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SHANKARA BUILDING PRODUCTS LTD
Stock Details PRICE RS.624 TARGET Rs.620 SELL

Market cap (Rs mn) 14268
52-wk Hi/Lo (Rs) 2365/ 624
Face Value (Rs) 10
3M Avg. daily vol (Nos) 109,252
Shares o/s (mn) 22.8
Source: Bloomberg

Financial Summary

Y/E Mar (Rs mn) FY18 FY19E FY20E
Sales 25,487 28,947 32,779
Growth (%) 103 136 13.2
EBITDA 1,752 1,394 1,644
EBITDA margin (%) 6.9 4.8 5.0
Net profit 738 424 622
EPS (Rs) 32.3 18.5 27.2
Growth (%) 225 (42.6) 46.8
BVPS (Rs) 199.4 2141 237.4
DPS (Rs) 33 33 33
ROE (%) 17.4 9.0 121
ROCE (%) 23.7 16.3 18.3
P/E (x) 193 337 229
EV/EBITDA (x) 9.5 11.9 10.2
P/BV (x) 3.1 2.9 2.6
Source: Company, Kotak Securities - PCG
Shareholding Pattern (%)

(%) Sep-18 Jun-18 Mar-18
Promoters 56.2 56.2 56.2
Fll 21.6 14.7 14.3
DIl 6.4 12.5 10.2
Others 15.7 16.6 19.3
Source: Company

Price Performance (%)

(%) ™ 3M 6M
Shankara Bldg (43.4) (60.4) (61.6)
Nifty 3.1 (6.0 1.8

Source: Bloomberg
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NEGATIVE SURPRISE: Change in company'’s business strategy

Shankara building products in its conference call has updated on the business
strategy of achieving higher revenue growth in retail segment but at much lower
margins which came as a negative surprise. It is transitioning into a low price
retailer with focus on plumbing and sanitaryware as key growth drivers in the
retail segment. Company expects healthy growth in the retail segment and
expects debt to reduce from the current levels with working capital
improvement.

In the near term, this change in the business strategy is likely to result in
significant earnings reduction and we believe that positive impact of these
changes is likely to be reflected after 2-3 quarters. Though we revise our revenue
estimates upwards slightly, we revise our EBITDA estimates downwards by
18.7%/26.1% for FY19/20 and PAT estimates downwards by 38%/41% for
FY19/20 respectively to reflect the change in the business strategy. We also
reduce our valuation multiples for the retail segment owing to decline in
margins, earnings growth as well as lower return ratios as against our earlier
expectation. We thus downgrade the stock to SELL from BUY earlier.

Key highlights about the company’s business update

Shift in the business strategy towards a ‘low price retailer’

Shankara Building products has changed its strategy to become a ‘low price
retailer’ and expects to achieve 20-25% growth in the retail segment revenues.
Company has reduced the EBITDA margin guidance in the retail segment from
10.7% achieved in FY18 to 6-8% going forward due to increased competition and
higher cash discounts. Overall margin guidance has been reduced to 4-4.5% as
against 6-7% earlier. From a rapid pace of expanding the number of stores and
upgradation of stores in FY17/18, company is now focusing on consolidation
and would work upon improving the store level economics and hence reduced
the new store addition target to 10-12 stores from 15-20 additions in a year.

The channel and processing segment margin weakness may sustain in the
coming quarters but company is trying to put in additional investments on
backward integration at its processing facilities. The focus will also be on
improving the working capital cycle and collections in this segment.

Though we had expected some reduction in retail segment margins at the cost
of high growth, but reduction in margins to 6-8% in retail segment is beyond
expectations. This is leading to a sharp downward revision in the earnings of
the company going forward.

Focus on working capital improvement and debt reduction

During Q2FY19, borrowings for the company had witnessed an increase which
resulted in higher interest expense for the quarter. Increase in borrowings was
partly attributed to higher working capital requirements as creditors were paid
off during the quarter. Debtor days has also come down to 47 days at the end
of Q2FY19 as compared to 61 days in March, 2018.
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Working capital cycle of the company had moved up to 55 days in FY18 and 66
days in H1FY19 as compared to 44 days in FY17. With the change in the
business strategy, company expects to reduce receivables by lowering credit
sales and giving higher cash discounts. It intends to reduce the receivable cycle
to 25 days and net working capital cycle to 50-55 days by FY19-end. This is also
likely to reduce the borrowings to Rs 4 bn by FY19 end as compared to Rs 5.2
bn as on Sep, 18.

Long term growth momentum intact

Management is optimistic on the long term growth momentum with near term
focus on balance sheet strength and improving store dynamics. Instead of
focusing on increasing the number of stores, products and acquiring new
business which it had done last year, company would in near term focus on
consolidation in terms of stores and products(with focus on plumbing and
sanitary ware as key growth drivers). More clarity on the results of these efforts
will emerge by March 2019 and hence we believe that till any near term positive
triggers, stock would continue to remain under pressure.

Earnings outlook

We incorporate higher growth in the retail segment revenues led by improved
revenues per store despite lower than expected store addition. Though we
revise our revenue estimates upwards slightly, we revise our EBITDA estimates
downwards by 18.7%/26.1% for FY19/20 to reflect lower margins in retail
segment and continued pressure on channel and enterprise segment margins.
Correspondingly, our PAT estimates are revised downwards by 38%/41% for
FY19/20 respectively to reflect the change in the business strategy.

Valuation and recommendation

At current price of Rs 624, stock is trading at 22.9x P/E and 10.2x EV/EBITDA
on FY20 estimates. We had earlier ascribed higher valuations to the retail
segment owing to higher growth led by incremental store addition, margin
improvement and RoE improvement. However, the change in the business
strategy is likely to impact margins, earnings and return ratios negatively. We
thus reduce our valuation multiples for the company and now value retail
segment at 12x EV/EBITDA and channel and enterprise segment at 4x
EV/EBITDA and arrive at a revised price target of Rs 620 (Rs 1552 earlier). We
downgrade the stock to SELL from BUY earlier.

About the company

Shankara Building Products is one of India’s leading organized retailers of home
improvement and building products in India, based on the number of stores
operating under brand “Shankara Buildpro”. Company has three segments —
Retail, Enterprise and Channel and also has processing capabilities of 323200
tonnes per annum in products like Steel tubes, galvanized strips, cold rolled
strips, bright rods, scaffolding.
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Financials: Consolidated

Profit and Loss Statement (Rs mn) Balance Sheet (Rs mn)
(Year-end Mar) FY17 FY18 FY19E FY20E (Year-end Mar) FY17 FY18 FY19E FY20E
Revenues 23,101 25,487 28,947 32,779 Cash and cash equivalents 662 60 158 33
% change YoY 13.0 10.3 13.6 13.2 Accounts receivable 3,123 4272 3,569 3,862
EBITDA 1,544 1,752 1,394 1,644 Inventories 2,795 4157 3331 3,772
% change YoY 29.0 13.5 (20.4) 179 Loans and Adv & Others 311 642 768 810
Other Income 3 6 4 4 Current assets 6,891 9,131 7826 8477
Depreciation 114 136 175 199 Other non current assets - 25 25 25
EBIT 1,433 1,622 1,224 1,450 LT investments 140 140 140 140
% change YoY 29.0 13.3  (24.6) 18.5 Net fixed assets 2,450 2,831 3,206 3,507
Net interest 508 464 574 496 Total assets 9,481 12,127 11,197 12,150
Profit before tax 925 1,159 649 954
% change YoY 43.0 253 (44.0) 46.9 Payables 2659 4612 3172 3,592
Tax 322 421 226 332 Others 293 85 85 85
as % of PBT 34.8 36.3 34.8 34.8 Current liabilities 2952 4697 3257 3,677
Profit after tax 603 738 423 622 Provisions 194 94 269 269
Minority interest 0.1 (0.1) 0.1) 0.1)
Share of profit of associates 0 0 0 0 LT debt 2236 2610 2610 2610
Net income 603 738 424 622 Min. int and def tax liabilities 162 170 170 170
% change YoY 48.0 225 (42.6) 46.8 Equity 228 229 229 229
Shares outstanding (m) 22.8 229 229 229 Reserves 3,708 4329 4663 5196
EPS (reported) (Rs) 26.4 323 18.5 27.2 Total liabilities 9,481 12,128 11,197 12,150
CEPS (Rs) 31.4 38.3 26.2 35.9
DPS (Rs) - 3.25 3.25 3.25 BVPS (Rs) 172.3 1994 2141 2374
Source: Company, Kotak Securities — Private Client Research Source: Company, Kotak Securities — Private Client Research
Cash flow Statement (Rs mn) Ratio Analysis
(Year-end Mar) FY17 FY18 FY19E FY20E (Year-end Mar) FY17 FY18 FY19E FY20E
EBIT 1432 1623 1224 1,450 EBITDA margin (%) 6.7 6.9 4.8 5.0
Depreciation 114 136 175 199 EBIT margin (%) 6.2 6.4 42 4.4
Change in working capital (311)  (889) (37)  (356) Net profit margin (%) 2.6 29 1.5 1.9
Chgs in other net current assets 131 (444) 175 -
Operating cash flow 1,367 425 1,537 1,293 Receivables (days) 46.9 53.0 45.0 43.0
Interest (508)  (464) (574)  (496) Inventory (days) 423 49.8 42.0 42.0
Tax (322) (421) (226) (332 Sales/assets(x) 9.4 9.0 9.0 9.3
Cash flow from operations 537  (459) 737 465 Interest coverage (x) 2.8 3.5 2.1 2.9
Capex (358) (517)  (550)  (500)
(Inc)/dec in investments - - - - Debt/equity ratio(x) 0.7 0.6 0.6 0.5
Cash flow from investments (358) (517) (550) (500) ROE (%) 17.6 17.4 9.0 12.1
Proceeds from issue of equity 10 - - - ROCE (%) 24.7 23.7 16.3 18.3
Inc/(dec) in debt 9 374 - -
Proceeds from share premium 440 - - - EV/ Sales (x) 0.7 0.7 0.6 0.5
Dividends - - (89.1)  (89.1) EV/EBITDA (x) 10.2 95 119 102
Cash flow from financing 459 374 (89) (89)

Price to earnings (x) 23.7 19.3 33.7 22.9
Opening cash 24 662 60 158 Price to book value (x) 3.6 3.1 29 2.6
Closing cash 662 60 158 34 Price to Cash Earnings (x) 19.9 16.3 23.8 17.4
Source: Company, Kotak Securities — Private Client Research Source: Company, Kotak Securities — Private Client Research
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RATING SCALE

Definitions of ratings

BUY -
ACCUMULATE
REDUCE

SELL -

NR -

SUBSCRIBE
RS -

NM -
NOTE -

We expect the stock to deliver more than 12% returns over the next 12 months

We expect the stock to deliver 5% - 12% returns over the next 12 months

We expect the stock to deliver 0% - 5% returns over the next 12 months

We expect the stock to deliver negative returns over the next 12 months

Not Rated. Kotak Securities is not assigning any rating or price target to the stock. The
report has been prepared for information purposes only.

We advise investor to subscribe to the IPO.

Rating Suspended. Kotak Securities has suspended the investment rating and price target
for this stock, either because there is not a Sufficient fundamental basis for determining,
or there are legal, regulatory or policy constraints around publishing, an investment rating
or target. The previous investment rating and price target, if any, are no longer in effect for
this stock and should not be relied upon.

Not Available or Not Applicable. The information is not available for display or is not

applicable

Not Meaningful. The information is not meaningful and is therefore excluded.

Our target prices are with a 12-month perspective. Returns stated in the rating scale are
our internal benchmark.
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Disclosure/Disclaimer

Kotak Securities Limited established in 1994, is a subsidiary of Kotak Mahindra Bank Limited. Kotak Securities is one of India’s largest brokerage and distribution house.

Kotak Securities Limited is a corporate trading and clearing member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE), Metropolitan Stock Exchange of
India Limited (MSE), National Commodity and Derivatives Exchange (NCDEX) and Multi Commodity Exchange (MCX). Our businesses include stock broking, services rendered in connection with
distribution of primary market issues and financial products like mutual funds and fixed deposits, depository services and Portfolio Management.

Kotak Securities Limited is also a depository participant with National Securities Depository Limited (NSDL) and Central Depository Services (India) Limited (CDSL). Kotak Securities Limited is
also registered with Insurance Regulatory and Development Authority as Corporate Agent for Kotak Mahindra Old Mutual Life Insurance Limited and is also a Mutual Fund Advisor registered with
Association of Mutual Funds in India (AMFI). We are registered as a Research Analyst under SEBI (Research Analyst) Regulations, 2014.

We hereby declare that our activities were neither suspended nor we have defaulted with any stock exchange authority with whom we are registered in last five years. However SEBI, Exchanges
and Depositories have conducted the routine inspection and based on their observations have issued advise/warning/deficiency letters/ or levied minor penalty on KSL for certain operational
deviations. We have not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has our certificate of registration been cancelled by SEBI at any point of
time.

We offer our research services to clients as well as our prospects.

This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person. Persons into whose
possession this document may come are required to observe these restrictions.

This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This report is not to 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. It is for the general information of clients of Kotak Securities Ltd. It does not constitute a
personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients.

We have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable though its accuracy or completeness cannot be guaranteed. Neither Kotak
Securities Limited, nor any person connected with it, accepts any liability arising from the use of this document. The recipients of this material should rely on their own investigations and take
their own professional advice. Price and value of the investments referred to in this material may go up or down. Past performance is not a guide for future performance. Certain transactions -
including those involving futures, options and other derivatives as well as non-investment grade securities - involve substantial risk and are not suitable for all investors. Reports based on technical
analysis centers on studying charts of a stock’s price movement and trading volume, as opposed to focusing on a company's fundamentals and as such, may not match with a report on a
company's fundamentals.

Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information discussed in this material, there
may be regulatory, compliance or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may
be subject to change without notice. Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.
Kotak Securities Limited has two independent equity research groups: Institutional Equities and Private Client Group. This report has been prepared by the Private Client Group. The views and
opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, target price of the Institutional Equities Research Group of Kotak Securities
Limited.

We and our affiliates/associates, officers, directors, and employees, Research Analyst(including relatives) worldwide may: (a) from time to time, have long or short positions in, and buy or sell the
securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in
the financial instruments of the subject company/company (ies) discussed herein or act as advisor or lender / borrower to such company (ies) or have other potential/material conflict of interest
with respect to any recommendation and related information and opinions at the time of publication of Research Report or at the time of public appearance. Kotak Securities Limited (KSL) may
have proprietary long/short position in the above mentioned scrip(s) and therefore may be considered as interested. The views provided herein are general in nature and does not consider risk
appetite or investment objective of particular investor; readers are requested to take independent professional advice before investing. This should not be construed as invitation or solicitation
to do business with KSL. Kotak Securities Limited is also a Portfolio Manager. Portfolio Management Team (PMS) takes its investment decisions independent of the PCG research and accordingly
PMS may have positions contrary to the PCG research recommendation. Kotak Securities Limited does not provide any promise or assurance of favourable view for a particular industry or sector
or business group in any manner. The investor is requested to take into consideration all the risk factors including their financial condition, suitability to risk return profile and take professional
advice before investing.

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their securities,
and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

No part of this material may be duplicated in any form and/or redistributed without Kotak Securities’ prior written consent.

Details of Associates are available on www.kotak.com

Research Analyst has served as an officer, director or employee of subject company(ies): No

We or our associates may have received compensation from the subject company(ies) in the past 12 months.

We or our associates have managed or co-managed public offering of securities for the subject company(ies) in the past 12 months: No

We or our associates may have received compensation for investment banking or merchant banking or brokerage services from the subject company(ies) in the past 12 months. We or our
associates may have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company(ies) in the past 12
months. We or our associates may have received compensation or other benefits from the subject company(ies) or third party in connection with the research report. Our associates may have
financial interest in the subject company(ies).

Research Analyst or his/her relative's financial interest in the subject company(ies): No

Kotak Securities Limited has financial interest in the subject company(ies) at the end of the month immediately preceding the date of publication of Research Report: No

Our associates may have actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of publication of Research
Report.

Research Analyst or his/her relatives has actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of publication
of Research Report: No.

Kotak Securities Limited has actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of publication of Research
Report: No

By referring to any particular sector, Kotak Securities Limited does not provide any promise or assurance of favourable view for a particular industry or sector or business group in any manner.
The investor is requested to take into consideration all the risk factors including their financial condition, suitability to risk return profile and take professional advice before investing. Such
representations are not indicative of future results.

Subject company(ies) may have been client during twelve months preceding the date of distribution of the research report.

"A graph of daily closing prices of securities is available at https://www.nseindia.com/ChartApp/install/charts/mainpage.jsp and http://economictimes.indiatimes.com/markets/stocks/stock-
quotes. (Choose a company from the list on the browser and select the "three years" icon in the price chart).”

Kotak Securities Limited. Registered Office: 27 BKC, C 27, G Block, Bandra Kurla Complex, Bandra (E), Mumbai 400051. CIN: U39999MH1994PLC134051, Telephone No.: +22 43360000, Fax No.:
+22 67132430. Website: www.kotak.com/www.kotaksecurities.com. Correspondence Address: Infinity IT Park, Bldg. No 21, Opp. Film City Road, A K Vaidya Marg, Malad (East), Mumbai 400097.
Telephone No: 42856825. SEBI Registration No: INZ000200137 (Member of NSE, BSE, MSE, MCX & NCDEX), AMFI ARN 0164, PMS INP000000258 and Research Analyst INHO00000586.
NSDL/CDSL: IN-DP-NSDL-23-97. Our research should not be considered as an advertisement or advice, professional or otherwise. The investor is requested to take into consideration all the risk
factors including their financial condition, suitability to risk return profile and the like and take professional advice before investing. Investments in securities market are subject to market risks,
read all the related documents carefully before investing. Derivatives are a sophisticated investment device. The investor is requested to take into consideration all the risk factors before actually
trading in derivative contracts. Compliance Officer Details: Mr. Manoj Agarwal. Call: 022 - 4285 8484, or Email: ks.compliance@kotak.com.

In case you require any clarification or have any concern, kindly write to us at below email ids:

® Level 1: For Trading related queries, contact our customer service at 'service.securities@kotak.com' and for demat account related queries contact us at ks.demat@kotak.com or call us on:
Toll free numbers 18002099191 / 1860 266 9191
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