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Cera Sanitaryware
Strong show, outlook positive; upgrading to a Buy

Cost improvements and price hikes in a high-cost context boosted
Cera’s operating petformance. While its B/S continues to be net cash,
its coming sanitaryware and faucet expansions would help it cater to
mounting demand. We upgrade our rating to a Buy, with a lower TP of
Rs.5,171, at a PE of 30x FY24e.

Strong demand outlook. Sanitaryware and faucets, operating at 112% and
117% capacity, their revenue grew 13% and 11% y/y respectively whereas tile
revenue fell 42% y/y (Anjani divestment) leading to 1.7% y/y revenue growth
to Rs4.4bn. The retail share in overall revenue was guided to remain at 68-
72% and the outsourcing share at ~54%. Aided by demand uptick and
capacity expansion, revenue was guided at 2x and PAT 2.5x every 3.5 years.
We expect revenue to clock a 16% CAGR over FY22-24.

Better operating performance. Costs were kept in check in Q4 despite high
input prices, through price hikes, low gas costs (GAIL) as gas was available
from isolated wells near the plant, greater shopfloor productivity and process
efficiencies to raise raw-material-to-end-product yields. EBITDA grew 30.5%
y/y to Rs824m. Further price hike are being finalised (FY22 sanitaryware
~21%, faucets ~26%). Margins are guided to increase at least 50-70bps pa.
EBITDA would to clock an 18% CAGR over FY22-24.

Expanding capacities. To address mounting demand and already operating
at high capacity, Cera is expanding its faucet and sanitaryware capacities. It is
to set up greenfield sanitaryware capacity of 100,000 SKUs p.m. and
brownfield faucet capacity of 125,000 SKUs p.m. besides a de-bottlenecking
exercise of 25,000 SKUs p.m. Asset turnover for the new faucet capacity will
be ~1.5x-2x, sanitaryware ~1.75x. The B/S continues to be net cash where
net D/E was -0.6x in FY22.

Valuation. We upgrade our rating to a Buy, with a target price of Rs.5,171,
at a PE of 30x FY24e. Risks: Slowdown in demand; higher input costs.

Key financials (YE Mar) FY20 FY21 FY22 FY23e FY24e
Sales (Rs m) 12,092 12,017 14,418 16,633 19,385
Net profit (Rs m) 1,159 1,013 1,551 1,897 2,242
EPS (Rs) 89.1 779 119.3 145.9 1724
PE (x) 25.9 50.1 32.6 26.6 225
EV/EBITDA (x) 171 30.6 20.3 17.3 14.5
PBV (x) 3.9 5.8 5.0 43 37
RoE (%) 15.7 12.3 16.5 174 17.5
RoCE (%) 13.1 9.8 14.0 14.8 15.0
Dividend yield (%) 0.6 0.3 0.9 04 04
Net gearing (x) 0.3 -0.6 -0.6 05 04

Source: Company, Anand Rathi Research
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Cera Sanitaryware — Strong show, outlook positive; upgrading to a Buy

Quick Glance - Financials and Valuations

Fig 1 — Income statement (Rs m)

Fig 2 - Balance sheet (Rs m)

Year-end: Mar FY20 FY21 FY22 FY23e FY24e Year-end: Mar FY20 FY21 FY22 FY23e FY24e
Net revenues 12,092 12,017 14418 16,633 19,385 Share capital 65 65 65 65 65
Growth (%) -10.0 0.6 20.0 15.4 16.5 Net worth 7,729 8,744 10,057 11,759 13,806
Direct costs 5,852 6,473 6,810 8,232 9,677 Debt 414 399 192 192 192
SG&A 4619 4044 5395 5804 6,651 Minority interest - - - - -
EBITDA 1,621 1,500 2,212 2,596 3,057 DTL/ (Assets) 326 327 342 342 342
EBITDA margins (%) 134 12.5 15.3 15.6 158  Capital employed 8,468 9,470 10,592 12,294 14,340
- Depreciation 327 332 304 337 387 Net tangible assets 3492 3290 3,201 3,264 3,717
Other income 156 218 228 299 349 Net intangible assets 12 8 5 5 5
Interest expenses 44 43 46 23 23 Goodwill - - - - -
PBT 1,406 1,342 2,090 2535 2,99 CWIP (tang. & intang.) 5 6 6 500 1,000
Effective tax rate (%) 18 25 27 25 25 Investments (strategic) 7295 7909 4020 4020 4020
+ Associates / (Minorities) - - - - - Investments (financial) 1,895 4340 5272 5272 5272
Net income 1,159 1,013 1,494 1,897 2,242 Current assets (ex cash) 5,108 4,297 5242 7,063 8,232
Adjusted income 1,159 1,013 1,551 1,897 2,242 Cash 16 98 148 71 705
WANS 13 13 13 13 13 Current liabilities 2,790 3,361 3683 4283 4992
FDEPS (Rs/ sh) 89 78 119 146 172 Working capital 2,319 936 1,558 2,780 3,240
FDEPS growth (%) 0.8 -12.6 53.1 223 182  Capital deployed 8,468 9,470 10,592 12,294 14,340
Contingent liabilities 431 423 - - -
Fig 3 - Cash-flow statement (Rs m) Fig 4 - Ratio analysis
Year-end: Mar FYa0 Fval Fv2z Fv2le FY2Me  yeqareng: Mar FY20 FY21  FY22 FY23e FY2de
PBT (Ad. Ol and Interest) 1,295 1,167 1,908 2,259 2,670 PIE (x) 259 501 326 266 225
+ Non-cash items sar 332 304 337 387 Ey/EBITDA(x) 171 306 203 173 145
Oper. prof. before WC 1621 1500 2212 259 3,057 EV / Sales (x) 23 38 31 27 23
-Incr./ (decr.) inWC -161 -1 ,382 622 1,221 460 P/B (X) 3.9 58 5.0 43 37
Others incl. taxes 37 328 520 638 754 RoE (%) 15.7 123 16.5 174 175
Operating cash-flow 1411 2,554 1,071 737 1,843 RoCE (%) - after tax 13.1 9.8 14.0 14.8 15.0
- Capex (tang. + intang.) 673 127 212 895 1,340 Fixed asset T/O (x) 25 23 27 3.0 3.1
Free cash-flow 738 2421 859 158 503 pps(Rs/sh) 130 130 350 150 150
Acquisitions - - - - - Dividend yield (%) 06 03 09 04 04
- Div.(incl. buyback & taxes) 204 169 455 195 195 Dividend payout (%) - incl. DDT 176 167 305 103 8.7
+ Equity raised - - - - - Net debt / equity (x) 03 06 -06 -05 -04
+ Debt raised 6 -4 207 - - Receivables (days) 67 63 42 64 64
- Fin investments 503 2,507 542 - - Inventory (days) 62 52 73 68 68
- Misc. (CFI + CFF) 124 -346  -396  -276  -326 Payables (days) 80 98 90 90 90
Net cash-flow -88 82 50 -7 634 CFO :PAT % 1217 2521 690 388 822
Source: Company, Anand Rathi Research Source: Company, Anand Rathi Research
Fig 5 — Price movement Fig 6 — Revenue-mix (FY22)
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Cera Sanitaryware — Strong show, outlook positive; upgrading to a Buy

I Company update

Cera Sanitaryware manufactures, markets and distributes sanitaryware and
faucets, and trades in tiles and other bathroom products.

Its extensive product range (high-end shower systems, steam cubicles and
whitlpools, besides sanitaryware and faucets) has made it the primary choice
of customers looking for stylish contemporary lifestyle products. Some of its
innovations have become benchmarks in the industry, such as water-saving
twin-flush-coupled WCs, four-litre-flush WCs and one-piece WCs.

Advanced technology has been Cera’s forte. Its state-of-the-art manufacturing
plant has the highest standards since its inception in 1980, emphasising
sustainability. The Cera plant was the first to use natural gas, the purest fuel,
which gives an extra sheen to products. The company plans to maintain its
leading position in the industry, while satisfyingly addressing mounting
demand.

Its sanitaryware and faucet plants are located at Kadi district (Gujarat), and its
wind-farms at six places in Gujarat, India. Its businesses and operations cover
the country.

Making a foray into a new arena, Cera launched an array of stylish wall and
floor tiles. The range includes HD-digital wall tiles with matching floor tiles;
digital glazed vitrified tiles and vitrified tiles with nano-technology.

The sanitaryware division

Its near 3m piece-a-year sanitaryware division brought ~54% to revenue in
Q4 FY22, up 13% y/y on firm demand. Capacity utilisation was 112%. In the
Rs40bn sanitaryware sectot, the top-three manufacturers address ~50-60% of
sanitaryware demand, with Cera enjoying ~22% of the formal (or regulated)
market.

The faucets division

The faucets division brought 33% to revenue in Q4 FY22, rising ~11% y/y.
Capacity utilisation was 117%. The Rs90bn segment is more fragmented: non-
regulated/regulated manufacturers hold 40%/60% proportions. The
company’s faucet plant capacity is 7,200 pieces a day, scalable to 10,000.
Technology upgrading has helped in both quality and productivity.

The tiles division

The tiles division brought ~11% to revenue in Q4 FY22, declining 42% y/y.
An MoU was executed on 17 Aug’21 to divest its entire stake in Anjani Tiles:
10,200,000 equity shares of Rs10 each and 24,230,000 1% cumulative
redeemable preference shares of Rs10 each on a fully diluted basis, for Rs
286.9m. The company’s focus is to enhance the tile division’s margins up to
the company level with more B2C sales.
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Cera Sanitaryware — Strong show, outlook positive; upgrading to a Buy

Fig 7 - Quarterly trend

(Rs m) Q2FY20 Q3FY20 Q4FY20 Q1FY21 Q2FY21 Q3FY21 Q4FY21 Q1FY22 Q2FY22 Q3FY22 Q4FY22 % YIY % QIQ
Sales 3,272 3,213 2,932 1,426 3,179 3,098 4,314 2,228 3,932 3,870 4,387 1.7 134
EBITDA 416 429 424 66 405 397 631 198 579 611 824 30.5 34.9

EBITDA margins (%) 12.7 134 14.5 4.7 12.7 12.8 14.6 8.9 14.7 15.8 18.8 415bps  300bps

Interest 10 11 12 10 9 10 14 10 10 10 15 10.0 52.6
Depreciation 79 80 91 81 83 84 84 73 76 78 78 (7.4) (0.0)
Other income 41 43 43 69 39 85 25 58 70 42 59 138.6 41.3
PBT 367 381 364 44 351 389 558 173 562 565 733 31.2 29.7
Tax 67 98 -20 15 88 98 128 43 142 142 212 65.2 49.1
Adj. PAT 300 284 385 29 263 291 430 129 421 423 578 34.4 36.8
Source: Company, Anand Rathi Research
Fig 8 - Revenue mix (Q4 FY22) Fig 9 — Revenue growth (Q4 FY22)
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Fig 10 — Revenue and revenue growth trends Fig 11 — EBITDA and EBITDA margins trends
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Cera Sanitaryware — Strong show, outlook positive; upgrading to a Buy

J concall Highlights

Q4 FY22 sanitaryware capacity utilisation was 112%; faucets, ~117%,
expected to increase through various measures (identifying machine net
running time, increasing brass casting by way of throughput,
modifications to reduce the machine-cycle at the machine-shop, increase
recovery of zamac-platted handle and production of brass platings, etc.).

Average faucet production in Mar’22 was 250,000 SKUs a month
(180,000 in H1 FY22). FY23 production would rise to 275,000 SKUs p.m.
via more extensive use of production lines. Capacity expansions would
lead to 400,000 SKUs p.m. by Jun’23 at Rs690m capex.

On construction of the new grinding/polishing/casting department and
warehouse, the floor area would increase from 10,900 to 30,300 sq.mtr..

A greenfield 100,000 SKUs p.m. sanitaryware manufacturing plant will b
be set up 100km from the present plant at Rs1.28bn capex. Rs250m will
be spent in FY23 to purchase land, then secure gas and water approvals
in 3-6 months. It takes 24-30 months to construct a greenfield plant.

Cash and equivalents were Rs5.8bn (Rs4.79bn at 315t Mar’21).

To address high raw-material costs, prices were hiked: of sanitaryware 3-
5% in Aug'20, 5-7% in Feb'21, 4% in Aug'21 and 10% in Nov’21; of
faucets ~8-10% in Feb21, 10% in Aug'21 and 5.5% in Dec’21. The
compounded price hikes are respectively 21% and 26%. Further
sanitaryware/faucet price hikes will be announced in May’22.

The compounded rise in sanitaryware raw material costs was only 6% in
Q4 FY22 despite the high cost environment. Prices of corrugated boxes
rose 15% in Q3. 70% of the energy needed was from wind/solar power,
controlling costs. Gas cost as percent of sales in Q4 was 2.94%, in FY22
2.43%, and as percent of costs was 3.53% in Q4 and 2.7% in FY22.

As gas was available at isolated wells near the plant, GAIL gas prices were
sub-matket (Rs13.26/cu.mtr in Mar'22; Rs13.25 in Dec'21). Sabarmati gas
prices rose to ~Rs75.1/cumtr. in Mar'22 (Rs70.92 in Dec'21). For
sanitaryware, the share of gas needed from GAIL/ Sabarmati was
56%/44%. High gas prices led to cost rising Rs2.1m p.m.

The gross margin expanded to 53.4% (from 47.2% a year ago).

Q4 FY22 revenue mix: sanitaryware 54%, faucets 33%, tiles 11%, others
2%. Segment-wise, Q4 FY22 revenue rose: sanitaryware 13%, faucets
11%, others 5%, whereas tile revenue fell 42%. The FY22 revenue mix
was: sanitaryware 52.73% (Rs7.58bn), faucets 33.32% (Rs47.8bn), tiles
12.18% (Rs1.75bn), others 1.86% (Rs268m).

Besides Rs250m for land & Rs690m for faucet expansion, maintenance
capex is estimated at Rs246m, vs Rs111.2m in FY22 (automation:
sanitaryware ~Rs61.2m, faucet ~Rs19.9m; IT & logistics ~Rs30.1m).

The sanitaryware outsourcing share in overall revenue was ~ 59%; for
faucets ~ 53%. The retail share would be 68-72%.

Q4 FY22 inventory days were 73 (52 a year ago); receivables days were 35
(53 a year ago), whereas payables days were 49 (52 a year ago). Overall,
working-capital days rose to 59 (from 53).

Anand Rathi Research
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B Revenue is guided to grow 18-20% in next three years; and double every
3.5 years, with PAT rising 2.5x. Further, margins were guided to grow
50bps-70bps annually.

B Asset turnover at the new faucet capacity ~1.5x-2x (generating Rs1.5bn-
1.8bn revenue) and sanitaryware ~1.75x (Rs1.8bn-2bn revenue)

Anand Rathi Research 6
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Cera Sanitaryware — Strong show, outlook positive; upgrading to a Buy

I Valuations

Cost improvements and price hikes in a high-cost context boosted Cera’s
operating performance. Aided by demand uptick and capacity expansion,
revenue was guided to be 2x and PAT 2.5x every 3.5 years, and margins to
grow 50bps-70bps p.a. While the B/S continue to be net cash, Cera’s coming
sanitaryware and faucet expansions would help address the mounting demand.

We upgrade our rating to a Buy, with a lower target price of Rs.5,171, assigning
a PE of 30x FY24e. At the ruling price, the stock quotes at a P/E of 22.5x
FY24e and an EV/EBITDA of 14.5x.

Change in estimates

Fig 12 — Change in estimates

(o][¢] New Change (%)
(Rs m) FY23e FY24e FY23e FY24e FY23 FY24
Sales 15,519 16,931 16,633 19,385 7.2 14.5
EBITDA 2,240 2,488 2,596 3,057 15.9 22.9
PAT 1,626 1,838 1,897 2,242 16.7 22.0

Source: Anand Rathi Research

Fig 13 - Twelve-month-forward PE
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Risks
B  Slowdown in demand.

B Higher input costs.
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