Astral Ltd (AsTPoL)

CMP: ¥ 2000

Target: ¥ 2275 (14%)

Target Period: 12 months
November 14, 2022

Inventory losses, higher A&P spend drag margin...

About the stock: Astral is the leader in the CPVC piping segment and expanding
into other building material business like adhesive, paints and sanitary ware.

e Astral is the third largest piping company with a value market share of
9%. In FY22, piping, adhesive contributed 77%, 23%, respectively, to
its topline

e Healthy b/s reflected in strong return ratios (RoE: 21%, RoCE: ~27%)

Q2FY23 Results: Subdued demand, high cost inventories dent Q2 performance.

e Consolidated revenue declined 2.4% YoY to ¥ 1171.6 crore on an
unfavourable base. Piping segment revenue declined 10.6% YoY to ¥ 836
crore due to subdued demand. Paints & adhesive segment revenue grew
~27% YoY to % 335.5 crore on a favourable base

o EBITDA margin declined 534 bps YoY to 12.3%, dragged by higher
inventory losses (of T 45 crore) and A&P expenses (up 180 bps YoY)

e PAT declined ~48% to % 74.6 crore, tracking weak operating performance

What should investors do? Astral’s share price has grown by ~2.6x over the past
five years (from ~% 776 in November 2017 to ~% 2000 levels in November 2022).

e We maintain our HOLD rating on the stock
Target Price and Valuation: We value Astral at ¥ 2275 i.e. 60x P/E on FY24E EPS.
Key triggers for future price performance:

e Pick-up in housing sales and construction activities will augment growth in
both pipes and adhesives

e Capacity addition, launch of new products (water tank, valve) and
diversification in sanitary ware and paint business to drive overall revenue
CAGR of 22% in FY22-24E

e  Price hike, improved product mix (launch of high margin valve business) will
help in recovery in EBITDA margin from FY24E onwards

Alternate Stock Idea: We like Supreme Industries in our coverage universe.

e Supreme is market leader in plastic piping segment with ~15% market
share. Robust b/s with average RoE, RoCE of 24%, 27%, respectively
e BUY with a target price of ¥ 2600

Key Financial Summary
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5 Year CAGR 2 Year CAGR
% crore FY19 FY20 FY21 FY22 (FY17-22) FY23E FY24E (FY22-24E)
Net Sales 2507.3 2571.9 3176.3 4394.0 18% 5354.8 6584.3 22%
EBITDA 384.9 442.9 644.5 755.3 23% 799.7 1142.6 23%
EBITDA Margin (%) 15.4 17.2 20.3 17.2 14.9 17.4
Net Profit 197.3 249.6 408.2 490.4 28% 464.7 746.0 23%
EPS (%) 13.1 16.6 20.3 24.4 23.1 37.1
P/E(x) 152.7 120.7 98.4 81.9 86.5 53.9
Price/book value (x) 23.6 20.0 21.2 17.2 15.5 13.0
Mcap/sales (x) 16.0 15.6 12.6 9.1 7.5 6.1
RoE (%) 15.4 16.6 215 21.0 18.0 24.1
RoCE (%) 20.7 20.5 21.5 26.6 24.2 30.4

Source: Company, ICICI Direct Research



0 Result Update | Astral Ltd

Key takeaways of recent quarter & conference call highlights

Q2FY23 Results: Slower volume offtake, inventory losses impact Q2
performance

Astral’s consolidated revenue declined 2.4% YoY to T 1171.6 crore in
Q2FY23 on an unfavourable base. Piping revenues declined 10.6% YoY as
a result of muted demand. Adhesive & paint revenues were up 27% YoY to
¥ 335.5 crore led by consolidation of paints business. Gem Paints reported
revenue of ¥ 50 crore in Q2FY23. We believe adhesive business was up 8%
YoY

On a three-year basis, pipe revenue grew at ~17% CAGR led by volume
CAGR of ~5.6%. The adhesive segment grew at ~24% CAGR supported by
launches of new products and addition of dealer networks in new
geographies

The quarter witnessed significant volatility in PVC prices, which led to
inventory losses to the tune of T 45 crore. As a result, gross margin declined
sharply by 174 bps YoY (94 bps QoQ). Lower gross margins coupled with
higher A&P spends led to a fall in EBITDA margin by 534 bps YoY (187 bps
QoQ) to 12.3%

As a result of lower topline and EBITDA, PAT declined ~48% YoY to ~% 74.6
crore

Q2FY23 Earnings Conference Call highlights

Demand Outlook:

o The management has reiterated 15%+ volume growth over the
next two years

o Pipes segment — According to the management, the demand
scenario is healthy and there is low inventory in the system. Stocks
carried by distributors and dealers are minimum, which is likely to
result in strong demand. A revival in the real estate segment is also
likely to boost demand further

o Water tanks — Production of water tanks has been rolled out from
the company’s plant in east India. The plant is fully operational and
is serving the East India market successfully. The management
maintained its guidance of ¥ 100 crore revenue from tanks in FY23

o Valves — Astral has launched a new product line of valves. The
production of valves will be ramped up from Q3FY23 while the full
benefit of revenue is likely to be seen from Q4FY23 onwards

o Adhesives — The management guided for high double digit revenue
growth for adhesives segment in FY23. The company has launched
white glue under its flagship brand “Bondtite” and is planning to
penetrate the market with its other white glue products under this
brand name. The adhesives plant in Dahej is expected to be
operational by March 2023, which will result in increased capacity
and better product efficiency

o Faucet & sanitaryware - According to the management, this
business is progressing well. In these segments, Astral has already
opened 34 showrooms while 97 more are planned for Q3FY23. By
the end of FY23, Astral plans to have a minimum of 500 of these
showrooms. In the sanitaryware segment, the company will be
launching 136 SKUs and 411 SKUs in the faucet segment. In
H2FY23, a minimal contribution to revenue is anticipated from
these segments. This division is likely to contribute significantly to
revenue in FY24

o Paints — The company plans to rebrand paint products under the
Astral brand name and launch the products pan-India post
organisational changes

ICICI Securities | Retail Research
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e Margins:

o Astral’'s margins in the pipe segment have remained under
pressure due to volatility in PVC prices and inventory losses. PVC
prices have been undergoing significant correction. In Q2, PVC
prices declined by ¥ 30 and by ¥ 60 in H1FY23

o Inventory losses in Q2 were at ¥ 45 crore while they were X 70 crore
for H1FY23. The management expects inventory loss to continue
to a smaller extent in Q3FY23 due to continuous softening of PVC
prices

o Margins in the adhesive segment also remained under pressure
due to higher chemical prices. However, the management expects
expansion of margins from Q3FY23

e Capex:

o Astral will not be doing any additional capex in FY23 other than
maintenance capex. The company’s capex allocation for FY23 is
~X 200 crore

ICICI Securities | Retail Research 3
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Exhibit 1: Peer comparison

Company Mcap Revenue EBITDA margin PAT RoCE RoE PE
Tor| FY21 FY22 FY23E FY24E|FY21 FY22 FY23EFY24BFY21 FY22 FY23EFY24HFY21 FY22 FY23EFY24HFY21 FY22 FY23EFY24HFY21 FY22 FY23E FY24E
Supreme Ind 30,753 6357 7773 9069 9732 20 16 13 15| 978 968 802 1022) 33 26 23 27) 31 25 20 24 31 3¢ 3B 30
Astral 40,177) 3176 4394 5355 6584| 20 17 15 17| 408 490 465 746) 28 27 24 30| 22 21 18 24 98 82 86 54

Source: Bloomberg, ICICI Direct Research

We believe Astral’'s Q2FY23 performance was marred by 1) slow volume offtake in
the residential piping segments amid volatility in the PVC prices 2) Unfavourable base
of last year due to strong pent up demand, 2) sales loss for almost six days amid
delay in system integration post amalgamation of its two subsidiaries into the
company, 3) one-time inventory loss and 4) higher advertisement & promotional
expenses to support its new product launches in sanitaryware & faucets and paint
divisions in Q2. Going forward, the management has guided that piping inventory
build-up is expected to gain momentum from Q3FY23 onwards (as channel inventory
at its lowest currently) supported by a pick-up in construction activities and strong
demand from the real estate segment.

On the paint & adhesive segment, we believe ramp up of sanitary ware and paints
business will aid revenue growth from H2FY23 onwards. We build in consolidated
revenue CAGR of 22% over FY22-24E factoring in 18% and 35% revenue CAGR of
piping and adhesive & paint business, respectively. On the margin front, Q2 EBITDA
margin at 12% is one of its lowest EIBTDA margin in the last 21 quarters. However,
the management has reiterated EBITDA margin range of 15-17% in the coming
period with stability in PVC prices and improved utilisation of new businesses. We
cut our EBITDA margins estimate by 46 bps and 145 bps for FY23 and FY24E,
respectively, considering higher advertisement expenses and low operating leverage
from the new business. We build in EBITDA margin of ~15% and 17% for FY23 and
FY24E respectively. We maintain our HOLD rating on the stock with a revised target
price of ¥ 2275/share (valuing 60x FY24E EPS). The key trigger for future re-rating
would be margin improvement along with growth in newer categories.

ICICI Securities | Retail Research 4
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Exhibit 2: Variance Analysis

Q2FY23 Q2FY23E Q2FY22 YoY (%) Q1FY23 QoQ (%) Comments
Unfavourable base and low demand of piping products led to

Revenue 1,171.6  1,310.2 1,199.9 -2.4  1,212.9 -3.4 L . .
decline in consolidated revenue in Q2
Other Income 13.5 7.9 8.0 68.8 11.4 18.4
Volatile PVC prices led to i tory | f T 45 in Q2,
Raw Material Exp 8177 9080  816.6 0.1 8351 g o@we T YL prices fed fo inventory 1oss of £ A5 croré in
resulting in sharp fall in gross margin by 174 bps YoY
Employee Exp 6.2 773 615 23.9 76.8 08 Emplgyee addition into different product categories drove employee
cost in Q2
Other expenditure 133.7 144.1 110.3 21.2 129.3 3.4 Higher advertisement expenses led to increase other expenditure
EBITDA 144.0 180.8 211.5 -31.9 171.7 -16.1
. Lower gross margin coupled with higher other operating costs
EBITDA Margin (% 12.3 13.8 17.6 -534 bps 14.2 -187 bps
gin (%) P P dragged overall EBITDA margin
Depreciation 44.8 42.6 31.4 42.7 43.3 3.5
Interest 14.0 14.4 1.1 1,172.7 14.4 -2.8
PBT 98.7 131.7 187.0 -47.2 125.4 -21.3
Total Tax 241 33.2 43.7 -44.9 31.6 -23.7
PAT 74.6 98.5 143.3 -47.9 93.8 -20.5 Sharp decline in PAT is attributable to lower topline & EBITDA
Key Metrics
ni 0
Plastic Piping 836.1 917.9 935.5 10,6 876.1 46 P|p|ng segmen.t volume down 4% YoY on an unfavourable base and
volatile PVC prices
Consolidation of paint revenues helped drive segment revenue in
. o
Paints & Adhesive 3355 3663  264.4 2.9 2815 19.2 U2 Adhesive segment revenue up 8%, impacted by muted

demand amid inflationary pressure. Paint segment reported
revenues of X 50 crore in 02

Source: Company, ICICI Direct Research

Exhibit 3: Change in estimates

FY23E FY24E
e Bl Od New %Chg Old New % Chg Comments

We revise our revenue estimate downward for FY23E-24E factoring
in lower revenue growth in Q2. We believe ramp up in paints and

Revenue 5625.2 5354.8 (4.8) 6,736 6584.3 (2.2) sanitaryware business will help drive consolidated revenue at a
CAGR of 22% over FY22-24E. We model pipe and adhesive & paint
segment revenue CAGR of 18% and 35%, respectively

EBITDA 867.3 799.7 (7.8) 1,265 1142.6 (9.7)

We cut our FY23E EBITDA margin estimate factoring inventory

EBITDA Margin % 15.4 14.9 -46bps 18.8 17.4  -145bps .

losses and higher employee expenses
PAT 517.5 464.7 (10.2) 813.6 746.0 (8.3)
EPS ) 25.8 23.1 (10.3) 40.5 37.1 (8.3)

Source: ICICI Direct Research

Exhibit 4: Assumptions

Current Earlier Comments
FY20 FY21 FY22E FY23E FY24E FY23E FY24E
Plastic Piping 73 21.9 39.2 13.7 23.1 195 14.8 We model piping segment revenue CAGR of 18% led by similar level of
volume growth over FY22-24E
We believe incremental revenues from new segments (paints,
(9.7) 2715 35.7 18.6 19.1 23.4 17.3 sanitaryware and faucets) and new product launches in the adhesive

business will drive segment revenue at CAGR of 35% in FY22-24E

Paints &
Adhesive

Source: ICICI Direct Research
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Financial story in charts

Exhibit 5: Revenue trend
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Exhibit 6: EBITDA margin movement
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Exhibit 7: PAT movement
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Financial Summary

Exhibit 8: Profit and loss statement % crore Ml Exhibit 9: Cash flow statement g crore

Year end March FY21 FY22 FY23E FY24E Year end March FY21 FY22 FY23E FY24E
Net Sales 3176.3 4394.0 5354.8 6584.3 Profit/(Loss) after taxation 408.2 490.4 464.7 746.0
YoY (%) 23.2 38.3 21.9 23.0 Add: Depreciation & Amortization 116.5 126.9 176.7 197.5
Other income 25.1 34.9 53.5 65.8  Add: Interest Paid 13.1 12.9 56.0 13.5
Total Revenue 3201.4 4428.9 5408.4 6650.2 C/F bef working capital chg. 537.8 630.2 697.4 957.1
Net Increase in Current Assets 44.4 -302.5 -840.3 -572.6
Expenditure Net Increase in Current Liabilities 65.1 227.8 206.4 197.3
Cons of raw material 1947.3 2896.6 3601.0 4279.8  Net CF from operating act 647.3 555.5 63.5 581.8
Pur. of traded goods 21.6 31.4 55.4 69.0
Employee cost 191.0 2453 309.6 368.7  (Inc)/Dec in Goodwill on Cons 1.7 0.3 -50.0 -50.0
Other expenses 371.9 465.4 589.0 724.3 (Purchase)/Sale of Fixed Assets -186.6 -375.3 -250.0 -250.0
Total expenses 2531.8 3638.7 4555.1 5441.8  Others 1.5 6.6 1.0 1.0
EBITDA 644.5 755.3 799.7 1142.6 Net Cf from Investing Act -197.3 -358.8 -299.0 -299.0
YoY (%) 45.5 17.2 5.9 42.9
Interest 13.1 12.9 56.0 13.5 Pro/(Rept) of/from Loan -75.9 31.9 50.0 20.0
PBDT 656.5 771.3 797.3 1194.9  (Payment) of Div & Div Tax 24.2 42.4 -242.2 -242.2
Depreciation 116.5 126.9 176.7 197.5 Others -4.2 -20.1 -29.5 -13.5
Profit before tax 540.0 650.4 620.6 997.3  Net Cf from Financing Act -104.3 -30.6  -221.7 -235.7
Total Tax 124.8 158.1 155.9 251.3
PAT before MI 415.2 492.3 464.7 746.0  Net Cash flow 345.7 166.1 -457.2 471
Exc. ltems -1.0 -1.9 0.0 0.0  Cashand Cash Equi at the beg 130.0 475.7 641.8 184.6
PAT 408.2 490.4 464.7 746.0 Cash and Cash Equi at the end 475.7 641.8 184.6 231.7
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research

Exhibit 10: Balance Sheet < crore [ Exhibit 11: Key ratios

Year end March FY21 FY22 FY23E FY24E Year end March FY21 FY22 FY23E FY24E
Equity Capital 20.1 20.1 20.1 20.1 Per share Data

Reserve and Surplus 1875.7 2316.5 2565.5 3069.3 EPS 20.3 24.4 23.1 371
Total Shareholders funds 1895.7 2336.6 2585.6 3089.4 Cash EPS 26.1 30.7 31.9 47.0
Total Debt 53.2 85.1 135.1 155.1 Dividend per share 1.2 2.1 12.1 121
Other Non Current Liabilities 122.6 143.4 145.4 147.4 BV per share 94.4 116.3 128.7 153.8
Total Liability 2010.2 2497.2 2797.2 3322.0 Profitability Ratio

Fixed Assets EBITDA margin 20.3 17.2 14.9 17.4
Gross Block 1650.2 1958.9 2208.9 2458.9 PAT margin 12.9 1.2 8.7 11.3
Accumulated Depreciation 592.7 719.6 896.3 1093.8 Return Ratios

Net Block 1057.5 1239.3 1312.6 1365.1 RoCE 271.5 26.6 24.2 30.4
Capital WIP 56.6 123.2 123.2 123.2 RoNW 215 21.0 18.0 241
Total Fixed Assets 11141 1362.5 1435.8 1488.3 RolC 39.6 39.5 26.0 32.8
Goodwill on Consolidation 257.0 256.7 306.7 356.7 Valuation Ratios

Current Assets P/E 98.4 81.9 86.5 53.9
Inventory 4721 733.4 1027.0 1352.9 EV / EBITDA 61.7 52.5 50.2 35.1
Debtors 276.7 269.1 771.6 992.2 Market Cap / Sales 12.6 9.1 1.5 6.1
Loans and Advances 8.2 0.5 4.8 5.9 Price to Book Value 21.2 17.2 15.5 13.0
Other Current Assets 43.9 100.4 134.4 165.3 Activity Ratios

Cash 475.7 641.8 184.6 231.7 Inventory Days 54.3 60.9 70.0 75.0
Total Current Assets 1276.6 1745.2 2128.3 2748.0 Debtor Days 31.8 224 53.0 55.0
Current Liabilities Creditor Days 59.4 62.2 58.0 55.0
Creditors 517.2 748.4 850.9 992.2 Gross Block Turnover 1.9 2.2 2.4 2.7
Provisions 6.9 35 6.1 7.1 Solvency Ratio

Other current liabilities 138.4 138.4 239.7 294.7 Debt / Equity 0.0 0.0 0.1 0.1
Total Current Liabilities 662.5 890.3 1096.7 1294.0 Debt / EBITDA 0.1 0.1 0.2 0.1
Net Current Assets 614.1 854.9 1031.7 1454.0 Current Ratio 1.5 1.5 2.3 2.5
Deferred Tax Assets 0.1 0.3 0.3 0.3 Quick Ratio 0.6 0.5 1.1 1.2
Total Asset 2010.2 2497.2 2797.2 3322.0 Source: Company, ICICI Direct Research

Source: Company, ICICI Direct Research
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Exhibit 12: ICICI Direct universe (Consumer Discretionary)

. M Cap EPS (%) P/E (x) EV/EBITDA (x) RoCE (%) RoE (%)
Sector / Company Rating

(R Cr) FY21 FY22 FY23E FY24E FY21 FY22 FY23EFY24E FY21 FY22 FY23EFY24E FY21 FY22 FY23E FY24E FY21 FY22 FY23E FY24E
Asian Paints (ASIPAI) Buy 292975 334 322 408 542 914 950 748 564 594 604 498 383 296 271 325 387 250 230 213 321
Berger Paints (BERPAI) Hold 58084 74 86 103 122 807 69.7 581 49.0 487 438 36.6 316 249 233 288 309 213 21.2 260 273
Kansai Nerolac (KANNER) Hold 24,144 98 6.9 101 129 455 645 443 347 286 372 269 214 172 121 170 199 132 92 131 151
Pidilite Industries (PIDIND) Hold 1,35,126 222 238 286 412 1200 1120 929 646 802 73.0 61.8 439 238 222 246 308 202 188 206 254
Sheela Foam (SHEFOA) Buy 13,668 487 445 541 682 575 629 518 411 378 441 358 284 243 180 205 235 201 156 171 192
Bajaj Electricals (BAJELE) Hold 13,300 165 108 232 364 702 1069 498 31.8 447 528 328 234 151 135 221 273 107 78 157 202
Crompton Greaves(CROGR) Hold 22,251 98 92 89 111 361 385 398 319 294 290 257 213 344 162 166 205 319 240 217 234
Havells India (HAVIND) Buy 77,411 167 191 176 271 742 648 700 457 487 428 467 318 249 237 230 338 201 200 194 287
Polycab India (POLI) Buy 40439 593 614 763 868 456 441 354 312 356 311 227 201 206 202 247 238 179 156 184 18.0
Symphony (SYMLIM) Hold 5883 153 17.3 261 348 550 486 322 242 410 354 247 186 152 159 245 290 149 144 236 274
V-Guard Ind (VGUARD) Hold 11,350 47 53 53 7.1 562 49.7 499 373 355 334 322 243 239 212 234 218 167 162 177 21.2
Voltas Ltd (VOLTAS) Hold 27,418 160 153 161 230 519 542 513 36.0 420 393 385 274 150 140 163 201 106 9.2 110 141

Amber Enterprises (AMBEN) Hold 6,863 247 330 457 737 824 61.7 446 276 309 262 206 152 77 68 102 132 52 64 87 123
Dixon Technologies (DIXTEC) Buy 26933 273 321 579 854 166.4 1415 784 532 940 714 441 321 235 177 2718 315 217 1901 318 342

Supreme Indus (SUPIND) Buy 30,753 77.0 762 631 804 314 318 384 301 234 243 265 205 331 259 226 2701 309 252 205 236
Astral Ltd (ASTPOL) Hold 40,177 203 244 231 371 984 819 865 539 617 525 502 351 275 266 242 304 215 210 180 241
Time Techno (TIMTEC) BUY 2329 48 85 101 131 216 121 102 79 75 61 52 44 87 113 128 146 57 93 107 125

Moldtek Packaging (MOLPLA)  Hold 2890 172 204 267 344 506 427 326 253 31.6 242 194 154 201 186 276 279 187 139 243 243

Source: ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according -to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
ﬁlclcn irect.com| N 1
Investaven uo Your Fingertips BH{JE{EE—‘
ICICI Securities Ltd. 7S STARMINE j
eCUf . @:m stAwerd2012 A/
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

|/We, Sanjay Manyal, MBA (Finance), Hitesh Taunk, MBA (Finance) and Ashwi Bhansali, MBA Research Analysts, authors and the names subscribed to this report, hereby certify that all of the
views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or
indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the
companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock
broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture
capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.
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