports Have 

Been Range 

Bound Since 

Late 2013

CSTE’s Imports 
Range Bound 

Since Late 2013

Total U.S. Imports 

of Quartz Slabs 

(All Countries)  

Have Been 

Steadily Rising. 

Furthermore, U.S. 

Based Quartz 

Countertop 

Manufacturers 

Have Also Been 

Expanding 

Production

Source: Panjiva.com
Note: TEU =  Twenty Foot Equivalent, a measure of cargo capacity 

https://panjiva.com/


Hard To Compete With China....

46Source: Panjiva.com

Top Exporters to the US of Quartz Slabs

Monthly U.S. Imports of Quartz Slabs from China

https://panjiva.com/


Google Trends Data Questions 
Consumer Interest Level

47

Google Trends 
Data Suggests 
Early Interest 
Diminished, 

Static Search 
Results For 
Caesarstone 
Since 2012

Source: Google Trends

Google Trends 
Data Shows 
Among the 

Lowest Search 
Interest From 

the U.S. 
Despite it 

Being CSTE’s 
Largest Sales 

Market

Range Bound 
Since 2012

https://www.google.com/trends/explore#q=Caesarstone&cmpt=q&tz=Etc%2FGMT%2B4


Sell-Side Analyst Misperceptions 
and Variant Valuation View



CSTE Still Has Substantial 
Analyst Endorsement
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Broker Rating Price Target

Barclays Equal weight $63

Credit Suisse Outperform $62

J.P. Morgan Buy $68

Stifel Nicolaus Buy $65

UBS Buy $78

Average Price
% Implied Upside

$67
38%

Wall Street is bought into the Caesarstone story with nearly every analyst having a Buy or Outperform rating. 

Analysts are still projecting ~38% upside from the current share price.

Source: Bloomberg

Majority Say Buy

20%

80%

Hold Buy



Analyst Views Are Too Rosy And Omit 
Key Issues We Uncovered

50

“Premium brand with superior customer value proposition”

Analysts’ and CSTE’s Investment Highlights

Difficult to define what is a “premium” quartz countertop, 

customer decisions come down mostly to style preference. 

Cosentino has introduced a Dekton, a super premium offering

CSTE’s quartz supply contract from our SEC FOIA request 

indicates that a sharp rise in quartz is a significant 

headwind. The plant expansion is over-budget and comes 

at a time when the market is getting more competitive. 

CSTE’s Ikea deal appears brand and margin dilutive and 

provides a nice cover for bigger margin issues

Spruce Point’s Rebuttal

R&D margin has been declining. Majority of quartz countertop 

manufacturers all use the same Breton equipment. CSTE has 

introduced only a few new collections in the past few yrs

Competitors already up to 25% lower in price. Our checks 

indicate CSTE has raised prices by low single digits, with 

some dealers telling us “they don’t understand why”

“World class R&D and manufacturing capabilities, 

capable of product innovations”

“Ability to raise prices to offset FX pressures and 

other short-term margin issues”

“Quartz countertops currently have just 8% of the global 

countertop market, but we expect significant market 

share gains as the surface becomes better known 

among consumers.”

“CSTE remains the same story today as it was when the 

company IPO‘ed in March 2012.”

“Margins have been and will continue to be buffeted by 

currency headwinds and the U.S. Plant expansion 

scheduled for 2015, but excluding these factors, margins 

are growing”

CSTE cites a paid-for research firm to source its market 

research figures. Import shipping data suggests US market 

share gains may not be growing

Simply not true. The quartz countertop market has become 

more competitive and consumer have more lower priced 

options and greater style varieties to choose from

“Well positioned to benefit from housing recovery as 

repair and remodeling spending continues”
No exposure to multi family housing. DIY remodeling retailers 

Lowes and Home Depot sell Silestone, LG Viatera and other 

brands, not CSTE’s products



Sales and Margins To Remain Challenged, 
First Signs of a Cracked Growth Story
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Sales Growth Unlikely to Accelerate Margins Remain Questionable

• CSTE’s sales growth rate has declined markedly and we 

believe it will continue to decline:

• 2012-2013: sales growth: 20%

• 2013-2014: sales growth: 25%

• 2015E: sales growth (per guidance): 12%

• CSTE’s Q2’15 sales guidance reduction from 

$515-$525m to $495-$505m is the canary in the coal mine 

signaling further disappointments

• Disappointment comes despite the added Ikea distribution 

deals from 2013 and access to the DIY market

• 2016E (consensus estimate) of 18% sales growth is wildly 

optimistic considering that:

• The Chinese Yuan devaluation just made Chinese 

imports even cheaper

• CSTE is not levered to the multifamily housing which 

is a big driver of the U.S. housing cycle

• Import data of CSTE’s slabs has been stagnant

• New “super premium” category led by Dekton is 

being created and being marketed through the DIY 

channels like Home Depot

• Questions about product quality and customer 

complaints remain

• Despite cutting its sales guidance, CSTE maintained its EBITDA 

range of $123 – 129m (25.2% margin at the midpoint)

• Maintaining its EBITDA margin seems remarkable in light of the 

following:

• In its SEC filing, CSTE indicated it expected quartz prices to go 

up in 2015 by a similar amount from 2014. Based on our public 

access of its key quartz supply agreement, this would imply 

another 20% increase in 2015. (CSTE has not indicated it has 

long-term supply agreements for its new U.S. facility)

• There is rampant evidence of increased price competition in the 

quartz countertop market from new entrants at price points of 

25% less. Dealer quotes support our claim of pricing pressures

• R&D expense and margins are already razor thin. Any further 

cuts to R&D could sacrifice further product innovation and 

future competitiveness

• On the Q2’15 call CSTE explains it will get an EBITDA benefit by 

lowering U.S. plant start up expense from $11m to just $1.5m as a 

result of “less pressure to ramp up.” We interpret this to mean they 

see weak customer demand

• As illustrated, if margins are evaluated on a constant currency basis, 

CSTE margins could be up to 7% less

• CSTE’s Sales and Marketing margins have fallen sharply. If they 

don’t spend more on marketing, sales growth will decline, and if they 

do market more, EBITDA margins will be impacted lower

• Open question remains about the degree of benefit from the 

related-party deals with the Kibbutz

http://seekingalpha.com/article/3402295-caesarstone-sdot-yams-cste-ceo-yos-shiran-on-q2-2015-results-earnings-call-transcript?page=3&p=qanda&l=last


Premium Valuation Not Justified For 
A Commodity Product

52

Vastly Superior

Margins Too Good 
To Be True?

($ in millions, except per share figures)

Source: Company financials, Wall St. estimates.

Caesarstone trades at a substantial premium to the U.S. building products peers such as Masco (various products), 

Armstrong (floors/ceilings), Pool Corp (pools), Masonite (doors), Plygem (windows), Apogee (architectural glass), Quanex 
Building Products (engineered materials) and American Woodmark (cabinets)

Stock % of LTM Enterprise Value

Price 52-wk Ent. Gross EBITDA FCF P/E EBITDA Sales

Name Ticker 8/17/2015 High Value Margin Margin Margin 2015E 2016E 2015E 2016E 2015E 2016E

Masco MAS $27.62 97% $11,653 27.9% 11.8% 5.5% 24.0x 19.2x 11.4x 10.2x 1.6x 1.5x

Armstrong Worldwide AWI $59.57 99% $4,147 23.7% 16.1% 6.2% 26.1x 21.7x 11.2x 9.8x 1.7x 1.6x

Pool Corp POOL $72.01 99% $3,575 28.1% 9.5% 4.1% 25.9x 22.4x 15.8x 14.0x 1.5x 1.4x

Masonite DOOR $66.29 92% $2,327 16.4% 9.3% 2.4% 53.5x 25.4x 12.6x 9.5x 1.2x 1.1x

Plygem PGEM $14.62 99% $2,009 20.7% 8.3% -0.5% 37.5x 12.6x 11.7x 8.7x 1.0x 0.9x

Apogee Enterprises APOG $54.57 89% $1,598 23.1% 11.3% 6.3% 25.8x 19.6x 13.0x 10.0x 1.5x 1.4x

Quanex Building Products NX $19.69 90% $601 22.0% 8.1% -2.2% 67.5x 35.5x 9.6x 8.1x 1.0x 0.9x

American Woodmark AMWD $66.01 97% $896 18.5% 8.4% 5.2% 27.1x NA 11.7x NA 1.0x NA

Max 28.1% 16.1% 6.3% 67.5x 35.5x 15.8x 14.0x 1.7x 1.6x

Average 22.5% 10.3% 3.4% 35.9x 22.3x 12.1x 10.1x 1.3x 1.3x

Min 16.4% 8.1% -2.2% 24.0x 12.6x 9.6x 8.1x 1.0x 0.9x

Caeserstone CSTE $48.53 67% $1,711 42.5% 26.1% -4.6% 20.2x 15.8x 13.4x 10.6x 3.4x 2.9x



Extreme Valuation Disconnect
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Enterprise Value / 2015E Revenues Enterprise Value / 2015E EBITDA

Source: Wall St. Research
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Growth Expectations Still Too High 
and Margins Are Unsustainable
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2016E Sales Growth LTM EBITDA Margins

Analysts have pinned Caesarstone’s entire earnings growth story on 2016 in the hopes that its U.S. Facility expansion will en able 

massive earnings growth. However, we believe the expansion is too little too late as many new cheaper imports have come to th e 
North American market. Furthermore, the Company has yet to address its quartz supply issues and as of its May 6 th conference call, 

stated that it is still looking for quartz sources in the United States. In the mean time, we believe CSTE will have to continue sourcing 
quartz from Turkey. Its EBITDA margins dwarf any public company in the building product sector.

Source: Wall St. Research

Q1 2015 Earnings Transcript (here)

0.0%

2.0%

4.0%

6.0%

8.0%

10.0%

12.0%

14.0%

16.0%

18.0%

AWI MAS NX POOL PGEM DOOR AMWD APOG CSTE

Average

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

30.0%

PGEM NX AMWD DOOR POOL APOG MAS AWI CSTE

Average

http://seekingalpha.com/article/3146936-caesarstone-sdot-yams-cste-ceo-yos-shiran-on-q1-2015-results-earnings-call-transcript?page=3&p=qanda&l=last
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Downside in the Share Price
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CSTE Should Trade At A Discount Peers Suggest 10 – 20% EBITDA Margin Range

We believe CSTE’s 26% EBITDA margins appear to be overstated due to: 1) Underutilization of quartz in its product as suggeste d by our 

independent lab test and 2) Related party transactions that could enable below market operating expenses 3) FX issues masking core 
margin weakness. A peer analysis of foreign stone and countertop producers along with a broad set of U.S. building product peers suggest 

a normalized  10 – 20% EBITDA margin range. If we applied this range to CSTE’s 2015E Sales of $500m, normalized EBITDA would be 
$50m - $100m. Applying a below market multiple of 8 – 10x EBITDA implies a share price between $11 and $29. 

Source: Wall St. Research, Company filings, Spruce Point Estimates.

2015E EV/EBITDA Multiple Range

8.0x -- 10.0x

EBITDA Margin Range 10% -- 20%

2015E Sales $500.0 -- $500.0

Estimated EBITDA $50.0 -- $100.0

Implied Enterprise Value $400.0 -- $1,000.0

Less: Debt ($20.0) -- ($20.0)

Plus: Cash $37.6 -- $37.6

Equity Vaue $417.6 -- $1,017.6

Shares o/s 35.4 -- 35.4

Price Target $11.79 -- $28.72

  % Downside -76% -- -43%

($ in millions, except per share figures)

Stone and 
Countertop Peers

U.S. Building 
Product Peers

Peer Avg.Peer Avg.
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TGA Results 

Thermogravimatric analysis was selected as an appropriate means to determine the mass percentage of 

organic binder matrix used in cementing aggregate Quartz particles together to form the supplied  

countertop material samples.  This was based upon the commonly accepted fact that the majority of 

organic materials burn and decompose when heated in air at atmospheric pressure to temperatures of 

600oC, and completely evolved by 1000oC. For comparative purposes it is typical to compare values at 

600oC.   There are no known organic materials that will not burn in air at these temperatures.  Where as 

the inorganic natural quartz material is primarily inert in air at these temperatures.  This makes for very 

effective analysis.  Table1 summarizes the results of the TGA analysis.  TGA analysis is accomplished 

through the utilization of an extremely accurate apparatus that consists of a specially designed analytical 

balance suspended within a ceramic heating element furnace, along with computer controlled software 

that allows data collection and analysis of results.   

 

Sample Description 
Wt. % Loss @ 600oC 

Run 1 Run2 Average STDEV 

Hanstone Quartz Fusion-MV623 9.56 9.91 9.74 0.25 

Quartz Master QM5022 Maori Island 8.56 9.26 8.91 0.49 

Premium Natural Quartz M51Boletus 10.28 10.39 10.34 0.07 

Silestone 8.44 6.79 7.62 1.17 

Viatera 8.44 6.80 7.62 1.16 

Caesarstone Calcutta Nuvo 5131 11.31 11.30 11.31 0.004 

Element Quartz EQS118 Toasted 
Almond 

7.57 6.55 7.06 0.72 

Caesarstone 4120 Raven 9.48 11.54 10.51 1.45 

Element Quartz EQS101 Fantasy 13.01 13.15 13.08 0.10 

Cambria Summerhill Coastal Collection 9.76 9.11 9.43 0.45 

 

Table 1 TGA Analysis of Countertop Materials 



 

 

 

From the analysis of the data presented in Table 1 two conclusions can be drawn.  Firstly, there is a 

statistically significant difference in the Wt. % loss during heating between the various subjects due to 

the thermal evolution of the binder materials.  With the maximum loss being reported for Element  

Quartz EQS101 of 13.08 Wt. % loss and a minimum Wt. % loss of 7.06 for the Element Quartz EQS118 

Toasted Almond sample.  Secondly, there is a statistically significant difference in the standard deviation 

of the test samples with a range of values from 0.07 to 1.45.  This makes the data only slightly more 

difficult to interpret.  It is thought that this range of STDEV is a result of the relatively small size of the 

TGA sample with respect to the countertop block and more importantly the particle size distribution 

within the individual samples.  It is as well understood principle that the amount of polymeric resin 

bonding material used to cement aggregate particles together is related on an exponential function to 

the particle size and particle size distribution of a composite matrix.  More simply stated, very small 

particles have a very high surface area and naturally will require more polymer resin to completely cover 

the surface.  Concurrently a large range of particle size, i.e. small and large will effect the grinding and 

sampling for TGA analysis.  That being said one must take the large variability on some samples into 

consideration when drawing conclusions.  This could be rectified with additional samples, and more 

extensive evaluation.     

 

Ultimately, it is our expert opinion that there is statistically different values between the average binder 

content in these samples.  It is outside the realm of our expertise to understand how the amount of 

resin binder improves the overall quality of a Quartz synthetic countertop.  However, one can speculate 

that the true engineered quality component of the countertop structure is likely the resin material and 

the more that is used the more the overall properties can be tailored to achieve a final result beyond 

aesthetic qualities.  

 

Figure 1a and b presents the graphical results of the TGA Analysis for Run1 and Run2, respectively.  As 

can be seen the samples all achieve a baseline Wt. % Loss at about 500oC meaning the majority of all the 

organic content has been completely evolved, hence comparison of the values at 600oC to add an 

additional level of confidence.  One notable event occurs for the Cambria sample in Run 1 at about 

750oC, this is likely some form of phase transformation present in one of the inorganic Quartz materials, 

sometimes known as calcination when a carbonate group is evolved from an inorganic mineral.  It is not 

present in Run 2 and irrelevant for this analysis.   



Figure 1a TGA Run 1 

 

Figure 1b TGA Run 2 
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X-Ray Diffraction analysis 

Figure 2 below presents the XRD spectra for Viatera.  The spectra  aligns well with the ICSD International 

Crystalline Solids Database for Silica, SiO2. More commonly known as quartz, when obtained from 

naturally occurring sources.  In Figure 2, the large window represents the 2theta vs. intensity spectra for 

the Viatera sample with a smaller window representing the peak positions below for the Quartz 

standard.  The precise alignment of the peak positions in both windows indicate a compositional match.  

 Figure 2 XRD of Viatera vs. Quartz- SiO2 standard, from ICSD 
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In Figure 3 the remaining samples are overlaid upon each other for comparison to determine similarity 

in chemical composition. It can be seen there is little difference between the samples.  This is evidenced  

by the similarity between the position and intensity ratio of the overlays.  Compositional differences are 

apparent but are minor and a result of what is typically realized from various mining locations and raw 

material sources. It is unlikely that the minor compositional differences have a significant impact on the 

physical or chemical properties of the finished countertop.  However the inclusion and distribution of 

various quantities of fine grains and aggregates are used to produce aesthetic effects like color and 

appearance. It is valuable to note that the primary peak for Quartz at 2theta = 27o is present in all 

samples giving the definitive compositional identification.   

 

 

Figure 4 a through I are the remaining counter top samples compared against the Quartz ICSD standard.  

Obvious differences in the relative intensity (left axis) are due to x-ray beam samples interactions and 

are not indicative of compositional differences.  As can be seen for each spectra the position of the 

peaks are consistent with the Quartz ICSD standard. 

 

 

Figure 3 XRD Spectra  Overlay of all 11 Countertop Materials 



Figure 4a Premium Quartz 

M51 Boletus 

 

 

Figure 4b Cambria 

Summerhill Coastal 

Collection 

 

 

Figure 4c Silestone 



Figure 4d Element Quartz 

EQS101 Fantasy 

 

 

 

 

 

 

 

Figure 4e Calcutta Nuvo 

5131 

 

 

 

 

 

 

Figure 4f Element Quartz 

EQS101 Fantasy 

 

 

 



Figure 4g Caesarstone 

4120 Raven 

 

 

Figure 4h Quartz Master 

QM5022 Maori Island 

 

 

 

Figure 4i Hanstone Quartz 

Fusion MV623 

  



Density Analysis 

 

The 10 countertop materials were evaluated for their density using the Archimedes principle of water 

displacement.  The values were measured to 3 significant digits and found to be highly repeatable.  

Table 2 below summarizes the findings of this evaluation. 

 

 

Sample Description Density (gm/cc) 

Hanstone Quartz Fusion-MV623 2.387 

Quartz Master QM5022 Maori Island 2.404 

Premium Natural Quartz M51Boletus 2.367 

Silestone 2.437 

Viatera 2.441 

Calcutta Nuvo 5131 2.321 

Element Quartz EQS118 Toasted Almond 2.451 

Caesarstone 4120 Raven 2.335 

Element Quartz EQS101 Fantasy 2.140 

Cambria Summerhill Coastal Collection 2.141 

Table 2 Density (gm/cc) of Countertop Materials 

  



Vickers Hardness Measurements 

Vickers hardness is well suited for the evaluation of brittle ceramic (Quartz) materials due to the nature 

of the diamond indenter tip.  This diamond tip shown at the left is precisely loaded with a known force 

and driven into the sample surface causing permanent deformation, also shown.  This permanent 

deformation is then measured precisely at the micrometer level using a high power microscope and 

commercially available software.  From the size of the indent and the force applied it is a simple 

calculation to derive the Vickers Indentation hardness (Hv).  Prior to testing the system is calibrated 

using a hardness standard. 

The measured values of Vickers Hardness (HV) are given in Table 3 

for each of the countertop material samples.  As a point of 

comparison pure fused SiO2, silca, commercial quartz have Hv 

values of about 1000 and pure diamond the hardest substance 

known is about 10000.  It is not surprising and as expected that the 

hardness of these resin bonded quartz composites reflect the 

weaker of the matrix, namely the resin.  During the application of 

the force to the countertop composite it was decided that an area 

representative of the overall composite structure would be 

sampled.  More specifically the hardness was not measured 

directly upon a large aggregate of quartz for the comparison of 

these materials.   The diamond indenter was applied to an area 

with approximate equal fractions of both materials.  As far as 

materials in general are concerned, the countertop materials are 

very rigid and stiff but not extremely hard which is likely beneficial 

to the home owner, exhibiting forgiveness when handling glass 

and other impact sensitive housewares. 

 

 

Sample Description Vickers Hardness (Hv) 
Hanstone Quartz Fusion-MV623 142 

Quartz Master QM5022 Maori Island 80 

Premium Natural Quartz M51Boletus 100-200 

Silestone 124 

Viatera 87 

Calcutta Nuvo 5131 82 

Element Quartz EQS118 Toasted Almond 127 

Caesarstone 4120 Raven 96 

Element Quartz EQS101 Fantasy 61.5 

Cambria Summerhill Coastal Collection 86 

Table 3 Vickers Hardness (Hv) of Countertop Materials 



Conclusions 

From the comparison of the analytical data one can draw some general conclusions that are supported 

by well established Material Science and Engineering Principles.  When a soft (resin) and hard (Quartz) 

material are combined in a composite structure the engineered structure has properties that result from 

the combination of the material properties.   

It is apparent from the data, although not completely linear that as the binder content increases the 

density is reduced, due to an increase in the mass of the lower density phase, namely the resin.  This 

also results in a reduction in the overall Vickers hardness. 

For example the Element Quartz EQS101 Fantasy has the highest resin content, (13.08%) and the lowest 

density (2.140 gm/cc), and lowest measured hardness (Hv 61.5). 

Additionally, the Element Quartz EQS118 Toasted Almond has the lowest resin content (7.06%), the 

highest density (2.451 gm/cc), and near highest hardness (Hv 127). 

As stated early this is a general trend but well supported by engineering principles and not completely 

consistent throughout the sample data.  

It is beyond the scope of this analysis at this stage to consider how these measured parameters effect 

other countertop material properties like water absorption, and stain resistance to name a few,  But 

well within the capabilities of additional analysis. 

 

Evaluation, analysis, and conclusions prepared by: 

Bob Horvath, PhD, MBA 

B.Horvath, LLC 

Department of Material Science and Engineering 

Rutgers, The State University of New Jersey 
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The directors present their report to the member together with the audited financial statements of
Caesarstone South East Asia Pte. Ltd. (the “Company”) for the financial year ended 31 December
2013.

Directors

The directors of the Company in office at the date of this report are:

Goh Peng Hock
Yosef Shiran 
Erez Schweppe 
Yair Averbuch    

Arrangements to enable directors to acquire shares and debentures

Neither at the end of nor at any time during the financial year was the Company a party to any
arrangement whose objects are, or one of whose objects is, to enable the directors of the Company
to acquire benefits by means of the acquisition of shares or debentures of the Company or any other
body corporate.

Directors' interests in shares and debentures

The following directors, who held office at the end of the financial year, had, accordingly to the
register of directors' shareholdings required to be kept under Section 164 of the Singapore
Companies Act, Chapter 50, an interest in share options of the holding company as stated below: 

Exercisable period

At
beginning

of the
financial

year

At end
of the

financial
year Vest date Expiry date

Name of directors and
  corporation in which
  interests are held

Caesarstone Sdot-Yam Ltd
  (holding company)

Options to acquire ordinary shares

Yosef Shiran 687,305 286,377 31/3/13 1/1/19

Yair Averbuch 137,461 103,096 21/3/13 21/3/19

Erez Schweppe 44,675 33,507 21/3/13 21/3/19

Except as disclosed above, no director who held office at the end of the financial year had interest in
shares, share options, warrants or debentures of the Company, or of related corporations, either at
the beginning of the financial year or end of the financial year.
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Directors' contractual benefits

Except as disclosed in the financial statements, since the end of the previous financial year, no
director of the Company has received or become entitled to receive a benefit by reason of a contract
made by the Company or by a related corporation with the director or with a firm of which the director
is a member, or with a company in which the director has a substantial financial interest.

Auditor

Ernst & Young LLP have expressed their willingness to accept re-appointment as auditor.

On behalf of the board of directors:

Goh Peng Hock
Director

Yair Averbuch
Director

31 March 2014
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Statement by Directors

We, Goh Peng Hock and Yair Averbuch, being two of the directors of Caesarstone South East Asia

Pte. Ltd. (the “Company”), do hereby state that, in the opinion of the directors,

(i) the accompanying balance sheet, statement of comprehensive income, statement of

changes in equity and cash flow statement together with notes thereto are drawn up so as to

give a true and fair view of the state of affairs of the Company as at 31 December 2013 and

the results of the business, changes in equity and cash flows of the Company for the

financial year ended on that date, and

(ii) at the date of this statement, there are reasonable grounds to believe that the Company will

be able to pay its debts as and when they fall due as the ultimate holding company has

agreed to provide continuing financial support to enable the Company to meet its normal

trade obligations incurred in the ordinary course of business as and when they fall due.

On behalf of the board of directors:

Goh Peng Hock
Director

Yair Averbuch
Director

31 March 2014
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Independent Auditor’s Report
For the financial year ended 31 December 2013

Independent Auditor’s Report to the Member of Caesarstone South East Asia Pte. Ltd.

Report on the Financial Statements

We have audited the accompanying financial statements of Caesarstone South East Asia Pte. Ltd
(the “Company”), which comprise the balance sheet as at 31 December 2013, and the statement of
comprehensive income, statement of changes in equity and cash flow statement for the financial
year then ended, and a summary of significant accounting policies and other explanatory
information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation of financial statements that give a true and fair view
in accordance with the provisions of the Singapore Companies Act, Chapter 50 (the “Act”) and
Singapore Financial Reporting Standards, and for devising and maintaining a system of internal
accounting controls sufficient to provide a reasonable assurance that assets are safeguarded
against loss from unauthorised use or disposition; and transactions are properly authorised and that
they are recorded as necessary to permit the preparation of true and fair profit and loss accounts and
balance sheets and to maintain accountability of assets.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with Singapore Standards on Auditing. Those standards require
that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation of the financial statements that give a true and fair view in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made
by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.
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Independent Auditor’s Report
For the financial year ended 31 December 2013

Independent Auditor’s Report to the Member of Caesarstone South East Asia Pte. Ltd.

Opinion

In our opinion, the financial statements are properly drawn up in accordance with the provisions of
the Act and Singapore Financial Reporting Standards so as to give a true and fair view of the state of
affairs of the Company as at 31 December 2013 and the results, changes in equity and cash flows of
the Company for the financial year ended on that date.

Report on Other Legal and Regulatory Requirements

In our opinion, the accounting and other records required by the Act to be kept by the Company have
been properly kept in accordance with the provisions of the Act.

Ernst & Young LLP

Public Accountants and
Chartered Accountants

Singapore
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Balance Sheet
As at 31 December 2013

Note 2013 2012
€ €

Non-current assets
Property, plant and equipment 4 129,587 111,527

Current assets
Inventories 5 887,680 943,460
Trade and other receivables 6 840,968 933,972
Prepaid operating expenses 16,257 9,087
Cash and cash equivalents 7 369,779 249,813

2,114,684 2,136,332

Current liabilities
Trade and other payables 8 1,345,540 1,049,447
Accrued operating expenses 8 334,346 301,850

1,679,886 1,351,297

Net current assets 434,798 785,035

Non-current liability
Loan from holding company 8 2,248,642 2,192,592

Net liabilities (1,684,257) (1,296,030)

Equity attributable to the owner of the Company
Share capital 9 49 49
Accumulated losses (1,684,306) (1,296,079)

Total deficit (1,684,257) (1,296,030)
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The accompanying accounting policies and explanatory notes form an integral part of the financial
statements.
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Statement of Comprehensive Income
For the financial year ended 31 December 2013
 

Note 2013 2012
€ €

Revenue 10 4,306,608 3,588,208
Costs of sales (2,946,876) (2,375,166)

Gross profit 1,359,732 1,213,042

Other operating income 11 59,470 26,062
Selling and marketing expenses (872,200) (844,500)
General and administrative expense (562,805) (516,426)
Other operating expenses (372,424) (377,743)

(1,747,959) (1,712,607)

Loss before tax 12 (388,227) (499,565)
Income tax expense 13 – –

Loss for the financial year, representing total
  comprehensive income for the financial year (388,227) (499,565)

The accompanying accounting policies and explanatory notes form an integral part of the financial
statements.
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Statement of Changes in Equity
For the financial year ended 31 December 2013

Share
capital

Accumulated
losses

Total
deficit

€ € €

2013

Opening balance at 1 January 2013 49 (1,296,079) (1,296,030)

Total comprehensive income for the
  financial year – (388,227) (388,227)

Closing balance at 31 December 2013 49 (1,684,306) (1,684,257)

2012

Opening balance at 1 January 2012 49 (796,514) (796,465)

Total comprehensive income for the
  financial year – (499,565) (499,565)

Closing balance at 31 December 2012 49 (1,296,079) (1,296,030)

The accompanying accounting policies and explanatory notes form an integral part of the financial
statements.
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Cash Flow Statement
For the financial year ended 31 December 2013

Note 2013 2012
€ €

Operating activities
Loss before tax (388,227) (499,565)
Adjustments for:
  Depreciation of property and equipment 12 40,157 44,460
  Loss on disposal of office equipment 291 −
  (Reversal)/provision on slow moving stocks 5 (8,064) 57,225

Operating loss before changes in working capital (355,843) (397,880)
Working capital changes:
  Decrease in inventories 63,844 56,590
  Decrease/(increase) in trade and other receivables 93,004 (201,937)
  Increase in prepaid operating expenses (7,170) (2,833)
  Increase/(decrease) in trade and other payables 296,093 (94,538)
  Increase in accrued operating expenses 32,496 222,141
  Decrease in advance billing to customer − (36,332)

Net cash flows generated from/(used) in operating
  activities 122,424 (454,789)

Cash flows from investing activity
Purchase of property, plant and equipment 4 (58,508) (8,156)

Net cash flows used in investing activity (58,508) (8,156)

Cash flows from financing activity
Loan from holding company 56,050 4,750

Net cash flows from financing activity 56,050 4,750

Net increase/(decrease) in cash and cash equivalents 119,966 (458,195)
Cash and cash equivalents at beginning of the
  financial year 249,813 708,008

Cash and cash equivalents at end of the financial year 7 369,779 249,813

The accompanying accounting policies and explanatory notes form an integral part of the financial
statements.
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1. Corporate information

Caesarstone South East Asia Pte. Ltd. (the “Company”) is a limited liability company
incorporated and domiciled in Singapore. The immediate and ultimate holding company is
Caesarstone Sdot-Yam Ltd, a company incorporated in Israel.

The registered office and principal place of business of the Company is located at 10 Bukit
Batok Crescent, #08-06 The Spire, Singapore 658079.

The principal activity of the Company is that of the distribution of building materials. There
has been no significant change in the nature of this activity during the financial year.

2. Summary of significant accounting policies

2.1 Basis of preparation

The financial statements have been prepared in accordance with the Singapore Financial
Reporting Standards (“FRS”). 

The financial statements have been prepared on the historical cost basis except as
disclosed in the accounting policies below.

The financial statements are presented in Euro (“€”).

Going concern assumption

The Company incurred a net loss of €388,227 (2012: €499,565) during the financial year
ended 31 December 2013 and as at that date the Company’s total liabilities exceeded its
total assets by €1,684,257 (2012: €1,296,030). These factors indicate the existence of a
material uncertainty which may cast significant doubt about the Company’s ability to continue
as a going concern. The ability of the Company to continue as a going concern depends the
holding company undertaking to provide continuing financial support to enable the Company
to continue as a going concern.

If the Company is unable to continue in operational existence for the foreseeable future, the
Company may be unable to discharge its liabilities in the normal course of business and
adjustments may have to be made to reflect the situation that assets may need to be
realised other than in the normal course of business and at amounts which could differ
significantly from the amounts at which they are currently recorded in the balance sheet. In
addition, the Company may have to reclassify non-current assets and liabilities as current
assets and liabilities. No such adjustments have been made to these financial statements.

2.2 Changes in accounting policies

The accounting policies adopted are consistent with those of the previous financial year
except in the current financial year, the Company has adopted all the new and revised
standards and Interpretations of FRS (“INT FRS”) that are effective for annual periods
beginning on or after 1 January 2013. The adoption of these standards and interpretations
did not have any effect on the financial performance or position of the Company.
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2. Summary of significant accounting policies (continued)

2.3 Standards issued but not yet effective

The Company has not adopted the following standards and interpretation that have been
issued but not yet effective:

Description

Effective for annual
periods beginning

on or after

Revised FRS 27 Separate Financial Statements 1 January 2014
Revised FRS 28 Investments in Associates and Joint Ventures 1 January 2014
FRS 110 Consolidated Financial Statements 1 January 2014
FRS 111 Joint Arrangements 1 January 2014
FRS 112 Disclosure of Interests in Other Entities 1 January 2014
Amendments to FRS 32 Offsetting Financial Assets and
  Financial Liabilities 1 January 2014
Amendments to the transition guidance of FRS 110 Consolidated
  Financial Statements, FRS 111 Joint arrangements and FRS 112
Disclosure of Interest in Other Entities 1 January 2014

Amendments to FRS 110, FRS 112 and FRS 27 Investment Entities 1 January 2014
Amendments to FRS 36 Recoverable Amount Disclosures for
  Non-financial Assets 1 January 2014
INT FRS 121 Levies 1 January 2014
Amendments to FRS 19 Defined Benefit Plans: Employee
  Contributions 1 July 2014
Improvements to FRSs 2014 1 July 2014
  - Amendment to FRS 102 Shared-based Payments 1 July 2014
  - Amendment to FRS 103 Business Combinations 1 July 2014
  - Amendment to FRS 108 Operating Segments 1 July 2014
  - Amendment to FRS 16 Property, Plant and Equipment 1 July 2014
  - Amendment to FRS 24 Related Party Disclosures 1 July 2014
  - Amendment to FRS 38 Intangible Assets 1 July 2014

The directors expect that the adoption of the standards and interpretations above will have
no material impact on the financial statements in the period of initial application.

2.4 Foreign currency

The Company’s financial statements are presented in Euro, which is also the Company’s
functional currency.

Transactions and balances

Transactions in foreign currencies are measured in the functional currency of the Company
and are recorded on initial recognition in the functional currency at exchange rates
approximating those ruling at the transaction dates.  Monetary assets and liabilities
denominated in foreign currencies are translated at the rate of exchange ruling at the end of
the reporting period.  Non-monetary items that are measured in terms of historical cost in a
foreign currency are translated using the exchange rates as at the dates of the initial
transactions. Non-monetary items measured at fair value in a foreign currency are translated
using the exchange rates at the date when the fair value was measured.

Exchange differences arising on the settlement of monetary items or on translating
monetary items at the end of the reporting period are recognised in profit or loss.
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2. Summary of significant accounting policies (continued)

2.5 Property, plant and equipment

All items of property, plant and equipment are initially recorded at cost. Subsequent to
recognition, property, plant and equipment other than freehold land and buildings are
measured at cost less accumulated depreciation and any accumulated impairment losses.
The cost of an item of property, plant and equipment is recognised as an asset, if, and only
if, it is probable that future economic benefits associated with the item will flow to the
Company and the cost of the item can be measured reliably.

Depreciation is computed on a straight-line basis over the estimated useful life of the asset
as follows:

Renovation - 3 to 5 years
Furniture and fittings - 3 to 5 years
Office equipment - 3 to 5 years
Warehouse equipment - 3 years
Computer equipment - 3 years
Computer software - 3 years

The carrying values of property, plant and equipment are reviewed for impairment when
events or changes in circumstances indicate that the carrying value may not be recoverable.

The residual values, useful life and depreciation method are reviewed at each financial
year-end, and adjusted prospectively, if appropriate.

An items of property, plant and equipment is derecognised upon disposal or when no future
economic benefits are expected from its use or disposal.  Any gain or loss arising on
derecognition of the asset is included in profit or loss in the year the asset is derecognised.

2.6 Impairment of non-financial assets

The Company assesses at each reporting date whether there is an indication that an asset
may be impaired.  If any indication exists, or when an annual impairment testing for an asset
is required, the Company makes an estimate of the asset’s recoverable amount.

An asset’s recoverable amount is the higher of an asset’s or cash-generating unit’s fair value
less costs of disposal and its value in use and is determined for an individual asset, unless
the asset does not generate cash inflows that are largely independent of those from other
assets or group of assets. Where the carrying amount of an asset or cash-generating unit
exceeds its recoverable amount, the asset is considered impaired and is written down to its
recoverable amount. In assessing value in use, the estimated future cash flows expected to
be generated by the asset are discounted to their present value using a pre-tax discount rate
that reflects current market assessments of the time value of money and the risks specific to
the asset. In determining fair value less costs of disposal, recent market transactions are
taken into account, if available. If no such transactions can be identified, an appropriate
valuation model is used.

The Company bases its impairment calculation on detailed budgets and forecast
calculations which are prepared separately for each of the Company’s cash-generating units
to which the individual assets are allocated. These budgets and forecast calculations are
generally covering a period of five years. For longer periods, a long-term growth rate is
calculated and applied to project future cash flows after the fifth year.

Impairment losses are recognised in profit or loss, except for assets that are previously
revalued where the revaluation was taken to other comprehensive income. In this case, the
impairment is also recognised in other comprehensive income up to the amount of any
previous revaluation.
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2. Summary of significant accounting policies (continued)

2.6 Impairment of non-financial assets (continued)

An assessment is made at each reporting date as to whether there is any indication that
previously recognised impairment losses may no longer exist or may have decreased. If
such indication exists, the Company estimates the asset’s or cash-generating unit’s
recoverable amount. A previously recognised impairment loss is reversed only if there has
been a change in the estimates used to determine the asset’s recoverable amount since the
last impairment loss was recognised. If that is the case, the carrying amount of the asset is
increased to its recoverable amount. That increase cannot exceed the carrying amount that
would have been determined, net of depreciation, had no impairment loss been recognised
previously. Such reversal is recognised in profit or loss unless the asset is measured at
revalued amount, in which case the reversal is treated as a revaluation increase.

2.7 Financial instruments

(a) Financial assets

Initial recognition and measurement

Financial assets are recognised when, and only when, the Company becomes a
party to the contractual provisions of the financial instrument. The Company
determines the classification of its financial assets at initial recognition.

When financial assets are recognised initially, they are measured at fair value, plus,
in the case of financial assets not at fair value through profit or loss, directly
attributable transaction costs.

Subsequent measurement - Loans and receivables

Non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market are classified as loans and receivables. Subsequent to
initial recognition, loans and receivables are measured at amortised cost using the
effective interest method, less impairment. Gains and losses are recognised in profit
or loss when the loans and receivables are derecognised or impaired, and through
the amortisation process.

Derecognition

A financial asset is derecognised where the contractual right to receive cash flows
from the asset has expired. On derecognition of a financial asset in its entirety, the
difference between the carrying amount and the sum of the consideration received
and any cumulative gain or loss that had been recognised in other comprehensive
income is recognised in profit and loss.

Regular way purchase or sale of a financial asset

All regular way purchases and sales of financial assets are recognised or
derecognised on the trade date, i.e., the date that the Company commits to
purchase or sell the asset. Regular way purchases or sales are purchases or sales
of financial assets that require delivery of assets within the period generally
established by regulation or convention in the marketplace concerned.
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2. Summary of significant accounting policies (continued)

2.7 Financial instruments (continued)

(b) Financial liabilities

Initial recognition and measurement

Financial liabilities are recognised when, and only when, the Company becomes a
party to the contractual provisions of the financial instrument. The Company
determines the classification of its financial liabilities at initial recognition.

All financial liabilities are recognised initially at fair value and in the case of other
financial liabilities, plus directly attributable transaction costs.

Subsequent measurement - Financial liabilities at amortised cost

After initial recognition, financial liabilities that are not carried at fair value through
profit or loss are subsequently measured at amortised cost using the effective
interest method. Gains and losses are recognised in profit or loss when the liabilities
are derecognised, and through the amortisation process.

Derecognition

A financial liability is derecognised when the obligation under the liability is
discharged or cancelled or expires. When an existing financial liability is replaced by
another from the same lender on substantially different terms, or the terms of an
existing liability are substantially modified, such an exchange or modification is
treated as a derecognition of the original liability and the recognition of a new liability,
and the difference in the respective carrying amounts is recognised in profit or loss.

(c) Offsetting of financial instruments

Financial assets and financial liabilities are offset and the net amount is presented in
the balance sheets, when and only when, there is a currently enforceable legal right
to set off the recognised amounts and there is an intention to settle on a net basis,
or to realise the assets and settle the liabilities simultaneously.

2.8 Impairment of financial assets

The Company assesses at each reporting period whether there is any objective evidence
that a financial asset is impaired.

Financial assets carried at amortised cost

For financial assets carried at amortised cost, the Company first assesses whether objective
evidence of impairment exists individually for financial assets that are individually significant,
or collectively for financial assets that are not individually significant. If the Company
determines that no objective evidence of impairment exists for an individually assessed
financial asset, whether significant or not, it includes the asset in a group of financial assets
with similar credit risk characteristics and collectively assesses them for impairment. Assets
that are individually assessed for impairment and for which an impairment loss is, or
continues to be recognised are not included in a collective assessment of impairment.
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2. Summary of significant accounting policies (continued)

2.8 Impairment of financial assets (continued)

Financial assets carried at amortised cost (continued)

If there is objective evidence that an impairment loss on financial assets carried at amortised
cost has been incurred, the amount of the loss is measured as the difference between the
asset’s carrying amount and the present value of estimated future cash flows discounted at
the financial asset’s original effective interest rate. If a loan has a variable interest rate, the
discount rate for measuring any impairment loss is the current effective interest rate. The
carrying amount of the asset is reduced through the use of an allowance account. The
impairment loss is recognised in profit or loss.

When the asset becomes uncollectible, the carrying amount of impaired financial assets is
reduced directly or if an amount was charged to the allowance account, the amounts
charged to the allowance account are written off against the carrying value of the financial
asset.

To determine whether there is objective evidence that an impairment loss on financial assets
has been incurred, the Company considers factors such as the probability of insolvency or
significant financial difficulties of the debtor and default or significant delay in payments.

If in a subsequent period, the amount of the impairment loss decreases and the decrease
can be related objectively to an event occurring after the impairment was recognised, the
previously recognised impairment loss is reversed to the extent that the carrying amount of
the asset does not exceed its amortised cost at the reversal date. The amount of reversal is
recognised in profit or loss.

2.9 Cash and cash equivalents

 Cash and cash equivalents comprise cash at bank and short-term deposits that are readily
convertible to known amount of cash and which are subject to an insignificant risk of
changes in value.

2.10 Inventories

Inventories are stated at the lower of cost and net realisable value.

Cost is determined on the weighted average basis and includes all costs of purchase, costs
of conversion and other costs incurred in bringing the inventories to their present location
and condition.

Where necessary, allowance is provided for damaged, obsolete and slow moving items to
adjust the carrying value of inventories to the lower of cost and net realisable value.

Net realisable value is the estimated selling price in the ordinary course of business, less
estimated costs of completion and the estimated costs necessary to make the sale.
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2. Summary of significant accounting policies (continued)

2.11 Provisions

Provisions are recognised when the Company has a present obligation (legal or
constructive) as a result of a past event, it is probable that an outflow of resources
embodying economic benefits will be required to settle the obligation and the amount of the
obligation can be estimated reliably.

Provisions are reviewed at the end of each reporting period and adjusted to reflect the
current best estimate.  If it is no longer probable that an outflow of economic resources will
be required to settle the obligation, the provision is reversed.  If the effect of the time value of
money is material, provisions are discounted using the current pre tax rate that reflects,
where appropriate, the risks specific to the liability.  When discounting is used, the increase
in the provision due to the passage of time is recognised as finance cost.

Warranty provisions

Provisions for warranty-related costs are recognised when the product is sold or service
provided. Initial recognition is based on historical experience. The initial estimate of
warranty-related costs is revised annually.

2.12 Employee benefits

(a) Defined contribution plan

The Company makes contributions to the Central Provident Fund (“CPF”) scheme in
Singapore, a defined contribution pension scheme. Contributions defined
contribution to pension scheme are recognised as an expense in the period in which
the related service is performed.

(b) Employee leave entitlement

Employee entitlements to annual leave are recognised as a liability when they
accrue to employees. The estimated liability for leave is recognised for services
rendered by employees up to the end of the reporting period.

2.13 Leases

The determination of whether an arrangement is, or contains a lease is based on the
substance of the arrangement at inception date: whether fulfilment of the arrangement is
dependent on the use of a specific asset or assets or the arrangement conveys a right to
use the asset, even if that right is not explicitly specified in an arrangement.

For arrangements entered into prior to 1 January 2005, the date of inception is deemed to be
1 January 2005 in accordance with the transitional requirements of INT FRS 104.

As lessee

Finance leases which transfer to the Company substantially all the risks and rewards
incidental to ownership of the leased item, are capitalised at the inception of the lease at the
fair value of the leased asset or, if lower, at the present value of the minimum lease
payments. Any initial direct costs are also added to the amount capitalised. Lease payments
are apportioned between the finance charges and reduction of the lease liability so as to
achieve a constant rate of interest on the remaining balance of the liability. Finance charges
are charged to profit or loss. Contingent rents, if any, are charged as expenses in the
periods in which they are incurred.
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2. Summary of significant accounting policies (continued)

2.13 Leases (continued)

As lessee (continued)

Capitalised leased assets are depreciated over the shorter of the estimated useful life of the
asset and the lease term, if there is no reasonable certainty that the Company will obtain
ownership by the end of the lease term.

Operating lease payments are recognised as an expense in profit or loss on a straight-line
basis over the lease term. The aggregate benefit of incentives provided by the lessor is
recognised as a reduction of rental expense over the lease term on a straight-line basis.

2.14 Revenue recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to
the Company and the revenue can be reliably measured, regardless of when the payment is
made. Revenue is measured at the fair value of consideration received or receivable, taking
into account contractually defined terms of payment and excluding sales taxes or duty. The
Company assesses its revenue arrangements to determine if it is acting as principal or
agent. The Company has concluded that it is acting as a principal in all of its revenue
arrangements. The following specific recognition criteria must also be met before revenue is
recognised:

Sale of goods

Revenue from sale of goods is recognised upon the transfer of significant risk and rewards
of ownership of the goods to the customer usually on delivery of goods.  Revenue is not
recognised to the extent where there are significant uncertainties regarding recovery of the
consideration due, associated costs or the possible return of goods.

2.15 Taxes

(a) Current income tax

Current income tax assets and liabilities for the current and prior periods are
measured at the amount expected to be recovered from or paid to the taxation
authorities. The tax rates and tax laws used to compute the amount are those that
are enacted or substantively enacted at the end of the reporting period.

Current income taxes are recognised in profit or loss except to the extent that the
tax relates to items recognised outside profit or loss, either in other comprehensive
income or directly in equity. Management periodically evaluates positions taken in
the tax returns with respect to situations in which applicable tax regulations are
subject to interpretation and establishes provisions where appropriate.
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2. Summary of significant accounting policies (continued)

2.15 Taxes (continued)

(b) Deferred tax

Deferred tax is provided using the liability method on temporary differences at the
end of the reporting period between the tax bases of assets and liabilities and their
carrying amounts for financial reporting purposes.

Deferred tax liabilities are recognised for all temporary differences, except where the
deferred tax arises from the initial recognition of an asset or liability in a transaction
that is not a business combination and, at the time of the transaction affects neither
the accounting profit nor taxable profit or loss.

Deferred tax assets are recognised for all deductible temporary differences, carry
forward of unused tax credits and unused tax losses, to the extent that it is probable
that taxable profit will be available against which the deductible temporary
differences, and the carry forward of unused tax credits and unused tax losses can
be utilised except where the deferred tax asset relating to the deductible temporary
difference arises from the initial recognition of an asset or liability in a transaction
that is not a business combination and, at the time of the transaction, affects neither
the accounting profit nor taxable profit or loss.

The carrying amount of deferred tax assets is reviewed at the end of each reporting
period and reduced to the extent that it is no longer probable that sufficient taxable
profit will be available to allow all or part of the deferred tax asset to be utilised.
Unrecognised deferred tax assets are reassessed at the end of each reporting
period and are recognised to the extent that it has become probable that future
taxable profit will allow the deferred tax asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to
apply in the year when the asset is realised or the liability is settled, based on tax
rates (and tax laws) that have been enacted or substantively enacted at the end of
each reporting period.

Deferred tax relating to items recognised outside profit or loss is recognised outside
profit or loss. Deferred tax items are recognised in correlation to the underlying
transaction either in other comprehensive income or directly in equity and deferred
tax arising from a business combination is adjusted against goodwill on acquisition.

Deferred tax assets and deferred tax liabilities are offset, if a legally enforceable
right exists to set off current income tax assets against current income tax liabilities
and the deferred taxes relate to the same taxable entity and the same taxation
authority.

Tax benefits acquired as part of a business combination, but not satisfying the
criteria for separate recognition at that date, would be recognised subsequently if
new information about facts and circumstances changed. The adjustment would
either be treated as a reduction to goodwill (as long as it does not exceed goodwill) if
it incurred during the measurement period or in profit or loss.
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2. Summary of significant accounting policies (continued)

2.15 Taxes (continued)

(c) Sales tax

Revenues, expenses and assets are recognised net of the amount of sales tax
except:

 Where the sales tax incurred on a purchase of assets or services is not
recoverable from the taxation authority, in which case the sales tax is
recognised as part of the cost of acquisition of the asset or as part of the
expense item as applicable; and

 Receivables and payables that are stated with the amount of sales tax
included.

The net amount of sales tax recoverable from, or payable to, the taxation authority is
included as part of receivables or payables in the balance sheet.

2.16 Contingencies

 A contingent liability is:

(a) a possible obligation that arises from past events and whose existence will be
confirmed only by the occurrence or non-occurrence of one or more uncertain future
events not wholly within the control of the Company; or

(b) a present obligation that arises from past events but is not recognised because:

(i)  It is not probable that an outflow of resources embodying economic benefits
will be required to settle the obligation; or

(ii) The amount of the obligation cannot be measured with sufficient reliability.

A contingent asset is a possible asset that arises from past events and whose existence will
be confirmed only by the occurrence or non-occurrence of one or more uncertain future
events not wholly within the control of the Company.

Contingent liabilities and assets are not recognised on the balance sheet of the Company,
except for contingent liabilities assumed in a business combination that are present
obligations and which the fair values can be reliably determined.
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2. Summary of significant accounting policies (continued)

2.17 Related parties

A related party is defined as follows:

(a) A person or a close member of that person’s family is related to the Company if that
person:

(i) Has control or joint control over the Company;

(ii) Has significant influence over the Company; or

(iii) Is a member of the key management personnel of the Company or of a
parent of the Company.

(b) An entity is related to the Company if any of the following conditions applies:

(i) The entity and the Company are members of the same group (which means
that each parent, subsidiary and fellow subsidiary is related to the others).

(ii) One entity is an associate or joint venture of the other entity (or an associate
or joint venture of a member of a group of which the other entity is a
member).

(iii) Both entities are joint ventures of the same third party.

(iv) One entity is a joint venture of a third entity and the other entity is an
associate of the third entity

(v) The entity is a post-employment benefit plan for the benefit of employees of
either the Company or an entity related to the Company. If the Company is
itself such a plan, the sponsoring employers are also related to the
Company;

(vi) The entity is controlled or jointly controlled by a person identified in (a);

(vii) A person identified in (a) (i) has significant influence over the entity or is a
member of the key management personnel of the entity (or of a parent of
the entity).
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3. Significant accounting judgements and estimates

The preparation of the Company's financial statements requires management to make
judgements, estimates and assumptions that affect the reported amounts of revenue,
expenses, assets, and liabilities, and disclosures of contingent liabilities at the end of each
reporting period. However, uncertainty about these assumptions and estimates could result
in outcomes that could require material adjustment to the carrying amount of the asset or
liability affected in the future periods.

3.1 Judgement made in applying accounting policies

 There are no significant judgements made in the preparation of the financial statements.

3.2 Key sources of estimation uncertainty

The key assumptions concerning the future and other key sources of estimation uncertainty
at the end of each reporting period are discussed below. The Company based its
assumptions and estimates on parameters available when the financial statement was
prepared. Existing circumstances and assumptions about future developments, however,
may change due to market changes or circumstances arising beyond the control of the
company. Such changes are reflected in the assumptions when they occur.

 Useful lives of property, plant and equipment

The cost of property, plant and equipment are depreciated on a straight-line basis
over property, plant and equipment estimated useful lives.  Management estimates
the useful lives of these property, plant and equipment to be within 3 to 5 years.
These are common life expectancies applied to similar categories of property, plant
and equipment. Changes in the expected level of usage and technological
developments could impact the economic useful lives of these assets, therefore,
future depreciation charges could be revised. The carrying amount of the
Company’s property, plant and equipment at the end of each reporting period is
disclosed in Note 4 to the financial statements.

 Impairment of loans and receivables

The Company assesses at the end of each reporting period whether there is any
objective evidence that a financial asset is impaired.  To determine whether there is
objective evidence of impairment, the Company considers factors such as the
probability of insolvency or significant financial difficulties of the debtor and default or
significant delay in payments. 

Where there is objective evidence of impairment, the amount and timing of future
cash flows are estimated based on historical loss experience for assets with similar
credit risk characteristics. The carrying amount of the Company’s loans and
receivables at the end of each reporting period is disclosed in Note 6 to the financial
statements.
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Renovation
Furniture

and fittings
Office

equipment
Warehouse
equipment

Computer
equipment

Computer
software

Motor
vehicle Total

€ € € € € € € €

Cost
At 1 January 2012 83,686 32,353 37,891 22,524 1,825 9,961 − 188,240
Additions 1,678 3,756 − − 1,468 1,254 − 8,156

At 31 December 2012
   and 1 January 2013 85,364 36,109 37,891 22,524 3,293 11,215 − 196,396
Additions − 1,014 2,383 1,038 4,858 47,480 1,735 58,508
Disposal − − (855) − − − − (855)

At 31 December 2013 85,364 37,123 39,419 23,562 8,151 58,695 1,735 254,049

Accumulated
  depreciation
At 1 January 2012 9,774 5,277 5,061 15,288 139 4,870 − 40,409
Depreciation charge for
  the financial year 19,411 8,158 8,824 4,589 924 2,554 − 44,460

At 31 December 2012
   and 1 January 2013 29,185 13,435 13,885 19,877 1,063 7,424 − 84,869
Depreciation charge for
  the financial year 16,421 7,152 7,986 2,004 1,849 4,543 202 40,157
Disposal − − (564) − − − − (564)

At 31 December 2013 45,606 20,587 21,307 21,881 2,912 11,967 202 124,462

Net carrying amount
At 31 December 2013 39,758 16,536 18,112 1,681 5,239 46,728 1,533 129,587
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At 31 December 2012 56,179 22,674 24,006 2,647 2,230 3,791 − 111,527

4. Property, plant and equipment



CAESARSTONE SOUTH EAST ASIA PTE. LTD.     29

5. Inventories

2013 2012
€ €

Balance sheet:
Finished goods 887,680 943,460

Income statement:
Inventories recognised as an expense in cost of sales 2,716,799 2,316,358
  inclusive of the following charge:
  - Inventories (written back)/written down (8,064) 57,225

6. Trade and other receivables

2013 2012
€ €

Trade receivables:
Third parties 745,673 664,525
Related parties − 190,294
Less: Provision for doubtful debts (23,134) −

722,539 854,819
Other receivables:
Deposits 118,429 79,153

Total trade and other receivables 840,968 933,972
Add: Cash and cash equivalents (Note 7) 369,779 249,813

Total loan and receivables 1,210,747 1,183,785

Trade receivables

 Trade receivables are non-interest bearing and are generally on 60 days’ term.  They are
recognised at their original invoice amounts which represent their fair values on initial
recognition.

Trade receivables denominated in foreign currencies at 31 December are as follows:

2013 2012
€ €

Singapore Dollar 569,443 460,395
United States Dollar 41,363 906
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6. Trade and other receivables (continued)

Receivables that are past due but not impaired

 The Company has trade receivables amounting to €150,488 (2011: €116,293) that are past
due at the end of the reporting period but not impaired. These receivables are unsecured
and the analysis of their aging at the reporting period date is as follows:

2013 2012
€ €

Trade receivables past due but not impaired:

Lesser than 30 days 86,628 79,112
More than 30 days 63,860 37,181

150,488 116,293

Receivables that are impaired 

The Company’s trade receivables that are impaired at the end of the reporting period and the
movement of the allowance accounts used to record the impairment are as follows:

2013 2012
€ €

Trade receivables - nominal amounts 29,982 −
Less: Allowance for impairment (23,134) −

6,848 −

Movement in allowance accounts:
At 1 January − −
Charge for the financial year 23,134 −
Written off − −

At 31 December 23,134 −

Trade receivables that are individually determined to be impaired at the end of the reporting
period relate to debtors that are in significant financial difficulties and have defaulted on
payments. These receivables are not secured by any collateral or credit enhancements.
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7. Cash and cash equivalents

2013 2012
€ €

Cash at bank and on hand 369,779 228,127
Short-term deposits − 21,686

Cash and cash equivalents 369,779 249,813

Short-term deposits are made for varying periods of one year depending on the immediate
cash requirements of the Company, and earn interests at the respective short-term deposit
rates. The weighted average effective interest rate as at 31 December 2013 for the
Company was Nil% (2012: 0.21%) per annum.

Cash and cash equivalents denominated in foreign currencies at 31 December are as
follows:

2013 2012
€ €

Singapore dollar 326,576 244,879

For the purpose of the cash flow statement, cash and cash equivalents comprise the
following at the end of the reporting period

2013 2012
€ €

Cash and cash equivalents 369,779 249,812

8. Trade and other payables

2013 2012
€ €

Trade and other payables:
Amount due to holding company (trade) 1,204,722 921,100
Amount due to related companies (non-trade) 16,313 −
Other payables 125,560 128,347

Total trade and other payables 1,345,540 1,049,447

Add: Provision for warranty claim 145,244 10,173
 Accrued operating expenses 189,102 291,677

 Total accrued operating expenses 334,346 301,850
 Loan from holding company 2,248,642 2,192,592
Less: GST Payable (42,985) (34,544)
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Total financial liabilities carried at amortised cost 3,885,543 3,509,345
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8. Trade and other payables (continued)

Amount due to holding and related companies

These amounts are unsecured, non-interest bearing, repayable on demand and are to be
settled in cash.

Loan from holding company

The loan from holding company is unsecured, interest free and repayable on demand on or
after 5 years. The loan is denominated in Israeli New Shekel.

Provision for warranty claim

Included in provision for warranty claim, a provision of €130,000 is recognised for expected
warranty claim on certain goods sold to a customer during the year. The provision amount is
made based on the management’s best estimate of the replacement cost. At the end of the
reporting period, no formal claim has been logged by the customer in relation to the claim.

9. Share capital

2013 2012
Number
of shares €

Number
of shares €

Issued and fully paid ordinary shares
At beginning and end of the
  financial year 100 49 100 49

The holders of ordinary shares are entitled to receive dividends as and when declared by the
Company.  All ordinary shares carry one vote per share without restrictions. The ordinary
shares have no par value.

10. Revenue

 Revenue of the Company represents invoiced value of goods sold less returns inwards and
discounts allowed net of goods and services tax.

11. Other operating income

2013 2012
€ €

Miscellaneous income 59,470 26,062

Miscellaneous income includes project secondment commission of € 25,462 (2012: €2,714)
which is calculated at 5% of the total project revenue.



CAESARSTONE SOUTH EAST ASIA PTE. LTD.     34

12. Loss before tax

The following items have been included in arriving at loss before tax:

2013 2012
€ €

Depreciation of property, plant and equipment 40,157 44,460
Employee benefits (including directors’ remuneration) :
  - Salaries, bonuses and allowances 824,846 898,329
  - Central Provident Fund contributions 60,139 70,153
Advertising and sales promotion 322,027 294,592
Professional services 21,747 35,332

13. Income taxation

Major components of income taxation

The major components of income taxation for the financial years ended 31 December 2013
and 2012 are:

2013 2012
€ €

Current income tax – –

Relationship between tax expense and accounting profit 

The reconciliation between tax expense and the product of accounting loss multiplied by the
corporate tax rate for the years ended 31 December 2013 and 2012 are as follows:

2013 2012
€ €

Loss before tax (388,227) (499,565)

Tax at statutory rate of 17% (2012: 17%) (65,999) (84,926)
Non-deductible expenses 8,342 18,690
Deferred tax assets not recognised 57,657 66,236

Income tax expense recognised in profit or loss – –

Unrecognised tax losses

At the end of the reporting period, the Company has unutilised tax losses of approximately
€1,169,182 (2012: €830,025), that are available for offset against future taxable profits of the
Company, for which no deferred tax asset is recognised due to uncertainty of its



CAESARSTONE SOUTH EAST ASIA PTE. LTD.     35

recoverability. The use of these tax losses is subject to the agreement of the tax authorities
and compliance with certain provisions of the tax legislation.
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14. Related party transactions

(a) Sale and purchase of goods and services

In addition to the related party information disclosed elsewhere in the financial
statements, the following significant between the Company and related parties took
place at terms agreed between the parties during the financial year:

2013 2012
€ €

Sale of finished goods to:
  - holding company – 87,120
  - related companies 42,724 106,733
Purchase of finished goods from:
  - holding company 2,913,736 2,184,253
  - related company 13,427 18,377
Rental expense to a related company 48,018 62,126
Miscellaneous expense to a related company 13,918 9,461

(b) Compensation of key management personnel

Short term employee benefits 190,485 161,448
Central Provident Fund contributions 7,511 13,130

197,996 174,578

Comprise amounts paid to:
Director of the Company 197,996 174,578

15. Commitments

Operating lease commitments as lessee

The Company has entered into commercial leases on office and warehouse. The lease
agreements of the office and warehouse will be ending within a year with renewal option.
Operating lease payments recognised as an expense in the profit or loss for the financial
year amounted to €213,812 (2012: €219,420).

Future minimum rental payable under non-cancellable operating leases at the end of the
reporting period are as follows:

2013 2012
€ €

Within 1 year 228,449 163,119
After 1 year but less than 5 years 268,267 –
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496,716 163,119
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16. Fair value of financial instruments

Fair value of financial instruments by classes that are not carried at fair value and
whose carrying amounts are reasonable approximation of fair value

The carrying amounts of cash and cash equivalents, trade and other receivables, trade and
other payables (including balances with intercompanies), are reasonably approximation of
fair values, due to their short-term to nature. 

The loan from holding company has no repayment terms and is repayable only when the
cash flows of the borrower permits. Accordingly, the fair value of the amount is not
determinable as the timing of the future cash flows cannot be estimated reliably.

17. Financial risk management policies and objectives

The Company is exposed to financial risks arising from its operations and the use of
financial instruments. The key financial risks include credit risk, liquidity risk and foreign
currency risk. The board of directors reviews and agrees policies and procedures for the
management of these risks. 

The following sections provide details regarding the Company’s exposure to the
above-mentioned financial risks and the objectives, policies and processes for the
management of these risks.

There has been no change to the Company’s exposure to these financial risks or the
manner in which it manages and measures the risks.

(a) Credit risk

Credit risk is the risk of loss that may arise on outstanding financial instruments
should a counterparty default on its obligations. The Company’s exposure to credit
risk arises primarily from trade and other receivables.  For other financial assets
(mainly cash and cash equivalents), the Company minimise credit risk by dealing
exclusively with high credit rating counterparties.

The Company’s objective is to seek continual revenue growth while minimising
losses incurred due to increased credit risk exposure.  The Company trades only
with recognised and creditworthy third parties.  It is the Company’s policy that all
customers who wish to trade on credit terms are subject to credit verification
procedures. In addition, receivable balances are monitored on an ongoing basis with
the result that the Company’s exposure to bad debts is not significant. 

Exposure to credit risk

At the end of the reporting period, the Company’s maximum exposure to credit risk
is represented by the carrying amount of each class of financial assets recognised in
the balance sheets.
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17. Financial risk management policies and objectives (continued)

(a) Credit risk (continued)

Credit risk concentration profile

The Company determines concentrations of credit risk by monitoring the country
profile of its trade receivables on an ongoing basis.  The credit risk concentration
profile of the Company’s trade receivables at the end of the reporting period is as
follows:

2013 2012
€’000 % of total €’000 % of total

By country:
Singapore 569 76 460 70
Malaysia 6 1 − −
Indonesia 130 17 178 26
Japan 41 6 − −
Thailand − − 27 4

746 100 665 100

Financial assets that are neither past due nor impaired

Trade and other receivables that are neither past due nor impaired are with
creditworthy debtors with good payment record with the Company. Cash and cash
equivalents, are placed with reputable financial institutions.

Financial assets that are either past due or impaired

Information regarding financial assets that are either past due or impaired is
disclosed in Note 6.

(b) Liquidity risk

Liquidity risk is the risk that the Company will encounter difficulty in meeting financial
obligations due to shortage of funds.  The Company’s exposure to liquidity risk
arises primarily from mismatches of the maturities of financial assets and liabilities.
The Company’s objective is to maintain a balance between continuity of funding and
flexibility through the use of stand-by credit facilities.
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17. Financial risk management policies and objectives (continued)

(b) Liquidity risk (continued)

Analysis of financial instruments by remaining contractual maturities

The table below summarises the maturity profile of the Company’s financial assets
and liabilities at the end of the reporting period based on contractual undiscounted
repayment obligations.

2013
€

2012
€

One year
or less

One to
five years Total

One year
or less

One to
five years Total

Financial assets:
Trade and other
  receivables 840,968 – 840,968 933,972 – 933,972
Cash and cash
  equivalents 369,779 – 369,779 249,813 – 249,813

Total undiscounted
  financial assets 1,210,747 – 1,210,747 1,183,785 – 1,183,785

Financial liabilities:
Trade and other
  payables 1,345,540 – 1,345,540 1,049,447 – 1,049,447
Provision for
  warranty claim 145,244 – 145,244 10,173 – 10,173
Accrued operating
  expenses 189,102 – 189,102 291,677 – 291,677
Total accrued
  operating expenses 334,346 – 334,346 301,850 – 301,850
Loan from holding
  company – 2,248,642 2,248,642 – 2,192,592 2,192,592
Less: GST Payable (42,985) – (42,985) (34,544) – (34,544)

Total undiscounted
  financial liabilities 1,636,901 2,248,642 3,885,543 1,316,753 2,192,592 3,509,345

Total net undiscounted
  financial liabilities (426,154) (2,248,642) (2,674,796) (132,968) (2,192,592) (2,325,560)

(c) Foreign currency risk

The Company has transactional currency exposures arising from sales that are
denominated in currency other than the functional currency of the Company. The
foreign currencies in which these transactions are denominated are Singapore
Dollars (“SGD”) and United States Dollars (“USD”). Approximately 53% (2012: 18%)
are denominated in foreign currencies. The Company’s trade receivables at the end
of the reporting period have similar exposure.

The Company also holds cash and short-term deposits denominated in foreign
currency for working capital purposes. At the end of the reporting period, such
foreign currency balances are mainly in SGD and USD.

The Company also has currency exposure on the loan from its holding company,
which is denominated in Israeli New Shekel (“INS”).
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17. Financial risk management policies and objectives (continued)

(c) Foreign currency risk (continued)

Sensitivity analysis for foreign currency risk

The following table demonstrates the sensitivity of the Company’s profit before tax to
a reasonably possible change in the exchange rates of SGD, INS and USD against
EURO with all other variables held constant.

Profit
before tax

Profit
before tax

2013
$

2012
$

SGD/EURO - Strengthened 5% (2012: 5%) (18,487) (23,789)
- Weakened 5% (2012: 5%) 20,433 26,293

INS/EURO - Strengthened 4% (2012: 4%) (14,932) (19,214)
- Weakened 4% (2012: 4%) 16,176 20,815

USD/EURO - Strengthened 1% (2012: 1%) (3,844) (4,946)
- Weakened 1% (2012: 1%) 3,921 5,046

18. Capital management

The primary objective of the Company’s capital management is to ensure that it maintains a
strong credit rating and healthy capital ratios in order to support its business and maximise
shareholder value.

The Company manages its capital structure and makes adjustments to it, in light of changes
in economic conditions. To maintain or adjust the capital structure, the Company may adjust
the dividend payment to shareholder, return capital to shareholder or issue new shares.  No
changes were made in the objectives, policies or processes during the financial years ended
31 December 2013 and 31 December 2012.

19. Authorisation of financial statements

The financial statements for the financial year ended 31 December 2013 were authorised for
issue in accordance with a resolution of the directors on 31 March 2014.
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