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Century Plyboards (India) Limited
Improved balance sheet expected to tide over
COVID-19 led disruption

Century Plyboards (Century) reported a 10% y-o-y decline in standalone revenue
for Q4FY2020 as the quarter was affected by COVID-19 related lockdown during
last two weeks of March 2020 (which is considered the peak sales period as dealers
stock up to avail annual turnover discounts). Consequently, plywood and laminate
divisions registered 13.5%+* y-o-y decline in revenues. The company expects overall
Rs. 90 crore loss of revenue due to lockdown. The OPM expanded by 333 bps y-o-y
led by improved margins in laminate and MDF verticals. However, OPM was lower
by 192 bps g-o-q which came in lower than our estimate.Further, lower interest
expense (down 64% y-o-y, adjusted for forex loss) led to adjusted standalone
net profit growth of 36.6% y-o-y to Rs. 43.4 crore (adjusting for forex) which was
marginally lower than our estimate. The company has seen gradual improvement
in sales since May 2020 but expects normalcy post Q2FY2021. It has started cost
reduction measures across departments which is expected to reduce its fixed costs
per month from Rs. 30 crore to Rs. 22 crore. It is also seeing increase in exports as
globally it has not seen stricter restrictions compared to domestic. The company’s
capacity expansion in MDF and particle board is currently in abeyance as the Green
bench had quashed licenses issued by U.P. government for wood based industry.
However, it expects a positive outcome in three months expecting state government
to permit it without going for license process. At the end of FY2020, the company
reduced its total consolidated debt (excluding current maturities) by Rs. 279 crore
leading to D/E at 0.22x (Vs 0.49x in FY2019). The company also improved upon its
working capital with reduction in debtor and inventory days. We have lowered our
estimates for FY2021-FY2022factoring weak sales during HIFY2021. Post earnings
downgrade, Century is currently trading at 14.1x its FY2022E earnings which is
much lower than its historical average multiple. Considering its healthy balance
sheet and expected bounce back in earnings in FY2022, we maintain our Buy rating
on the stock with revised price target of Rs. 145.

Key positives

* Improvement in balance sheet health led by debt reduction and working capital
improvement.

¢ Laminate and MDF maintains sequential OPMs.
Key negatives

¢  Clarity on MDF and particle board expansion expected over three months time

period.
+ Debt free status to take some more time versus earlier guidance of Q1FY2021
Our Call

Valuation —Maintain Buy with revised PT of Rs. 145: Century like its industry peers
is expected to be affected by a decline in sales during FY2021. However, we expect
healthy bounce back in FY2022 with normalcy in sales expected from Q3FY2021
onwards. The company also improved its balance sheet health with reduction in
debt and improvement in working capital which is expected to aid in sailing through
the near term weak macro environment. We have lowered our estimates for FY2021-
FY2022 factoring weak sales during HIFY2021. Post earnings downgrade, Century is
currently trading at 14.1x its FY2022E earnings which is much lower than its historical
average multiple. Considering its healthy balance sheet and expected bounce back
in earnings in FY2022, we maintain our Buy rating on the stock with revised price
target of Rs. 145.

Key Risks

Weak macro environment, volatility in currency and erosion in profitability in its
business verticals.

Valuation (Consolidated) Rs cr
Particulars FY19 FY20 FY21E FY22E
Revenue 2,280 2,317 1,960 2,262
OPM (%) 13.8 147 137 14.5
Adjusted PAT 166 209 149 190
% YoY growth 4) 26 (29) 27
Adjusted EPS (Rs.) 7.5 9.4 6.7 8.5
P/E (x) 161 12.8 17.9 141
P/B (x) 27 25 2.2 1.9
EV/EBITDA (x) 101 8.8 10.8 8.8
RONW (%) 18.2% 17.8% 10.7% 12.7%
RoCE (%) 14.1% 15.3% 10.9% 12.6%

Source: Company; Sharekhan estimates
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Expansion in OPM compensates for muted revenue growth boosting adjusted net profit: Century Plyboard
reported standalone net revenue decline of 10.1% y-o-y to Rs. 524 crore for Q4FY2020 on account of decline
in revenue in its laminate (down 13.8% y-o0-y) and plywood (down 13.7% y-o-y) divisions. The revenue was
adversely affected by the COVID-19 related lockdown during the last two weeks in March 2020 which is the
crucial sales period as dealers procure maximum volume to meet their yearly targets. The OPM improved
333 bps y-o0-y to 13.8% (although lower 192 bps g-0-q) led by sustained OPM in laminate (up 614 bps y-o-y)
and MDF (up 952 bps y-0-y). Hence, operating profit rose 18.4% y-o-y to Rs. 72.4 crore. Further, lower interest
expense (down 64% y-o-y, adjusted for forex loss) led to adjusted standalone net profit growth of 36.6% y-o-y
to Rs. 43.4 crore (adjusting for forex) which was marginally lower than our estimate.

Clarity on MDF and particle board expansion expected in three months time: The company was planning a
fungible green field capacity for MDF (600 cubic metre/day) and Particle Board (900 cubic metre/day) in Uttar
Pradesh at an estimated cost of Rs. 450 crore as both the verticals are currently operating at optimum capacity
utilisation. However, the green bench has quashed all licenses issued by the state government for wood
based industry which has led the company to put its expansion plan in abeyance as of now. The company
expects positive outcome to come within three months regarding permission for wood based industries based
on pure agro forestry timber without going for license process.

Key conference call takeaways

¢ FY2021 outlook: The month of April 2020 was a complete washout on account of COVID-19 related
lockdown while May 2020 and June 2020 has shown improvement with 30% and 50% of normal business
operations, respectively. The management expects the situation to get back to normal during Q3FY2021
onwards. Due to the current uncertainties, the management did not give any guidance for FY2021.

¢ Q4FY2020 performance: The company like its peers was significantly affected by COVID-19 related
lockdown during last ten days of March 2020, being a crucial period for dealers to procure maximum
volume. The management estimates revenue loss of Rs. 90 crores due to the same.

¢+ Balance sheet improvement: The company reduced its total debt excluding current maturities to Rs. 188.8
crore as on FY2020 end as against Rs. 468.23 crores as on FY2019. However, its earlier target to be debt
free by Q1FY2021 is expected to take some more time. The company also reduced its working capital
cycle to 67 days in FY2020 from 86 days in FY2019 aided by inventory and debtor days reduction by 8
days and 6 days respectively.

¢ Costreduction measures: The company during the trailing two months have been able to save Rs. 10 crore
per month. The company is undertaking cost reduction measures in all departments which is expected to
lead to reduction in fixed cost per month from Rs. 30 crore to Rs. 22 crore.

¢ Capacity expansion of MDF and Particle board in abeyance as of now: The company was planning a
fungible green field capacity for MDF (600 cubic metre/day) and Particle Board (900 cubic metre/day) in
Uttar Pradesh at an estimated cost of Rs. 450 crore. However, the green bench has quashed all licenses
issued by the state government for wood based industry. The company expects positive outcome to come
within three months regarding permission for wood based industries based on pure agro forestry timber
without going for license process.

¢+ MDF and particle board to revive faster: The company expects MDF and particle board to revive faster
as exposure to contractors is very less in these segments. Additionally, ready-made furniture mostly uses
MDF and particle board which is expected to perform well during the current environment.
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Financials (Standalone)
Particulars

Income from operations
COGS

Gross profit

Gross margin (%)

Employee cost

Other expenditure

Total expenditure

Operating profit

Operating profit margin (%)
Finance cost

Depreciation

Non-operating income

Forex loss/(gain)/exceptional item
PBT

Tax

Reported PAT

Adjusted PAT

Source: Company; Sharekhan Research
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Q4FY20

524.2
256.3
267.9
511
86.6
108.8
4517
72.4
13.8
3.8
16.3
01

4.6
479
9.1
38.8
43.4

Q4FY19

583.2
302.9
280.3
481
837
135.4
522.0
61.2
10.5
10.5
143
2.9
(2.4)
417
75
34.2
31.8

% Y-0-y

-101
-15.4
-4.4
304
35
-197
-13.5
18.4
333
-64.0
13.8
-96.1

14.9
207
13.6
36.6

Q3FY20
595.4
3041
291.3

48.9
84.6
113.0
5017
93.7
157
8.0
17.3
1.3
461
23.6
4.5
1941
65.2

Rs cr

% g-0-q

(12.0)
(15.7)
(8.0)

218.5

2.4
37)
(10.0)

(22.7)

(1917)

(52.5)
(6.0)
(912)

103.0

101.9
103.2
(33.9)
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Outlook

Expect normalcy post Q2FY2021: The month of April 2020 was a complete washout for the on account of
the COVID-19 related lockdown. However, May 2020 and June 2020 has shown improvement with 30% and
50% of normal business operations respectively. The management expects situation to get back to normal
from Q3FY2021 onwards. Due to the current uncertainties, the management did not provide any guidance
for FY2021. We expect the company to fall back to its growth trajectory from FY2022 onwards assuming
normalcy returns from Q3FY2021 onwards.

Valuation

Maintain Buy with revised PT of Rs. 145: Century, like its industry peers is expected to be affected by decline
in sales during FY2021. However, we expect a healthy bounce back in FY2022 with normalcy in sales expected
from Q3FY2021 onwards. The company also improved its balance sheet health with a reduction in debt
and an improvement in working capital which is expected to help it sail through the near term weak macro
environment. We have lowered our estimates for FY2021-FY2022 factoring weak sales during H1IFY2021. Post
the earnings downgrade, Century is currently trading at 14.1x its FY2022E earnings which is much lower than
its historical average multiple. Considering its healthy balance sheet and expected bounce back in earnings
in FY2022, we maintain our Buy rating on the stock with revised price target of Rs. 145.
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About company

Century was founded in 1986 by Mr. Sajjan Bhajanka and Mr. Sanjay Agarwal. Today, the company is the
largest seller of multi-use plywood with a market share of V25% and decorative veneers in the Indian organised
plywood market.The companyalso has a laminate, particle board and MDF division having a capacity of 600
cubic metres/day.

Investment theme

Like its industry peers, the company has been affected by COVID-19 led disruption which is expected to lead
to a decline in earnings during FY2021. However, it is expected to return to normal operations post Q2FY2021.
We expect healthy earnings bounce back in FY2022. The company has improved upon its balance sheet
health by reducing debt and improving working capital. The company’s expansion plan in MDF and particle
board is expected to be finalized soon which would help in providing next leg of growth. Further, the GST
benefits are expected to accrue although at a slower pace.

Key Risks

+ Slowdown in macro-economics, especially real estate sector, could affect volume offtake for its products.
+ Unavailability or increased cost of sourcing raw materials such as Veneer affects OPM negatively.

¢ Inability to gain market share in the post GST era may dampen future growth outlook.

Additional Data

Key management personnel

Mr. Sajjan Bhajanka Chairman

Mr. Hari Prasad Agarwal Vice Chairman

Mr. Sanjay Agarwal Managing Director

Arun Kumar Julasaria Chief Financial Officer

Sundeep Jhunjhunwala Company Secretary & Compliance Officer

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Bhajanka Sajjan 1.8
2 Agarwal Sanjay 1.2
3 AGARWAL DIVYA 7.54
4 BHAJANKA SANTOSH 6.95
5 Khemani Vishnu 5.76
6 KHEMANI VISHNUPRASAD 5.76
7 Sriram Vanijya Pvt Ltd 3.83
8 Brijdham Merchants Pvt Ltd 3.49
9 Sumangal International Pvt Ltd 3.45
10 Sumangal Business Pvt Ltd 3.07

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of
the company at the end of the month immediately preceding the date of publication of the research report nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part
of the analyst’'s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this
document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.

Compliance Officer: Mr. Joby John Meledan; Tel: 022-61150000; email id: compliance@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com

Registered Office: Sharekhan Limited, 10th Floor, Beta Building, Lodha iThink Techno Campus, Off. JVLR, Opp. Kanjurmarg
Railway Station, Kanjurmarg (East), Mumbai — 400042, Maharashtra. Tel: 022 - 61150000. Sharekhan Ltd.: SEBI Regn. Nos.: BSE
/ NSE / MSEI (CASH / F&O / CD) / MCX - Commodity: INZ000171337; DP: NSDL/CDSL-IN-DP-365-2018; PMS: INPOO0O005786;
Mutual Fund: ARN 20669; Research Analyst: INHOO0006183;

Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.




