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Soft quarter on poor demand and margin pressure

Utkarsh Nopany

= Tepid demand climate dampens building material performance in Q3;
research@bobcaps.in

pipe segment remains the best performer, wood panel the worst

= Maintain cautious stance on building material sector due to soft near-

term demand outlook and expensive valuations

= Positive on select names (HINDWARE, MTLM, SOMC) that carry strong

earnings prospects and reasonable valuations

Tepid topline: Our building material universe clocked subdued revenue growth of Recommendation snapshot
2.9% YoY in Q3FY24 due to a weak demand environment and a sharp drop in raw Loy Price Target Rating
material prices. However, our universe EBITDA grew at a healthy 13.4% YoY due to APOLPIN 75 600  SELL
a low base (-21% in Q3FY24). On a 4Y CAGR basis, EBITDA grew at a moderate ASTRAIN LI
, , o i CPBIIN 726 700  HOLD
pace of 10.2% in Q3. Sector-wise, the plastic pipe segment performed relatively CRSIN 7461 7700 HOLD
better due to sustained demand from housing and infrastructure, whereas the wood ENXP IN 295 230 HOLD
panel segment performed the worst. Company-wise, Sl fared the best in plastic GREENP IN 363 400 HOLD
pipes, HINDWARE in bathware, KJC in tiles and MTLM in wood panels. GRLM IN 547 500 HOLD
HINDWARE IN 426 600  BUY
Pipes: Our pipe universe EBITDA continued to grow at a healthy 17.1% YoY (4Y KJCIN 1270 1,400 HOLD
CAGR: +15.1%) in Q3FY24. We observed that large players (Sl, ASTRA) posted MTLM IN 243 300 BUY
strong volume growth, whereas small and midsize companies reported low volumes PRINCPIP IN 594 650 HOLD
due to higher competitive intensity. SN 4056 4300 HOLD
SOMC IN 672 900 BUY
Bathware: Our bathware universe EBITDA was down 10.4% YoY in Q3 due to soft Price & Targetin Rupees | Price as of 19 Feb 2024

demand (revenue flat YoY) and sharp margin compression (-165bps YoY to 13.8%)
on account of heavy brand spending during the Cricket World Cup.

Tiles: Our tiles universe volumes grew at a muted 1% YoY (4Y CAGR: +5.4%) for
the quarter on account of poor demand and higher competition from Morbi players.
However, EBITDA grew at a healthy 37.0% YoY (4Y CAGR: +11.9%) off a low base.

Wood panels: Our wood panel universe EBITDA contracted (-4.5% YoY) for the
sixth straight quarter due to a dull demand environment and margin stress from high
import pressure in MDF and particleboard and elevated timber prices.

Cautious on sector, selective on stocks: Our building material universe is trading
at 41.3x on 1Y forward P/E vs. the 5Y average of 32.7x. We remain cautious on the
sector amid a weak near-term demand outlook and high valuations. Even so, we are
positive on select names — HINDWARE (BUY, TP Rs 600), MTLM (BUY, Rs 300),
SOMC (BUY, TP Rs 900) — where we see relatively better earnings prospects and
reasonable valuations. Our report of 17 January, Strong foundations, has details.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda
Important disclosures and analyst certifications are provided at the end of the report. A


https://www.barodaetrade.com/reports/BuildingMaterials-SectorReport17Jan24-Research.pdf
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Tepid quarter

Our building material universe clocked subdued revenue growth of 2.9% YoY in
Q3FY24 due to a weak demand environment and sharp drop in raw material prices.
However, our universe EBITDA grew at a healthy 13.4% YoY off a low base. Sector-
wise, the plastic pipe segment performed relatively better due to sustained demand
from housing and infrastructure, whereas the wood panel segment lagged owing to
steep margin pressure across segments. Company-wise, Sl fared the best in plastic
pipes, HINDWARE in bathware, KJC in tiles and MTLM in wood panels.

Our building material universe is trading at 41.3x one-year forward P/E vs. the five-year
average of 32.7x. We remain cautious on the sector amid a dull near-term demand
outlook and expensive valuations. Even so, we are positive on select names —
HINDWARE, MTLM and SOMC — where we see relatively better earnings prospects
and reasonable valuations.

Pipes: Relatively strong performance

Our pipe universe volumes grew at a muted 5.1% YoY (4Y CAGR: +12.7%) in Q3FY24.
EBITDA per unit fell 13.7% QoQ to Rs 19.1/kg due to MTM inventory loss following a
steep decline in resin prices, but held above pre-Covid levels (Rs 17.5/kg in Q3FY20).
Aggregate pipe EBITDA grew at a healthy 17.1% YoY (4Y CAGR: +15.1%). Among our
coverage, Sl continued to gain market share for the eighth consecutive quarter,
whereas PRINCPIP continued to lose ground for the sixth straight quarter.

We expect our pipe universe volumes to log a healthy 15.2% CAGR over FY23-FY26
given improved affordability (for agriculture pipes), pickup in real estate activity and
higher government spend on infrastructure. Aggregate EBITDA per unit is projected to
improve from Rs 18.4/kg in FY23 to Rs 22.7/kg in FY26 as we foresee limited risk of
MTM inventory loss going ahead and higher operating leverage. However, we maintain
our cautious stance on the plastic pipe space due to expensive valuations, with our pipe
universe trading at 44.9x one-year forward P/E vs. the five-year average of 34.9x.

Bathware: Weak quarter on soft demand, high marketing spend

Our bathware universe EBITDA contracted 10.4% YoY in Q3FY24 due to soft demand
(revenue flat YoY) and sharp margin compression (-165bps YoY to 13.8%) on account
of heavy brand spending during the Cricket World Cup and higher sales promotions to
incentivise dealers. Among our coverage, HINDWARE gained market share over CRS
as it posted better revenue growth (HINDWARE: +5.6%; CRS: -4.1%) in Q3.

Bathware companies believe the demand climate may remain fragile in the near term
but is likely to improve after the general elections in April-May due to the ongoing pickup
in real estate cycle. Guidance suggests the sector’'s margin would return to normal from
Q4FY24 as brand spend normalises.

We continue to prefer HINDWARE over CRS as (a) it has been gaining market share in
bathware over CRS for the past three years; (b) it has a better capital allocation profile,
in that it is using cash flow to aggressively increase its presence in the growing and
profitable plastic pipe and consumer appliance segments (as against the absence of a
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concrete cash usage plan by CRS); and (c) it has relatively better earnings growth
prospects along with reasonable valuations (HINDWARE is trading at 27x one-year
forward P/E vs. a five-year mean of 33.6x, whereas CRS trades at 35.8x vs. the
historical mean of 32.1x).

Tiles: Subdued demand, intense competition dampen performance

Our tile universe volumes grew just 1% YoY (4Y CAGR: +5.4%) for the December
quarter on account of poor demand. Aggregate EBITDA margin fell marginally by 5bps
QoQ to 15.4% due to low realisation amid increased competition from Morbi players.
However, collective EBITDA grew at a healthy 37.0% YoY (4Y CAGR: +11.9%) off a
low base. Among the top 3 tile companies, KJC continued to gain market share by
registering positive YoY volume growth in Q3FY24, whereas its peers posted negative
volume growth during the quarter.

Over the near term, our tile coverage companies expect the domestic demand
environment to remain challenging, along with persisting margin pressure on account of
pricing stress from Morbi competition and higher gas prices.

We continue to prefer SOMC over KJC as (a) near-completion of growth capex projects
should enable it to increase volumes at a better rate in the near future (SOMC operated
at 83% vs. 101% for KJC in Q3); (b) we see scope for margin improvement due to a
rising share of high-margin glazed vitrified tile (GVT) products and operating leverage;
and (c) valuations look reasonable (at 24.7x one-year forward P/E, SOMC is trading in
line with its five-year average multiple of 25.3x, whereas KJC’s 44.2x multiple is a
premium to its historical mean of 38.4x).

Wood panels: Margin stress continues

Our wood panel universe EBITDA contracted (-4.5% YoY) for the sixth straight quarter
due to dull demand across segments and margin stress from high import pressure in
MDF and particleboard and elevated timber prices. Within our universe, MTLM reported
sharp growth in operating profit (+75% YoY) due to fast ramp-up of its MDF plant,
whereas GREENP’s EBITDA contracted sharply (-34% YoY) following margin pressure
in the MDF segment.

Wood panel companies have a muted near-term outlook on both demand and margin
fronts across segments. Plywood and laminate segment margins are guided to remain
weak in the near future amid slow demand and higher raw material prices (timber and
kraft paper). MDF and particleboard margins are expected to come under further strain
near term due to pricing pressure from a supply glut and higher timber prices.

We continue to prefer MTLM in our universe given (a) market share gains in its core
plywood segment following better revenue growth (+15.1% YoY) compared to CPBI
(+5.2%) in Q8; (b) fast ramp-up of the MDF plant in a challenging environment;

(c) divestment of its controlling stake in the lossmaking Gabon subsidiary; (d) entry into
a fast-growing and profitable furniture fitting business; and (e) strong earnings growth
prospects (we expect EPS to post a 25.6% CAGR over FY23-FY26) with reasonable
valuations (trading at 24.5x one-year forward P/E vs. the five-year average of 23.9x).
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Fig 1 — Building Material universe — Q3FY24 earnings snapshot

partculars (%) sl Gm’% EBIDS Gm:{'; Sales Growth 4Y CAGR trend EBITDA Growth 4Y CAGR trend
Q3FY24 Q3FY24 | Q3FY23 Q4FY23 QIFY24 Q2FY24 Q3FY24 | Q3FY23 Q4FY23 QIFY24 Q2FY24  Q3FY24
S| 6.0 2249 | 134 14.1 133 16.1 156 | 146 242 177 198 144
ASTRA 8.1 100 | 191 184 206 191 198 | 188 269 213 166 148
FNXP 93) 305 | 104 43 57 112 99| (98 104 54 59 (35)
PRINCPIP (12.4) 89| 183 113 99 112 18| 126 263 (37 97 9.1
APOLP (6.4) 251 | 284 2906 20 268 220 | 172 292 146 255 172
Pipes (excl non-pipe) 0.1 171 179 145 137 155 173 | 164 269 174 159 154
Pipes (consolidated) 0.6 199 | 148 129 128 157 151 97 219 134 155 102
CRS (.1) (18.1) 9.3 63 121 8.9 78| 126 70 189 154 8.2
HINDWARE (2.8) 19| 140 123 138 133 117 23 364 294 282 169
Bathware (3.3) 104y | 124 96 13 14 1041 79 174 232 208 117
KJC 56 34.3 95 103 110 119 116 24 94 124 143 126
SOMC (17) 455 | 100 70 104 118 8.8 37 (36 137 94 100
Tiles 2.9 37.0 9.7 90 108 118 106 27 52 127 129 119
CPBI 6.1 (176) | 111 130 112 136 16| 162 197 112 118 6.0
GRLM 119 208 | 125 103 155 147 120 75 136 211 117 6.8
MTLM 450 746 52 46 80 124 157 | @49 (03 (77 34 9.3
GREENP (82) (342) | 270 261 163 200 131 346 393 241 232 148
Wood Panel 1222 @5 | 123 122 122 144 129 | 145 174 124 124 8.4
BM universe 2.9 134 | 1341 17 124 142 133 95 178 137 147 102

Source: Company, BOBCAPS Research

Fig 2 — Building material universe — Relative valuation

Revenue Historical (%) Future (%) Valuation

Particulars (Rs bn) Revenue EBITDA Avg ROIC Revenue EBITDA Avg ROIC PIE (x)

FY23 4Y CAGR (FY19-FY23) FY19-FY23 | 3Y CAGR (FY23-FY26E) FY24E-FY26E FY25E FY26E 5Y avg
Sl 92 132 1.2 383 132 222 438 39.7 340 27.8
ASTRA 52 19.8 204 31.0 15.8 204 318 745 62.8 66.9
FNXP 44 9.2 (14.3) 443 53 414 356 218 19.6 20.1
PRINCPIP 27 14.8 9.1 259 75 239 19.9 322 236 325
APOLP 9 26.1 14.8 16.6 15.1 338 19.1 43.1 335 35.7
Pipes 143 0.1 31.2 11.8 248 30.0 42.3 347 36.6
CRS 18 10.1 139 330 8.9 9.6 51.7 355 317 321
HINDWARE 29 19.8 257 18.9 6.2 20.3 18.8 256 16.5 336
Bathware 15.7 18.7 26.0 73 14.7 353 30.6 241 329
KJC 44 14.0 9.7 253 111 18.0 26.6 39.1 333 385
SOMC 25 131 45 1.7 76 217 179 215 15.2 253
Tiles 13.7 8.4 18.5 9.8 18.9 223 30.3 243 319
CPBI 36 16.9 238 257 113 9.9 194 45.1 346 273
GRLM 20 16.5 13.3 19.3 179 256 17.7 46.9 305 30.7
MTLM 18 9.3 5.3 212 15.0 23.2 17.0 234 16.4 239
GREENP 18 438 75.1 17.7 6.8 54 219 215 15.2 17.0
Wood Panel 18.6 26.5 21.0 12.8 13.4 19.0 34.2 242 247

Source: Company, BOBCAPS Research
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Fig 3 — Building material sector trading at 41.3x on 1Y fwd P/E vs. 5Y avg of 32.7x
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Fig 4 — Pipe universe EBITDA grew at healthy 17.1% YoY Fig 5 — Pipe volumes grew at 5.1% YoY and 12.7% on 4Y

and 15.1% on 4Y CAGR basis in Q3FY24 CAGR basis
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Fig 6 — Pipe EBITDA per unit declined 13.7% QoQ in Fig 7 — In our pipe universe, Sl continued to gain market
Q3FY24 due to unfavourable resin prices share whereas PRINCPIP remained a laggard
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Fig 8 — Pipe universe trading at 44.9x on 1Y fwd P/E vs. 5Y avg of 34.9x
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Fig 9 — Bathware universe revenue was flat YoY... Fig 10 — ...with EBITDA down 10.4% YoY in Q3FY24...
(%) m Bathware universe Revenue growth (YoY) (%) m Bathware universe EBITDA growth (YoY)
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Source: Company, BOBCAPS Research Source: Company, BOBCAPS Research

Fig 11 — ...due to margin contraction on account of heavy Fig 12 — HINDWARE’s revenue market share in our
brand spend during the Cricket World Cup bathware universe improved in Q3FY24
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trading at 33.2x on 1Y fwd P/E vs. 5Y avg of 31.4x

)

Bathware Universe 1Y fwd P/E =~ == 5Y avg +1SD  «—=—-18D
60 -
50
40 /\\
30 17 T \ ,\/ \Sy4
20 - \’\/s’
(2] (2] (2] (2] o o o o ~ ~— ~ ~ N N N N o o o o <
TS L T g g g g g g gl g gl gl g gl gl
o) > [=>) > o) > (=) > o) > (=) > o) > [=>) > o) > (=) > o)
P g2 28872 EF 282320

Source: Bloomberg, BOBCAPS Research

Fig 14 — Tiles universe EBITDA grew 37% YoY and 11.9%
on 4Y CAGR basis in Q3FY24 off low base

Fig 15 — Tiles volume grew at tepid 1% YoY and 5.4% on
4Y CAGR basis due to weak demand...
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Fig 16 — ...and EBITDA margin fell slightly QoQ in Q3FY24

Fig 1
on rising competition from Morbi players

Source: Company, BOBCAPS Research

7 — Among top 3 tiles companies, KJC gained market

share whereas SOMC lost share
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Fig 18 — Tiles universe trading at 36.2x on 1Y fwd P/E vs. 5Y avg of 35.9x
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Fig 19 — Wood panel universe EBITDA contracted YoY for Fig 20 — ...but has grown at a healthy 9.5% rate on 4Y

the sixth consecutive quarter... CAGR basis in Q3FY24
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Fig 21 — Plywood universe revenue grew at 7.2% YoY and Fig 22 — ...while EBITDA margin fell on account of weak
9.1% on 4Y CAGR basis in Q3FY24... demand and higher timber prices
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6% on 4Y CAGR basis in Q3FY24...
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Fig 24 — ...with EBITDA margin down slightly on QoQ
basis
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Fig 25 — MDF universe volumes grew 25.9% YoY and
17.2% on 4Y CAGR basis in Q3FY24...

Source: Company, BOBCAPS Research

Fig 26 — ...but EBITDA margin fell sharply due to supply
glut and rising timber prices
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Fig 27 — Wood panel universe trading at 37x on 1Y fwd P/E vs. 5Y avg of 24.9x
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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. Opinions 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 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.

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.

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.
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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 or third party in the past 12 months in connection with research report/activities.
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.

Other disclaimers

BOBCAPS and MAYBANK (as defined below) make no representation or warranty, express or implied, as to the accuracy or completeness of any information obtained
from third parties and expressly disclaim the merchantability, suitability, quality and fitness of this report. The information in this report has not been independently
verified, is provided on an “as is” basis, should not be relied on by you in connection with any contract or commitment, and should not be used as a substitute for
enquiries, procedures and advice which ought to be undertaken by you. This report also does not constitute an offer or solicitation to buy or sell any securities referred
to herein and you should not construe this report as investment advice. All opinions and estimates contained in this report constitute BOBCAPS’s judgment as of the
date of this report and are subject to change without notice, and there is no obligation on BOBCAPS or MAYBANK to update this report upon issuance. This report and
the information contained herein may not be reproduced, redistributed, disseminated or copied by any means without the prior consent of BOBCAPS and MAYBANK.

To the full extent permitted by law neither BOBCAPS, MAYBANK nor any of their respective affiliates, nor any other person, accepts any liability howsoever arising,
whether in contract, tort, negligence, strict liability or any other basis, including without limitation, direct or indirect, special, incidental, consequential or punitive
damages arising from any use of this report or the information contained herein. By accepting this report, you agree and undertake to fully indemnify and hold
harmless BOBCAPS and MAYBANK from and against claims, charges, actions, proceedings, losses, liabilities, damages, expenses and demands (collectively, the
“Losses”) which BOBCAPS and/or MAYBANK may incur or suffer in any jurisdiction including but not limited to those Losses incurred by BOBCAPS and/or MAYBANK
as a result of any proceedings or actions brought against them by any regulators and/or authorities, and which in any case are directly or indirectly occasioned by or
result from or are attributable to anything done or omitted in relation to or arising from or in connection with this report.

Distribution into the United Kingdom (“UK”):

This research report will only be distributed in the United Kingdom, in accordance with the applicable laws and regulations of the UK, by Maybank Securities (London)
Ltd) (“MSL") who is authorised and regulated by the Financial Conduct Authority (“FCA”) in the United Kingdom (MSL and its affiliates are collectively referred to as
“MAYBANK”). BOBCAPS is not authorized to directly distribute this research report in the UK.

This report has not been prepared by BOBCAPS in accordance with the UK’s legal and regulatory requirements.

This research report is for distribution only to, and is solely directed at, selected persons on the basis that those persons: (a) are eligible counterparties and professional
clients of MAYBANK as selected by MAYBANK solely at its discretion; (b) have professional experience in matters relating to investments falling within Article 19(5) of the
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended from time to time (the “Order”), or (c) fall within Article 49(2)(a) to (d) (high net
worth companies, unincorporated associations, etc. as mentioned in the stated Article) of the Order; (all such persons together being referred to as “relevant persons”).

This research report is directed only at relevant persons and must not be acted on or relied on by any persons who are not relevant persons. Any investment or
investment activity to which this material relates is available only to relevant persons and will be engaged in only with relevant persons.

The relevant person as recipient of this research report is not permitted to reproduce, change, remove, pass on, distribute or disseminate the data or make it available
to third parties without the written permission of BOBCAPS or MAYBANK. Any decision taken by the relevant person(s) pursuant to the research report shall be solely
at their costs and consequences and BOBCAPS and MAYBANK shall not have any liability of whatsoever nature in this regard.

No distribution into the US:

This report will not be distributed in the US and no US person may rely on this communication.

Other jurisdictions:

This report has been prepared in accordance with SEBI (Research Analysts) Regulations and not in accordance with local regulatory requirements of any other
jurisdiction. In any other jurisdictions, this report is only for distribution (subject to applicable legal or regulatory restrictions) to professional, institutional or sophisticated
investors as defined in the laws and regulations of such jurisdictions by Maybank Securities Pte Ltd. (Singapore) and / or by any broker-dealer affiliate or such other
affiliate as determined by Malayan Banking Berhad.

If the recipient of this report is not as specified above, then it should not act upon this report and return the same to the sender.

By accepting this report, you agree to be bound by the foregoing limitations.
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