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Unlocking to revive operational performance
We expect building material companies under our coverage to witness Arun Baid

significant operational improvement QoQ given the gradual easing of Covid
restrictions. MDF and pipe players are likely to post YoY revenue growth but
the tiles and plywood segments are both projected to decline. Barring plywood
companies, we forecast margin gains across the board backed by higher sales
(pipes/MDF) and lower input & other costs (tile/sanitaryware). Management

commentary on expected business pickup in H2 will be a key monitorable.

research@bobcaps.in

Tiles & Sanitaryware — improving sales trend: The unlocking of Covid

RECOMMENDATION SNAPSHOT

restrictions has led to an improving sales trend in tiles and sanitaryware, mainly [lisksy i

in tier-2 cities and below. In the tiles segment, we expect revenues for Kajaria CIN ADD

Ceramics/Somany Ceramics to contract at a slower pace of 12%/9% Yo (vs. zORgAlchN ig;

-60%/-57% in Q1), whereas Cera Sanitaryware could clock a stable topline N -

aided by traction in the sanitaryware and faucet segments. Operating margins MTLMUIN BUY

are projected to improve or remain stable for all players under coverage aided CPBIIN BUY

by cost control and lower raw material cost. ASTRA IN REDUCE
FNXP IN BUY

Plywood - still languishing; MDF - strong growth YoY: Plywood sales are SN REDUCE

likely to return to ~70% of year-ago levels in Q2, steered by demand from GREENP IN BUY

markets beyond the top-10 cities. Operating margins in the plywood segment
are likely to be weighed down by negative operating leverage. Greenply
Industries’ Gabon operations are expected to deliver robust revenue growth
due to higher exports to Europe and Southeast Asia. In MDF, Greenpanel
Industries and Century Plyboards are projected to post ~20% YoY revenue

growth accompanied by margin expansion due to better capacity utilisation.

Pipes & Adhesives - set for YoY growth: We forecast revenue growth in the pipe
segment aided by demand from the housing sector and also higher PVC resin
prices. Operating margins are expected to expand for all players under our
coverage, viz. Supreme Industries, Astral Poly (ASTRA) and Finolex Industries
due to cost control initiatives during the pandemic and inventory gains on
account of rising PVC resin prices. In adhesives, we anticipate topline growth
for Pidilite Industries and ASTRA aided by the unlocking of markets, with

operating margin expansion arising from lower RM cost.

Watch for: We await management commentary on the H2FY21 demand

outlook in the wake of unlocking.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda

Important disclosures, including any required research certifications, are provided at the end of this report.
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FIG1- BOBCAPS BUILDING MATERIAL UNIVERSE: Q2FY21 ESTIMATES

(Rs mn) Q2FY21E Q2FY20A QI1FY21A YoY (%) QoQ (%) Comments
Kaiaria Ceramics = Volume decline of ~13% YoY expected in tiles segment to impact
J revenue growth.
Sales 6,276 747 2,776 (12.2) 1261« Operating margins to improve on the back of better cost
EBTDA 967 1052 76) 82) NA management and lower input prices
' : = High YoY fall estimated in PAT due to lower tax provisioning in
PAT 549 932 @71 41n NA base quarter
Somany Ceramics = Sales contraction to stem from expected ~6% YoY dip in tile
|
Sales 3,824 4,223 1,694 ©.4) 1257 OO _ _
= Lower gas cost and other expenses to keep operating margins
EBITDA 405 448 m6) 9.5) NA stable despite volume decline
PAT 13 243 (220) (53.4) NA *  Weaker sales to depress PAT
Cera Sanitaryware = Better performance in sanitaryware and faucet segments to result
Sales 3,228 3,294 1,460 .0) 1211 in stable revenues YoY
EBITDA 433 431 38 06 10447 = Operating margins to improve due to better product mix
: = Lower taxes in year-ago quarter to induce PAT decline
PAT 273 296 S (7.5) 5838.2
Pidilite Industries = CBP volumes to increase ~7% YoY owing to tepid base YoY and
t-up d d
Sales 18675 18,066 8,778 34 npy PenoUReemend s ‘
= Lower RM cost to aid margin expansion
EBITDA 4,430 3,682 664 203 5674 . PAT growth impacted YoY due to lower tax provisioning in base
PAT 3,066 3,465 268 M.5) 1,045.0 quarter
Greenply Industries * India revenues to decline as top-10 cities still facing lockdown
Sales 2,800 3,803 1,327 (26.4) 11.0 restrictions; Gabon to show strong growth YoY
EBITDA 310 449 ©28) (30.9) NA " Lower India sales to result in EBITDA margin contraction
= PAT forecast to decline due to lower sales
PAT 165 264 m3) (37.7) NA
Century Plyboards = Plywood segment remains tepid but MDF growth to be strong YoY
Sales 4,759 5,894 2007 (19.3) 1371 = Operating margins expected to be stable due to higher profitability
EBITDA 749 928 8.4 193)  ss4t7  nMDFandcostcontrol
= Lower sales to compress PAT
PAT 434 521 (85) (16.9) NA
Astral Poly Technik . evenue growth expected in both pipe and adhesive segments
y R g h exp d in both pipe and adhesi g
Sales 7699 6783 4.039 135 906 " Better profitability in adhesives and inventory gains in pipes to
’ ’ ’ ’ ’ shore up operating margins
EBITDA 1,371 1190 543 15.2 1525 . par projected to contract due to lower tax provisioning in the
PAT 793 853 210 (7.0) 277.6 year-ago quarter
Finolex Industries
= Higher PVC prices YoY to aid revenue growth
Sales 5,990 5,767 5,621 39 6.6 . . . )
= Operating margins to increase due to better PVC margins
EBITDA 908 820 882 107 29 = Lower other income and tax provisioning YoY to constrain PAT
PAT 594 1,027 551 42.2) 77
Supreme Industries = Revenue growth impacted by lower demand from industrial and
consumer segments despite better performance in pipes
Sales 12,600 12,709 10,539 09 9.6 . Operating margins to increase due to inventory gains and tighter
EBITDA 1,931 1,657 17 16.6 64.9 control on cost
= PAT decline forecast owing to lower tax provisioning in the year-
PAT 985 1,214 442 (18.9) 1229 ago quarter
Greenpanel Industries = Strong revenue growth projected in MDF segment from both
domestic and export markets
Sales 2,150 1,921 902 1.9 138.5 i ) o . . i
= Higher MDF capacity utilisation to result in operating margin
EBITDA 382 299 (83) 27.6 NA expansion
PAT 74 43 317 724 NA *  PAT growth YoY to be driven by higher sales and better margins
Source: Company, BOBCAPS Research
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Disclaimer

Recommendations and Absolute returns (%) over 12 months

BUY - Expected return >+15%
ADD - Expected return from >+5% to +15%
REDUCE - Expected return from -5% to +5%

SELL - Expected return <-5%

Note: Recommendation structure changed with effect from 1January 2018 (Hold rating discontinued and replaced by Add / Reduce)

Rating distribution

As of 30 September 2020, out of 104 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 54 have BUY ratings, 18 have ADD ratings,
10 are rated REDUCE and 22 are rated SELL. None of these companies have been investment banking clients in the last 12 months.

Analyst certification

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views about the
subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific

recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOBCAPS.

General disclaimers

BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited
and BSE Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries

engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.

BOBCAPSs activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INHOO0000040 valid till
03 February 2020. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZO00159332 dated
20 November 2017.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of
any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory

board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the
opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of

interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS's clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this

material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Obpinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed in

this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose
of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies discussed
in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment

banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.
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For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of

the equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the

Risk disclosure document before entering into any derivative transactions.

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed

in Canada or used by private customers in the United Kingdom.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS's prior written consent.

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014

The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.

BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company. BOBCAPS or its research analyst(s) or his/her
relatives do not have actual/beneficial ownership of one per cent or more securities in the subject company at the end of the month immediately preceding the date of

publication of this report.

The research analyst(s) has not received any compensation from the subject company in the past 12 months. Compensation of the research analyst(s) is not based on

any specific merchant banking, investment banking or brokerage service transactions.

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.

The research analyst(s) has not served as an officer, director or employee of the subject company.

BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS’s associates may have financial interest in the subject company. BOBCAPS's associates may hold actual / beneficial ownership of one per cent or more

securities in the subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject

company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in respect
of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a merger or
specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking or merchant banking or

brokerage services from the subject company in the past 12 months.
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