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Cera Sanitaryware
A soft 1QFY25; demand pickup likely in 2H

Cera Sanitaryware’s (CRS) 1Q was soft (revenue/EBITDA/PAT down 7%/18%/16%
YoY; 14.5% EBITDA margin) as elections and heatwaves impacted demand in all
categories and markets. Lower volume and higher discounts impacted margins and
PAT. Capacity utilization in sanitaryware (S/w) stood at 76% and 84% in faucet
ware (F/w). However, CRS sees initial signs of improving demand for the project
which should reflect in B2C in 1-2 quarters. Margins would also improve with a rise
in sales. Despite softness in the near term, CRS has maintained its guidance of 16%
revenue CAGR over 4 years with EBITDA margin ranging 15-17%. Of the cash pile up
of Rs 8.6bn, a Rs 1.3bn will be utilized for the buyback (at Rs 12,000 /share).
Greenfield S/w plant in Gujarat (Rs 1.3bn capex) is likely to be operational in FY26
end (land acquisition to be done by Sep’24). We retain our earnings estimates post
a soft 1Q and expect a 13%/12%/9% CAGR in revenue/EBITDA/PAT over FY24-26E
(FY19-24: 7%/9%/16%). While strong OCFs (Rs 2.3bn annually), FCFs (Rs 1.6bn
annually) and high ~50% RolC should be maintained, we see low margin of safety
at 46x FY26E P/E. Thus, we downgrade CRS to SELL (from HOLD) with an unchanged
target price of Rs 8,334 (38x FY26 P/E). Prolonged demand slowdown and
intensifying competition pose key risks to high valuation. (concall KTAs)

1Q - a soft quarter: Revenue fell 7% YoY driven by decline in all the key segments.
Gross margin, at 54.8%, was flat YoY (down 400bps QoQ). EBITDA margin, at 14.5%,
contracted 192bps YoY and 281bps QoQ. Consequently, EBITDA and PAT declined
18% and 16%, respectively. Lower volume and higher discounts impacted margins
and PAT. Capacity utilization in S/w stood at 76% and 84% in F/w. NWC cycle stood at
66 days (72 in 1Q'24). Cash balance is strong at Rs 8.64bn.

Revenue mix 1Q’25 (1Q'24): S/w 53%, F/w 36%,; Tier-1 35% (33%), Tier-2 22% (22%),
Tier-3 43% (45%); Premium 44% (45%), Mid 32% (31%), Entry 24% (24%)

1Q demand soft in all categories and markets; initial signs of recovery visible:
Demand in 1Q was soft in all categories and markets, impacted by elections and
heatwaves. However, there as initial signs of improving demand for the project
which should reflect in B2C in 1-2 quarters. Thus, demand pick up is likely in 2HFY25.
Margins would also improve with a rise in sales. Despite softness in the near term,
CRS has maintained its guidance of 16% revenue CAGR over 4 years with EBITDA
margin ranging from 15-17%. Of the cash pile up of Rs 8.6bn, Rs 1.3bn will be utilized
for the buyback (at Rs 12,000 /share). After achieving strong positioning in B2C
market (74% revenue mix), it is now expanding into Project segment selectively
having healthy margins orders. Gas prices remained low and favourable. S/w margins
are similar across product ranges; the premium range has better margins in F/w.

Increased F/w capacity to 0.4mn pieces p.a.; S/w greenfield plant likely operational
by FY26 end: From an asset light business model, CRS has turned focus on in-house
manufacturing of value-added products. Capex in FY25 stood at Rs 622mn. Its
expanded F/w capacity (by 100k units to 0.4mn; expandable to 0.6mn) has Rs 2.4bn
incremental revenue potential. Greenfield S/w plant in Gujarat (Rs 1.3bn capex) is
likely to be operational in FY26 end (land acquisition to be done by Sep’24).

Investors are advised to refer disclosures made at the end of the research report.
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Concall key highlights (1QFY25)

1QFY25 - a soft quarter

Revenue down 7% YoY driven by decline in all key segments
Gross margin 54.8%, flat YoY and down 400bps QoQ
EBITDA margin 14.5%, down 192bps YoY and 281bps QoQ
CU: S/w 76%, F/w 84%

NWC stood at 66 days (72 in 1Q’24)

Cash balance strong at Rs 8.64bn, up by Rs 1.1bn in a year

Revenue mix (1QFY25)

S/w 53%, F/w 36%

e Tier-135% (33%), Tier-2 22% (22%), Tier-3 43% (45%)

Premium 44% (45%), Mid 32% (31%), Entry 24% (24%)

Business development & Outlook

Demand in 1Q was soft in all categories and markets

Lower volume and higher discounts impacted margins and PAT in 1Q

Initial signs of improving demand in project which will reflect in B2C in 1-2 quarter
Expects demand to pick up in 2HFY25; margins will improve with rise in sales

Maintains guidance of 16% revenue CAGR over 4 years with EBITDA margin
ranging 15-17%

Announced buyback at Rs 12,000 /share totaling Rs 1.3bn

Strong positioning in B2C market (74% revenue mix)

Also expanding into Project segment selectively having healthy margins
Gas price remained low and favourable

Margin profile: S/w - same in all range; F/w - higher in premium range

Industry size: F/w 140bn (80bn org, 60bn unorg), S/w Rs 90bn (50bn org, 40bn
unorg)

Capex plans

F/w - 100k added capacity on stream

S/w — land acquisition to be completed by Sep’24; will take 18 months to start
production
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Exhibit 1: Cera Sanitaryware — Quarterly performance

(Rs mn) 1QFY24 2QFY24 3QFY24 4QFY24 1QFY25 YoY (%) QoQ (%)
Total Income 4,289 4,631 4,389 5,488 4,007 (7) (27)
Raw material costs 1,937 2,186 2,004 2,701 1,812 (6) (33)
Employee costs 576 585 567 581 589 2 1
Other expenses 1,072 1,095 1,204 1,256 1,026 (4) (18)
EBITDA 704 765 614 950 581 (18) (39)
Depreciation 83 89 97 97 90 8 (7)
Finance costs 13 14 16 15 13 (5) (19)
Other income 153 125 160 157 159 4 1
Exceptional (loss)/ gain - (16) - - -

PBT 760 772 662 995 637 (16) (36)
Tax 193 198 147 238 163 (16) (31)
PAT after JV/asso. 563 569 509 749 471 (16) (37)
EPS (Rs) 43.3 43.8 39.1 57.6 36.2 (16) (37)
As % Total Income YoY (bps) QoQ (bps)
Gross margin 54.8 52.8 54.4 50.8 54.8 (5) 400
Employee costs 13.4 12.6 12.9 10.6 14.7 126 410
Other expenses 25.0 23.6 27.4 22.9 25.6 61 272
EBITDA margin 16.4 16.5 14.0 17.3 14.5 (192) (281)
Depreciation 1.9 1.9 2.2 1.8 2.2 30 48
Finance costs 0.3 0.3 0.4 0.3 0.3 0 3
Other income 3.6 2.7 3.6 2.9 4.0 41 110
PBT 17.7 16.7 15.1 18.1 15.9 (182) (222)
Effective tax rate 25.4 25.6 22.2 23.9 25.5 13 165
PAT 13.2 12.4 11.7 13.8 11.8 (138) (195)
Revenue break-up (Rs mn) YoY (%) QoQ (%)
Sanitaryware 2,277 2,350 2,267 2,771 2,109 (7) (24)
Faucetware 1,478 1,639 1,594 2,072 1,433 (3) (31)
Wellness 68 102 59 109 60 (13) (45)
Tiles 449 526 445 510 378 (16) (26)
Revenue Mix (%)

Sanitaryware 53 51 52 51 53

Faucetware 35 36 37 38 36

Wellness 2 2 1 2 2

Tiles 11 11 10 9 10

Source: Company, Systematix Institutional Research
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Exhibit 2: Revenue mix — 1QFY25 Exhibit 3: Revenue mix — quarterly trend
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Exhibit 8: Sanitaryware - Revenue trend Exhibit 9: Faucetware - Revenue trend
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Exhibit 12: Faucetware - Revenue and growth trend
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Exhibit 14: EBITDA, PAT — Annual growth, margin trends
(Rs mn) (%)
4,500 + 15.8 16.6 16.1 15.9 15.9 r 18

3,375

2,250

1,125

FY20 Fy21 FY22 FY23 FY24 FY25E FY26E

B EBITDA = PAT —&— EBITDA margin (RHS) A PAT margin (RHS)

Source: Company, Systematix Institutional Research

T AT Systematix Research is also available on Bloomberg SSSL <Go>, Thomson & Reuters Systematix Shares and Stocks (India) Limited



13 August 2024

Cera Sanitaryware

Valuation and View

We like CRS for its leading position in sanitaryware (3™ largest in India) and faucets,
comprehensive product portfolio, wide distribution reach and strong brand
presence. Healthy FCF generation even during demand slowdown reflects its brand
power and the company’s financial discipline.

From an asset light business model, CRS has turned focus on in-house manufacturing
of value-added products. Faucets capacity expanded by 1 lakh units to 4 lakhs
(expandable to 6 lakh units when needed) at Rs 410mn capex having Rs 2.4bn
incremental revenue. Greenfield Sanitaryware plant in Gujarat (Rs 1.3bn capex) is
likely to be operational by FY26 end. Cash balance of Rs 8.64bn will support capex
plans. A Rs 29bn revenue target in FY27E at a 16% CAGR looks ambitious.

We retain our earnings estimates post a soft 1Q and expect a 13%/12%/9% CAGR in
revenue/EBITDA/PAT over FY24-26E (FY19-24: 7%/9%/16%). While strong OCFs (Rs
2.3bn annually), FCFs (Rs 1.6bn annually) and high ~50% RolC should be maintained,
we see low margin of safety at 46x FY26E P/E. Thus, we downgrade CRS to SELL (from
HOLD) with an unchanged target price of Rs 8,334 (38x FY26 P/E). Prolonged demand
slowdown and intensifying competition pose key risks to high valuation.

Exhibit 15: Change in estimates

Old estimates New estimates % Var
(Rs mn)

FY25 FY26 FY25 FY26 FY25 FY26
Revenue 21,042 23,767 21,042 23,767 - -
EBITDA 3,341 3,786 3,341 3,786 - -
EBITDA margin (%) 15.9 15.9 15.9 15.9 - -
PAT 2,547 2,852 2,547 2,852 - -
EPS (Rs) 196 219 196 219 - -

Source: Systematix Institutional Research

Exhibit 16: P/E band — 1-year-forward and standard deviation
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Risks

e Prolonged slowdown in demand of its products owing to weakness in real estate
activities

o Intensifying competition from the organized as well as the non-regulated
(informal) sector
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FINANCIALS (CONSOLIDATED)

Profit & Loss Statement

Balance Sheet

YE: Mar (Rs mn) FY22 FY23 FY24 FY25E FY26E YE: Mar (Rs mn) FY22 FY23 FY24 FY25E FY26E
Net revenues (Rs mn) 14,458 18,105 18,794 21,042 23,767 Share capital 65 65 65 65 65
Growth (%) 18 25 4 12 13 Net worth 10,152 11,726 13,458 15,160 17,037
Direct costs 6,836 8,246 8,828 9,742 11,007 Total debt (incl. Pref) 657 745 667 637 607
Gross margin (%) 52.7 54.5 53.0 53.7 53.7 Minority interest 142 106 128 138 148
SG&A 5,335 6,857 6,934 7,959 8,974 DT Liability/(Asset) 354 376 482 488 494
EBITDA 2,287 3,002 3,033 3,341 3,786 Capital Employed 11,305 12,953 14,735 16,423 18,286
EBITDA margins (%) 15.8 16.6 16.1 15.9 15.9 Net tangible assets 3,365 3,389 3,730 4,121 4,460
- Depreciation 324 326 365 410 460 Net Intangible assets 5 5 10 10 10
Other income 236 284 595 571 576 Goodwill - - - - -
Interest Exp 53 60 58 47 41 CWIP 7 169 130 140 150
PBT 2,090 2,849 3,188 3,455 3,860 Investments (Strategic) - - - - -
Effective tax rate (%) 26.8 25.9 24.3 25.5 25.4 Investments (Financial) 5,620 6,628 8,025 9,025 10,025
+ Associates/(Minorities)  (18) (16) (23) (25) (28) Current Assets 5,342 6,313 6,189 6,814 7,567
Net Income 1,511 2,094 2,390 2,547 2,852 Cash 243 262 372 251 258
Adjusted income 1,511 2,094 2,390 2,547 2,852 Current Liabilities 3,276 3,813 3,720 3,937 4,184
WANS 13 13 13 13 13 Working capital 2,066 2,500 2,469 2,877 3,383
FDEPS (Rs) 116.2 161.0 183.8 195.9 219.3 Capital Deployed 11,305 12,953 14,735 16,423 18,286
FDEPS growth (%) 50 39 14 7 12 Contingent Liabilities 258 75 79 - -
Cash Flow Ratios @ Rs 10,000

YE: Mar (Rs mn) FY22 FY23 FY24 FY25E FY26E YE: Mar FY22 FY23 FY24 FY25E FY26E
EBIT (incl other income) 2,021 2,795 2,624 2,932 3,325 P/E (x) 86.1 62.1 54.4 51.1 45.6
+ Non-cash items 324 326 365 410 460 EV/EBITDA (x) 54.7 41.4 40.4 36.3 31.8
OCF before WC changes 2,345 3,121 2,990 3,341 3,786 EV/sales (x) 8.7 6.9 6.5 5.8 5.1
- Incr./(decr.) in WC 849 1,018 217 408 506 P/B (x) 12.8 11.1 9.7 8.6 7.6
Others including taxes 606 479 412 776 873 RoE (%) 14.9 17.9 17.8 16.8 16.7
Operating cash-flow 890 1,624 2,361 2,157 2,406 RoCE (%) 20.3 24.4 23.6 22.5 22.5
- Capex 150 383 622 810 810 RolC 37.0 48.3 49.8 50.2 50.7
Free cash-flow 740 1,241 1,738 1,347 1,596 DPS (Rs per share) 35.0 50.0 60.0 65.0 75.0
Acquisitions Dividend yield (%) 0.4 0.5 0.6 0.7 0.8
- Dividend 169 455 650 845 975 Dividend payout (%) 30.1 31.1 32.7 33.2 34.2
+ Equity raised - - - - - Net debt/equity (x) (0.5) (0.5) (0.6) (0.6) (0.6)
+ Debt raised 214 (13) (49) (30) (30) Receivables (days) 42 38 39 39 39
- Fin Investments 601 701 843 1,000 1,000 Inventory (days) 74 77 71 70 69
- Misc. Items (CFI + CFF) 118 98 99 (408) (417) Payables (days) 48 42 35 34 33
Net cash-flow 65 (26) 97 (121) 7 CFO:PAT (%) 59 78 99 85 84

Source: Company, Systematix Institutional Research
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DISCLOSURES/APPENDIX
I.  ANALYST CERTIFICATION

I, Ashish Poddar, Mahek Shah; hereby certify that (1) views expressed in this research report accurately reflect my/our personal views about any or all of the subject securities or issuers
referred to in this research report, (2) no part of my/our compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this research
report by Systematix Shares and Stocks (India) Limited (SSSIL) or its group/associate companies, (3) reasonable care is taken to achieve and maintain independence and objectivity in
making any recommendations.

Disclosure of Interest Statement Update
Analyst holding in the stock No
Served as an officer, director or employee No

Il.  ISSUER SPECIFIC REGULATORY DISCLOSURES, unless specifically mentioned in point no. 9 below:
1. The research analyst(s), SSSIL, associates or relatives do not have any financial interest in the company(ies) covered in this report.

2. The research analyst(s), SSSIL, associates or relatives collectively do not hold more than 1% of the securities of the company(ies) covered in this report as of the end of the
month immediately preceding the distribution of the research report.

3. The research analyst(s), SSSIL, associates or relatives did not have any other material conflict of interest at the time of publication of this research report.

4. The research analyst, SSSIL and its associates have not received compensation for investment banking or merchant banking or brokerage services or any other products or
services from the company(ies) covered in this report in the past twelve months.

5. The research analyst, SSSIL or its associates have not managed or co-managed a private or public offering of securities for the company(ies) covered in this report in the previous
twelve months.

6. SSSIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party in connection with this research
report.

7. The research analyst has not served as an officer, director or employee of the company(ies) covered in this research report.
8. The research analyst and SSSIL have not been engaged in market making activity for the company(ies) covered in this research report.

9. Details of SSSIL, research analyst and its associates pertaining to the companies covered in this research report:

;L" Particulars YSZ./
1 Whether compensation was received from the company(ies) covered in the research report in the past 12 months for investment banking transaction by SSSIL. No
2 Whether research analyst, SSSIL or its associates and relatives collectively hold more than 1% of the company(ies) covered in the research report. No
3 Whether compensation has been received by SSSIL or its associates from the company(ies) covered in the research report. No
4 Whether SSSIL or its affiliates have managed or co-managed a private or public offering of securities for the company(ies) covered in the research report in the No

previous twelve months.
5 Whether research analyst, SSSIL or associates have received compensation for investment banking or merchant banking or brokerage services or any other No

products or services from the company(ies) covered in the research report in the last twelve months.

10. There is no material disciplinary action taken by any regulatory authority that impacts the equity research analysis activities.
STOCK RATINGS

BUY (B): The stock's total return is expected to exceed 15% over the next 12 months.

HOLD (H): The stock's total return is expected to be within -15% to +15% over the next 12 months.

SELL (S): The stock's total return is expected to give negative returns of more than 15% over the next 12 months.
NOT RATED (NR): The analyst has no recommendation on the stock under review.

INDUSTRY VIEWS

ATTRACTIVE (AT): Fundamentals/valuations of the sector are expected to be attractive over the next 12-18 months.
NEUTRAL (NL): Fundamentals/valuations of the sector are expected to neither improve nor deteriorate over the next 12-18 months.
CAUTIOUS (CS): Fundamentals/valuations of the sector are expected to deteriorate over the next 12-18 months.

. DISCLAIMER

The information and opinions contained herein have been compiled or arrived at based on the information obtained in good faith from sources believed to be reliable. Such information
has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy completeness or correctness.

This document is for information purposes only. This report is based on information that we consider reliable; we do not represent that it is accurate or complete and one should exercise
due caution while acting on it. Description of any company(ies) or its/their securities mentioned herein are not complete and this document is not and should not be construed as an
offer or solicitation of an offer to buy or sell any securities or other financial instruments. Past performance is not a guide for future performance, future returns are not guaranteed and
a loss of original capital may occur. All opinions, projections and estimates constitute the judgment of the author as on the date of the report and these, plus any other information
contained in the report, are subject to change without notice. Prices and availability of financial instruments are also subject to change without notice. This report is intended for
distribution to institutional investors.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity that is a citizen or resident or located in any
locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject to SSSIL or
its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently sent or has reached any individual in such country, especially USA, the same
may be ignored and brought to the attention of the sender. Neither this document nor any copy of it may be taken or transmitted into the United States (to U.S. persons), Canada, or
Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. Any unauthorized use, duplication,
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redistribution or disclosure of this report including, but not limited to, redistribution by electronic mail, posting of the report on a website or page, and/or providing to a third party a link,
is prohibited by law and will result in prosecution. The information contained in the report is intended solely for the recipient and may not be further distributed by the recipient to any
third party.

SSSIL generally prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of any
companies that the analysts cover. Additionally, SSSIL generally prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory board member of
any companies that they cover. Our salespeople, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that
reflect opinions that are contrary to the opinions expressed herein. Our proprietary trading and investing businesses may make investment decisions that are inconsistent with the
recommendations expressed herein. The views expressed in this research report reflect the personal views of the analyst(s) about the subject securities or issues and no part of the
compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations and views expressed by research analyst(s) in this report. The
compensation of the analyst who prepared this document is determined exclusively by SSSIL; however, compensation may relate to the revenues of the Systematix Group as a whole, of
which investment banking, sales and trading are a part. Research analysts and sales persons of SSSIL may provide important inputs to its affiliated company(ies).

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations which could have an adverse effect on their value or price or the income
derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies, effectively assume currency risk. SSSIL, its directors, analysts
or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on the basis of this report
including but not restricted to fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

SSSIL and its affiliates, officers, directors, and employees subject to the information given in the disclosures 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 (financial interest)
or act as a market maker in the financial instruments of the 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. The views expressed are those of the analyst and the company may or may not subscribe
to the views expressed therein.

SSSIL, its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness,
merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall SSSIL, 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. The company accepts no liability whatsoever for the actions of
third parties. The report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to website material of the company, the
company has not reviewed the linked site. Accessing such website or following such link through the report or the website of the company shall be at your own risk and the company
shall have no liability arising out of, or in connection with, any such referenced website.

SSSIL will not be liable for any delay or any other interruption which may occur in presenting the data due to any technical glitch to present the data. In no event shall SSSIL be liable for
any damages, including without limitation, direct or indirect, special, incidental, or consequential damages, losses or expenses arising in connection with the data presented by SSSIL
through this presentation.

SSSIL or any of its other group companies or associates will not be responsible for any decisions taken on the basis of this report. Investors are advised to consult their investment
and tax consultants before taking any investment decisions based on this report.

Registration granted by SEBI to SSSIL and certification from NISM to the analyst in no way guarantee performance of SSSIL or to provide any assurance of returns to investors.
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