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Astral Ltd

Weak Q2; Focus on growth revival

Building Material Sharekhan code: ASTRAL
Reco/View: Buy o CMP:Rs. 1,790 Price Target: Rs. 2,150 N
/]\ Upgrade € Maintain \l/ Downgrade
Summary

¢ We retain BUY on Astral with a revised PT of Rs. 2,150, factoring downwardly revised estimates and
valuation multiple owing to near-term demand sluggishness.

+ In Q2FY2025, consolidated earnings lagged estimates owing to lower plumbing volumes, led by a sharp
drop in polymer prices coupled with weak operational performance in the U.K. adhesives business.
Plumbing OPM stayed strong.

¢ Management has trimmed its plumbing volume growth guidance to 10-15% y-o-y from >15% for FY2025,
while it has retained its 16-18% OPM guidance.

¢ ForFY2025, Indian adhesives are likely to grow at 15% y-o-y, while the U.K. adhesives business is likely to
revert to growth from FY2026 with 10% y-o-y growth. Bathware guidance stays unchanged.

Astral Limited’s consolidated revenue missed estimates at Rs. 1,370 crore (up 0.5% y-o-y), led by weak
plumbing sales volumes (down 2.5% y-o0-y), driven by 13.5% correction in PVC prices during Q2FY2025 along
with extended monsoons, weak agri, and infra demand. However, consolidated OPM at 15.3% (down 82 bps
y-0-y) stayed largely in-line owing to improvement in plumbing OPMs (up 32 bps y-o-y at 18.4%). Revenue
of the adhesives business stayed in-line (up 6% y-o-y), led by India adhesives business, while OPM was weak
at 10.3% (down 455 bps y-o0-y) due to Rs. 2 crore operational loss in the U.K. business (led by U.S. plants
initial costs). Overall, consolidated operating profit (down 4.5% y-o-y at Rs. 210 crore) and adjusted net profit
(down 16% y-o-y at Rs. 110 crore) came in 11% and 20% lower than our estimate, respectively. Management
has trimmed its plumbing volume growth guidance to 10-15% from >15% y-o-y for FY2025 (seeking clarity
on the extent of channel destocking), while it has retained 16-18% OPM guidance. The paints business is
expected to grow on a y-o-y basis. The Indian adhesives segment is expected to grow at 15% in FY2025,
while the U.K. adhesives business is expected to revert to its growth trajectory from FY2026 with 10% y-o-y
growth. Bathware revenue guidance stays intact at Rs. 100-125 crore.

Key positives
¢ Plumbing operating margins stayed firm at 18.4% as it focused on profitability versus volume push.

¢ Revenue of the Indian adhesive business grew by 9% y-o-y to Rs. 263 crore, maintaining EBITDA margin above
15% at 15.5%.

Key negatives

¢ Revenue of the U.K. adhesives business stayed flat y-o-y, while it reported EBITDA loss of Rs. 2 crore as against
EBITDA of Rs. 9.1 crore in Q2FY2025.

¢ Plumbing volumes declined by 2.5% y-o-y, led by a sharp dip in PVC prices, extended monsoons, and weak agri
and infra-led demand.

Management Commentary

¢ Management has trimmed down its piping volume growth guidance for FY2025 to 10-15% y-o-y versus earlier
>15% y-o0-y due to no clarity on the current channel inventory. The company maintained plumbing EBITDA
margins at 16-18% and overall consolidated margin guidance of 15-16% for FY2025.

¢ Bathware revenue guidance is retained at Rs. 100-125 crore in FY2025. India adhesives business is expected to
grow at 15% y-o-y in FY2025, while U.K. business is expected to grow at 10% y-o-y in FY2026.

¢ The government has recently implemented anti-dumping duty on the import of PVC, which has led to a Rs. 1
per kg increase in PVC prices on November 1, 2024, and Rs. 2 per kg on November 7, 2024. Management expects
overall rise in PVC prices of Rs. 6-8 per kg on account of anti-dumping duty.

Revision in estimates - We have lowered our net earnings estimates for FY2025-FY2027, factoring in lower plumbing
volumes and lower OPMs in the U.K. adhesives business.

Our Call

Valuation - Retain BUY with a revised PT of Rs. 2,150: Astral, like its industry peers, is expected to benefit
from strong demand and bottoming out of PVC prices, aided by recently levied anti-dumping duty and expected
implementation of BIS norms. Aggressive expansion plans would help Astral capture strong demand growth in the
next few years. Scale-up of new businesses viz. plastic tanks, valves, paints, faucets, and sanitaryware would remain
the key focus areas for the company. We estimate consolidated revenue/operating profit/net profit to report a CAGR
of 17%/19%/21% over FY2024-FY2027E, respectively. The stock is currently trading at a P/E of 60x/49x its FY2026E/
FY2027E earnings. We retain BUY on the stock with a revised PT of Rs. 2,150, factoring downwardly revised estimates
and valuation multiple to factor in near-term demand sluggishness.

Key Risks
¢ Asharprise in adhesives business growth run-rate and profitability of the bathware business.
* Faster scale-up in revenue and profitability in new business verticals.

Valuation (Consolidated) Rs cr
Particulars | Fv24|  FY25E| _ FY26E| ___ FY27E|
Revenue 5,641 6,302 7,586 9,005
OPM (%) 16.3 16.1 17.3 17.2
Adjusted PAT 546 590 804 974
y-0-y growth (%) 19.6 8.1 36.2 21.2
Adjusted EPS (Rs.) 20.3 21.9 29.9 36.2
P/E (x) 88.2 81.6 59.9 494
P/B (x) 15.1 12.8 10.6 8.8
EV/EBITDA (x) 51.9 46.6 35.6 29.7
RoNW (%) 18.5 17.0 19.4 19.5
RoCE (%) 234 22.2 254 25.6

Source: Company; Sharekhan estimates
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Key conference call takeaways

¢ Guidance: Management has trimmed down its piping volume growth guidance for FY2025 to 10-15% y-o0-y versus
earlier >15% y-o-y due to no clarity on the current channel inventory. It has maintained plumbing EBITDA margins
at 16-18% and overall consolidated margin guidance of 15-16% for FY2025. Bathware revenue guidance remains
at Rs. 100-125 crore in FY2025. India adhesives business is expected to grow at 15% y-o-y in FY2025, while the U.K.
business is expected to grow at 10% y-o-y in FY2026.

¢ Post Q2FY2025 outlook: October month was flat y-o-y for Astral owing to the lack of clarity on anti-dumping
duty. However, November month has started at better levels.

¢ Anti-dumping duties: The government has recently implemented anti-dumping duty on the import of PVC,
which has led to Rs. 1 per kg increase in PVC prices on November 1, 2024, and Rs. 2 per kg on November 7, 2024.
Management expects overall rise in PVC prices of Rs. 6-8 per kg on account of anti-dumping duty.

¢ Q2FY2025 highlights: Polymer prices declined by 13.5% during Q2FY2025, which led to huge destocking at
the dealer/distributor level. Additionally, extended monsoons and weak agri and infra demand impacted overall
plumbing demand. Bathware reported 63% y-o-y growth in revenue to Rs. 29 crore. India adhesive business grew
by 8.7% y-o-y in Q2FY2025 and 11.5% in H1FY2025 with EBITDA margin of 15.5% and 15.75%, respectively. U.K.
business stayed flat y-o-y with 2% negative EBITDA margin owing to higher initial costs for its U.S. plant. Paints
saw 4.5% y-o-y growth. Overall, plumbing business revenue declined by 1.4% y-o-y to Rs. 966 crore, while EBITDA
stayed flat y-o-y at Rs. 177 crore. Paints revenue stood at Rs. 49 crore versus Rs. 46 crore in Q2FY2024, EBITDA stood
at Rs. 2.6 crore versus Rs. 10.3 crore. Indian adhesives revenue grew 9% y-o-y to Rs. 263 crore versus Rs. 242 crore
in Q2FY2024, EBITDA stood at Rs. 41 crore versus Rs. 37 crore. Revenue of the U.K. adhesives business stood at Rs.
92 crore versus Rs. 93 crore in Q2FY2024, EBITDA loss was Rs. 2 crore compared to EBITDA of Rs. 9.1 crore.

¢ Expansions: Hyderabad 21,000 tonne plant is in place, where it is likely to add further capacities in Q4FY2025. It
has placed 22 machines at Ghelot plant, which is expected to commence production from November 2024 with
4,000-tonne capacity. In O-PVC, two machines would commence production in Q3FY2025. The trial production at
its Kanpur water tank plant is expected to start from Q4FY2025 end. It is going to launch 150 SKUs in PTMT plastic
tap product in Q3FY2025. It would be commissioning 5,000-tonne double-walled corrugated pipes by Q4FY2025
spread across all locations. In valves, it would commence production for half inch to four-inch PVC and CPVC
valves with 50 SKUs in Q4FY2025.

¢ BIS norms: Implementation of BIS norms would help demand shift from the unorganised to organised sector. It
can be implemented in two ways: 1) resin qualification and 2) certain products using resins.

¢ CPVC:CPVCvolumes grew in double digits in HIFY2025. Prices remained stable. It maintained 18% EBITDA margin
in CPVCin Q2FY2025.

¢ O-PVC: The application is used for water transportation and is a replacement of ductile iron pipes and not a
concern for PVC and CPVC pipes. It may generate Rs. 100 crore revenue on the first year of its operations. It is
putting up three machines at three different locations to cater to pan-India demand.

¢ Capex: Capex for FY2025 remain broadly unchanged at Rs. 350 crore.
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Results (Consolidated) Rs cr
Particulars Q2FY2025 Q2FY2024 y-0-y (%) Q1FY2025 ‘ g-o-q (%)
Revenue 1,370.4 1,363.0 0.5 1,383.6 (1.0)
EBITDA 210.1 220.1 (4.5) 2144 (2.0)
Other Income 8.8 134 (34.3) 11.9 (26.1)
Depreciation 59.9 48.7 23.0 55.6 7.7
Finance Cost 10.2 8.0 27.5 7.6 34.2
PBT 148.8 176.8 (15.8) 163.1 (8.8)
Tax Expenses 40.1 45.1 (11.1) 43.6 (8.0)
PAT 108.7 131.7 (17.5) 119.5 (9.0)
Adj PAT 110.0 131.2 (16.2) 120.4 (8.6)
EPS (Rs.) 4.1 4.9 (16.2) 4.5 (8.6)
Margin BPS BPS
EBITDA Margin 153 16.1 (82) 15.5 (16)
PAT Margin 7.9 9.7 (173) 8.6 (70)
Tax rate 26.9 255 144 26.7 22

Source: Company; Sharekhan Research
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Outlook and Valuation
B Sector Outlook - Strong recovery in business operations

The building materials industry has been severely affected by COVID-19-led lockdowns during Q1FY2021, affecting the peak
sales period. Additionally, its high fixed-cost structure had affected OPM, dragging down net earnings. However, since June, the
sector has been one of the fastest to recover with the easing of the lockdown domestically. The sector witnessed a resumption
of dealer and distribution networks and a sharp improvement in capacity utilisation. Most players have begun to see strong
demand growth compared to pre-COVID levels. Scaling up of revenue is also expected to lead to better absorption of fixed costs
going ahead, aiding net earnings recovery. The industry is expected to show strong growth in FY2022-FY2023.

B Company Outlook - Expect healthy growth in both pipes and adhesives

Astral is well-positioned to capture growth opportunities unveiled by the government through its various schemes such as
Housing for All by 2022, PMAY, Smart Cities Mission, AMRUT, HRIDAY, Har Ghar Jal by 2024, Nal se Jal by 2024, and PMKSY. Capacity
expansion and improved utilisation of expanded capacity are expected to drive volume growth in the pipes business. Strategic
steps taken during the last year in the adhesive business are now expected to show favourable results in a normal environment.
Both pipes and adhesives businesses are expected to fare well over the long term, with pipe volumes expected to grow at over

15% per annum, while the adhesive business is expected to grow at 15-20% per annum. Further, the company would be scaling
up its new businesses.

H Valuation - Retain BUY with a revised PT of Rs. 2,150

Retain BUY with a revised PT of Rs. 2,150: Astral, like its industry peers, is expected to benefit from strong demand and bottoming
out of PVC prices, aided by recently levied anti-dumping duty and expected implementation of BIS norms. Aggressive expansion
plans would help Astral capture strong demand growth in the next few years. Scale-up of new businesses viz. plastic tanks,
valves, paints, faucets, and sanitaryware would remain the key focus areas for the company. We estimate consolidated revenue/
operating profit/net profit to report a CAGR of 17%/19%/21% over FY2024-FY2027E, respectively. The stock is currently trading at
a P/E of 60x/49x its FY2026E/FY2027E earnings. We retain BUY on the stock with a revised PT of Rs. 2,150, factoring downwardly
revised estimates and valuation multiple to factor in near-term demand sluggishness.
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Peer Comparison
. P/E (x) EV/EBITDA (x) P/BV (x) RoE (%)
Particulars
FY25E|  FY26E|  FY25E| FY26E|  FY25E|  FY26E|  FY25E|  FY26E
Astral Limited 81.6 59.9 46.6 35.6 12.8 10.6 17.0 194
Pidilite Industries 77.2 65.9 49.1 42.1 16.1 13.5 22.6 22.2

Source: Sharekhan Research
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About the company

Established in 1996, Astral is among the country’s leading manufacturers of plastic pipes used across industries. The
company is now making strong inroads into the adhesives segment and infrastructure products. Astral currently
operates in four countries with manufacturing facilities at 12 locations spread across India, the UK., the U.S., and
Kenya, having over 4,000 employees. The company has over 800 and 1,800 distributors in the plastic and adhesive
segments, respectively. Astral is present across India through more than 30,000 and 4 lakh dealers in the plastic and
adhesive segments.

Investment theme

Currently, Astral has a market share of 25% in CVPC pipes and 5% in PVC pipes and is well placed to grab significant
growth opportunities unveiled by the government through its various schemes such as Housing for All by 2022,
PMAY, Smart Cities Mission, AMRUT, HRIDAY, Har Ghar Jal by2024, Nal se Jal by 2024, and PMKSY. Strategic steps over
the past year in the adhesive business are now expected to show favourable results in a normalised environment. The
company'’s pipes and adhesives businesses are expected to fare well over the long term, with pipes volumes expected
to grow at 15% per annum, while adhesives are expected to grow at 20-25% per annum. Further, the company would
be scaling up its tank business, complementing its pipe business.

Key Risks
¢ Sharp improvement in the adhesives business’s growth run-rate along with the profitability of the bathware
business.

¢ Faster scale-up in revenue and profitability in new business verticals.

Additional Data

Key management personnel

Sandeep Pravinbhai Engineer Chairman cum Managing Director

Jagruti Sandeep Engineer Executive Director

Hiranand A. Savlani Chief Financial Officer

Krunal Bhatt Company Secretary and Compliance Officer

Source: Company Website

Top 10 shareholders

Sr.No. Holder Name Holding (%)
1 Engineer Sandeep Pravinbhai 31.58
2 SAUMYA POLYMERS 9.83
3 Engineer Jagruti Sandeep 7.56
4 Kairav Chemicals Ltd. 6.88
5 Axis Asset Management Co. Ltd./India 3.81
6 Steadview Capital Mauritius Ltd. 2.76
7 UTI Asset Management Co. Ltd. 2.22
8 Life Insurance Corp of India 2.11
9 Tree Line Asia Master Fund 1.50
10  TheVanguard Group Inc. 1.45

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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Understanding the Sharekhan 3R Matrix

Right Sector
Positive

Neutral

Negative

Right Quality
Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent industry
growth), increasing investments, higher entry barrier, and favorable government
policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse government
policies affecting the business fundamentals and global challenges (currency
headwinds and unfavorable policies implemented by global industrial institutions)
and any significant increase in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record, Healthy
Balance sheet/cash flows, differentiated product/service portfolio and Good corporate
governance.

Macro slowdown affecting near term growth profile, Untoward events such as natural
calamities resulting in near term uncertainty, Company specific events such as factory
shutdown, lack of positive triggers/events in near term, raw material price movement
turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of key
management personal, questionable corporate governance, high commodity prices/
weak realisation environment resulting in margin pressure and detoriating balance
sheet

Strong earnings growth expectation and improving return ratios but valuations are
trading at discount to industry leaders/historical average multiples, Expansion in
valuation multiple due to expected outperformance amongst its peers and Industry
up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of roadblocks
such as corporate governance issue, adverse government policies and bleak global
macro environment etc warranting for lower than historical valuation multiple.
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This information/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 information/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
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to advise you as to any change of our views. Affiliates of Sharekhan may have issued other recommendations/ reports that are inconsistent with and
reach different conclusions from the information presented in this recommendations/report.

This information/recommendation/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,
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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
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The analyst certifies that the analyst might have dealt or traded directly or indirectly in securities of the company and that all 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 and SHAREKHAN further certifies that either he or his relatives or Sharekhan associates might have
direct or indirect financial interest or might have actual or beneficial ownership of 1% or more in the securities of the company at the end of the
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SHAREKHAN has 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 Ltd 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.

Forward-looking statements (if any) are provided to allow potential investors the opportunity to understand management’s beliefs and opinions in
respect of the future so that they may use such beliefs and opinions as one factor in evaluating an investment. These statements are not a guarantee
of future performance and undue reliance should not be placed on them. Such forward-looking statements necessarily involve known and unknown
risks and uncertainties, which may cause actual performance and financial results in future periods to differ materially from any projections of
future performance or result expressed or implied by such forward-looking statements. Sharekhan/its affiliates undertakes no obligation to update
forward-looking statements if circumstances or management’s estimates or opinions should change except as required by applicable securities
laws. The reader/investors are cautioned not to place undue reliance on forward-looking statements and use their independent judgement before
taking any investment decision.

Investment in securities market are subject to market risks, read all the related documents carefully before investing. The securities quoted are for
illustration only and are not recommendatory. Registration granted by SEBI, and certification from NISM in no way guarantee performance of the
intermediary or provide any assurance of returns to investors.

Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com
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